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rectUlation of the stock exchange.

WEDNESDAY, FEBRUABY 4, 19X4.

CojIMITTEE ON BaXKING AND CUEEENCY,
United States Senate,

Washington, D. G.
Pursuant to notice the committee met at 10.30 o'clock a. m.
Present: Senators Owen (chairman), Hitchcock, Lee, Pomerene,

Shafroth, Nelson, Bristow, McLean, and Weeks.
The Chaieman. Gentlemen, this meeting was called to hear an

argument upon Senate bill 3895, a bill

—

To prevent tlie use of tlie mails and of the telegraph and the telephone in
furtherance of fraudulent and harmful transactions on stock exchanges.

I understand that representatives of the New York Stock Ex-
change—President Mabon, Mr. Pomroy, Mr. Van Antwerp, Mr.
Milburn, the counsel for that organization, and others—are here,

and if the committee please we will give them an opportunity to be
heard on this bill at this time.

Senator Weeks, Mr. Chairman, it seems to me that those who are
advocating this legislation, if there are any present, who desire it

considered and adopted, should give the committee tlieir reasons for

so doing, and then the members of the stock exchanges of New York
and other cities should have an opportunity to answer the arguments
which they may advance, in the regular course of procedure. It

does not seem to me at this time that those representing the New
York Stock Exchange should be called upon until arguments and
evidence in favor of this legislation have been presented to this

committee.
The Chairjian. I was assuming that the members of the com-

mittee were familiar with the Pujo report, the recommendations

made in that report, and the evidence which was taken by that com-

mittee, and that the representatives of the stock exchange were like-

wise familiar with those matters.

Senator Weeks. That is true. The members of the committee are

familiar with the report, and, of course, the members of the stock

exchange are familiar with it; but there is a great deal in that re-

port that is subject to controversy. Some of the evidence, I think,

is easily controverted. Many of the conclusions are questioned. If

it is desired now to take up the Pujo report and give the representa-

tives of the stock exchanges a chance to reply to conclusions that

were reached in that report, or evidence that was presented at that

time, I see no objection to doing that.

3
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The Chairmax. They had a \'ery full hearing before those con-

clusions were reached, and that evidence is now before this com

niittee in three volumes. , ,

Senator AYeeks. I understand. I am perfectly familiar witn not

only the evidence but the report, and in my judgment not only was

much of the evidence erroneous to some degree, but much ot tne

report based on that testimony would be changed if additional evi-

dence were submitted to the committee. I suggest that the propo-

nents of this legislation, present their case, or if it is desirable, to

take up the Pujo report, that the representatives of the stock ex-

changes ha\e an opportunity to submit such supplemental evidence

as they may have on that report before taking up a bill which is

based on it. j j a
Senator Hitchcock. Mr. Chairman, before that matter is decidea,

I would like to learn how our committee gets its jurisdiction of this

bill. .

. , . ^

The Chairman. It gets its jurisdiction by order ot the Senate.

January 12, 1914.
.

Senator Hitchcock. That was a pro forma matter, inasmuch as

the chairman of the committee who introduced the bill requested that

it go to this committee. I must confess I have not read the bill,

but as I glance through it I can see nothing with reference to either

banking or currency. It relates to either interstate commerce or

post offices, and the administration of the post offices.

The Chairman. The effect upon the banking of the country has

been very great.

Senator Shafroth. This matter is one that would have to be pre-

sented to the Senate for determining a motion to refer it to another

committee. Until it is moved and discussed in the Senate, of course

the reference should stand and would stand.

The Chairman. The Senate referred it to this committee.

Senator Nelson. But, Mr. Chairman, there is one thing I would
like to suggest, leaving the suggestions of the Senator from Nebraska
for the moment. I would like to have an explanation as to the scop©
and purposes of this bill.

Senator Shafroth. Let us read the bill right now.
Senator Nelson. I would like to have those who are at the back

of this bill, who believe in it, explain the scope and purpose of it,

so we may get a full understanding of it.

The Chairman. The scope and purposes are declared right in
the title of the bill

:

To prevent the use of the mails and of the telegraph and telephone iu further-
mice of fraudulent and harmful transactions on stock exchanges.

Senator Nelson. But if you go on and read, you will see it is not
limited to that.

The Chairman. The Pujo report, of course, dealt with the concen-
tration and control of credits in the United States, and the control
of credits in the United States, which has operated to control the
great industries and incidentally to control the operation of the great
banks and trust companies of the United States, has a very direct
important relation to the banking of the country.

Senator Nelson. Mr. Untermyer is here, and I suppose he is
familiar with the bill and could explain it to us, and how it will
('perate.
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The Chairman. The committee will be pleased to hear from Mr.
Untermyer first, and have him briefly explain this bill.

Senator Nelson. It seems to me that is the best plan.
Senator Hitchcock. I would like to have the bill read first.

The Chairman. Senator Shafroth, would you be good enough to

read the bill ?

(Senator Shafroth read aloud the bill under discussion.)

The Chairman. Mr. Untermyer, will you explain briefly what has
been done, and the purposes of this bill ?

STATEMENT OF SAMUEL TINTERMYEE, OF NEW YORK CITY.

Mr. Untermyer. I shall be glad to do so, Mr. Chairman and gen-
tlemen, although I assumed that those who were opposed to the bill

would state the reasons for their opposition, in view of the fact that
this is substantially the same bill that has been recommended by the
subcommittee of the Committee on Banking and Currency of the
House at the last day of the last session. I would like to say, before
answering the chairman's suggestion as to the statement made by
Senator Weeks, that I imagine he must have been misinformed with
respect to the proceedings of the Pujo committee. Perhaps he may
have gotten his false information through the press reports of the
transactions of the Pujo committee. There was never a more elab-

orate press organization gotten up in the history of the country than
that which was centered upon that inquiry. Everything done by
that committee was misrepresented, everybody connected witli the
committee was bitterly assailed, and it has taken some time for the

true facts connected with that investigation to be appreciated by the

public generally.

To illustrate, if I may just for a moment by way of preliminary
statement : The feeling was so bitter, engendered by those who were
affected by the investigation, that it went to the extent of assaults

upon the floor of the House upon those who were connected with the

investigation, and inspired newspaper editorials with no foundation
in fact were put in the Congressional Record affecting them. Among
other things, statements were made by Members of Congress on the

floor to the effect that the investigation had cost $250,000. It cost

something less than $60,000. The statement was made also that as

counsel for the committee! had been paid the extravagant sum of

$16,000 for my services to the committee, which had extended almost

continuously over a period of eight months, when in point of fact I

had spent about $23,000 of my own money in connection with tliat

investigation.

Senator Hitchcock. In what way?
Mr. Untermyer. I spent about $16,000 in distributing or having

distributed 155,000 copies of the report of the committee, when it be-

came impossible to secure a resolution from the House of Representa-

tives for distribution of a sufficient number of copies of that report,

in order to inform the public. I spent large sums of money in expert

accountants' fees, in preparing statements, and in other ways, for

which I did not feel disposed to put in vouchers.

Senator Nelson. Did you receive no pay from the committee ?

Mr. Untermyer. We received $15,000 from the committee.

Senator Nelson. Whom do you mean by " we " ?
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Mr. Unteemyee. I, on behalf of my firm, received $15,000 for

eight months' services to the committee, and I personally spent about

$23,000. It is unnecessary for me to state that part of that $15,000

I personally received ; but I do state that I personally spent $23,000.

I am only instancing that for the purpose of showing the extent to

which the activities of those connected with the investigation were
misrepresented.

Senator Nelson. Do I understand you received $15,000 for your
services and then $23,000 for expenses?
Mr. Unteemyee. No, sir ; I spent $23,000 of my own money, which

I did not get back.

Senator Nelson. Oh, I see.

Mr. Unteemyee. And which I did not and do not care to get back.

I was glad to be able to perform this important public service, but
protest Under further misrepresentation of the facts and of my
motives. It is time the facts Avere known.

Senator Hitchcock. This $23,000 was for distribution of the Pujo
report i

Mr. Unteemyee. Yes, sir.

Senator Hitchcock. Did not the House provide for the publication

of the report '{

Mr. UNTEEiiYEE. The House provided by one resolution for the

printing of 5,000 copies, and by another resolution for the printing of

10,000 more copies ; but I understand there are applications for thou-
sands of copies from all parts of the country, applications on file

here, with which there has been no means of complying, and that the
copies could not be obtained. I had distributed these 155,000 copies,

which I had printed privately at my own expense ; but, notwithstand-
ing that further distribution, the demand was so great from all parts
of the country that I am told there are on file here with the Com-
mittee on Banking and Currency requests from every section of the
country for further copies of the report and that the supply has been
exhausted. The report is out of print and has been for many months.

Senator Hitchcock. Was there no effort made in the House to
have it reprinted ?

Mr. Unteemyee. I do not know. I think there was an eft'ort made,
but nothing came of it. I think an effort was made in the Senate
also. I think the Senate did put through one resolution for printing
5,000 or 10,000 copies, but the demands were so great they were
almost immediately exhausted by the applications on file. Mr.
Chairman, I think Senator Weeks has reflected upon the sense of
fairness of the Pujo committee. I am sure he did not intend to do
so, but I think his remarks may be construed to reflect upon the fair-

ness with which that investigation was conducted. I do not think it

is necessary or becoming or appropriate in me to stand here to defend
the action of a constituted committee of the House of Representa-
tives as to its fairness in conducting an investigation. I do not
believe this committee is going to assume that the committee of the
House was unfair in its action.

Senator Nelson. ^Ir. Untermyer, will you pardon me? I do not
want to embarrass you, but we are all very busy.

^
I have not the time

to read through all of that Pujo committee report now. I would be
very glad if you would go on and briefly state to the counnittee the
eviis of the stock exchange.
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_
Mr. Unteemyee. I will in a moment, Senator Nelson. I would

like to complete this statement I am about making.
So far from there being anything unfair or one-sided about th&

investigation, with a few exceptions, the witnesses who were called
in connection with the stock exchange part of the investigation,
which was only one of many branches of the inquiry—there are 27
distinct recommendations, of which this is only one—were members
or officials of the exchange. The exchange was invited to name:
those of its officers and members whom it believed best able to en-
lighten the committee, and the witnesses whom they nominated wer&
called by the committee and fully examined. There was no attempt
to discredit the operations of the exchange from out of the mouths
of soreheads, muckrakers, or enemies. Whatever evidence there i&
here before the committee is mainly evidence that came from out the
mouths of the officials of the exchange and evidence that is furnished
mainly by statistics and documents. No question that it was sought
to put by any member or by counsel for the exchange to a witness
on the stand remained unput. Every question which anybody con-
nected with the exchange wanted to put to a witness was put...

Counsel for the exchange
Mr. MiLBUEN (interposing). We were not allowed to put any

questions.

Mr. Unteemtek. The questions were put through counsel for the
committee. It would have been a most unseemly performance to have
allowed every one of the one hundred or more witnesses to have sepa-
rate counsel and to have had an examination of each witness on the
part of separate counsel. The investigation would have been end-
less. Our time was very limited. As it was, the inquiry was unfin-

ished when the session closed. The report was hurriedly prepared
and put in on the last day of the term of Congress. No such pro-
cedure as it is now suggested should have been followed has ever been
known, so far as I ever heard, in any congressional inquiry, and na
such procedure would have been within the range of possibilities.

Counsel and the witnesses were invited to put, through the counsel for

the committee, any questions they wanted put ; not only that, but they
were invited to read over their testimony and make any corrections

and to add anything they chose by way of explanation ; and, availing

themselves of that permission, the principal witnesses did that. One
of them, Mr. Sturgis, came in the following morning and read a

statement descanting in glowing terms upon the virtues of the stock

exchange, which you will find in the record. Every witness had the

fullest opportunity of explanation or of having put any questions

that were sought to be asked. Counsel for the exchange was also

afforded the opportunity of submitting to the committee a brief

covering every question that was discussed before the committee..

Availing himself of that privilege, he furnished the committee a
printed brief covering these questions, that brief comprising 61 or 6^
printed pages.

I resent the suggestion that there_ was anything unfair or partisan

about the conduct of that investigation. There was never an investi-

gation conducted in which the lines of legal evidence were so rigidly

adhered to as in that inquiry ; and, gentlemen of the committee, you
will find, if you will look over that record, that there is nowhere any-
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thing in the way of hearsay evidence; that none of the precedents

of loose testimony, involving people upon secondary evidence, were

permitted in the inquiry. You will find a record there which, so far

as concerns its adherence to legal lines, will stand muster in a court

of law upon review by an appellate court, and that is saying a great

deal, I think, for a congressional inquiry. It marks a new departure

in proceedings of this character.

But for the fact that the chairman of that committee is no longer

in Congress, and that the presentation of this bill or the championing
of this bill may be fairly regarded as within the legitimate scope

of counsel who conducted the inquiry and was paid therefor, I should

not be here to defend and champion the bill. I am here because I

believe it is a part of the duty that was within the range of that com-
mittee, and I feel that, so far as concerns any and all of the recom-
mendations of that committee, I ought, in justice to the retainer that

I received, to continue the work until it is completed especially in

view of the fact that you have a very voluminous record here of three

or four volumes of testimony, a report covering hundreds of pages,

and very complicated statistics, with which it would be difficult for
any member of the committee within a reasonable time to familiarize

himself.

It seems to have been assumed by those who are opposed to this

bill—and it is a very powerful factor that is so opposed, including
not only the stock exchange, but all its financial ramifications—that
this proposed legislation comes here as an original question without
authority or support. I think there is sufficient authority for a bill
of this kind when it comes recommended not only by the unanimous
Democratic membership of that committee, but by the support and
approval of three of the four Republican members. Before going
into detail on the question I would like to call your attention brie%
to these quotations from the report, the first being from the majority
report.

Senator Pomeeene. From what report are you about to read ?

Mr. Untermter. From page 115 of the report of the Pujo com-
mittee :

The general public, wMcb has grown to look upon the exchange with distrust
t)ecause of the practices that have been permitted, will be given new confidence
in it when it is under legal supervision.
Notwithstanding these facts, it contends that it should be permitted to con-

tinue its voluntary organization with the privileges and freedom of action of
a private club and should not be made subject to legislative or judicial control
•or supervision, and that it is not amenable to Federal regulation in its use of
the mails and of the telegraph and telephone in interstate commerce and in the
•dealings of its members with foreign countries.

To this contention your committee is unable to agree. It is incongruous that
such an Institution wielding such power and equipped to perform such usefuland important functions in our economic system should be uncontrolled by lawOn the other hand, your committee believes that incoi-poration and regulation
would banish from the exchange transactions which now disgrace it bringins
in their place a greater volume of business of an investment and 'otherwise
legitimate character, and marking the dawn of a new era of prosperitv for itsmembers and of usefulness to the public.

From page 116 of the same report I read as follows:

In other words, the facilities of the New York Stock Exchange are employed
largely for transactions producing moral and economic waste and corruption-
and it is fair to assume that in lesser and varying degree this is true or may
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come to be true of othef institutions throus^liout tlie country siniilai-ly (irL'anized
and conducted.
Your committee believes, therefore, that Congress has power unconditionally

to prohibit the malls, the interstate telegraph and telephone, the national banks,
and all other Instrumentalities under its control from being used in executing,
negotiating, promoting, increasing, or otherwise aiding transactions on such
stock exchanges.

In that connection I want to say that you will find in this report,
from pages 119 to 127, an argument on the question of the constitu-
tionality of this law, reciting and reviewing all the authorities on this
Subject.

Senator Pomekbne. Let nie understand you. You say " the con-
stitutionality of this bill." Do you mean the bill pending before the
committee here now ?

Mr. Unteemybe. Yes.
Senator Pomeeene. Was a similar bill being considered by this

Pujo committee in its report at the time it was prepared?
Mr. Unteemyer. Certainly : yes. The attack upon its constitu-

tionality was made by counsel for the exchange in a printed brief
which he submitted to the committee.

Senator Weeks. The bill was presented with the report ?

Mr. Unteemyer. Yes; the bill Was presented with the report.
There were two bills presented with the report—one covering stock
exchanges and the other covering many of the other recommendations
of the committee. There were some that the committee had not the
time to embody in, the bills, such as those affecting interlocking direc-

torates, voting trusts, fiscal agents, and the supervision of bond and
stock issues of railroad corporations.

Senator McLean. Are you the author of the bill ?

Mr. Unteemyer. In conjunction with the committee, I prepared the

bill. The bill in its present form is not the bill as I originally pre-

pared and submitted it to the committee. We spent some days on it,

and the committee made a great manj' changes in the bill as origi-

nally presented. The same is true of the other bill. There were two
bills subjoined to the report, and both of them, as a result of days of

discussion, in which the minority as well as the majority participated,

were very materially changed. Many of those suggestions of the

minority members were adopted by the majority.

Senator McLean. The framework, as I understand, is yours, and
you were acting as counsel for the committee ?

Mr. Unteemyer. The original framework of both bills was mine,

as counsel for the committee. It is only fair to say that in many
respects the bills are hardly recognizable in their present form as

compared with the initial work of counsel for the committee.

Three out of the four minority members of the committee stated in

their report as follows

:

Many abuses are disclosed by the evidence produced before the committee, a

number of which are well known to the public and recognized by everybody at

all familiar with the business conditions in this country. Abuses on the stock

exchange, of quite long standing, were disclosed before the committee, as were

also abuses existing in clearing-house associations, especially in New York City.

Evils existing in both stock exchanges and clearing-house associations could

be corrected ty the exchanges and associations themselves, if they were so m-

cHned They having failed and neglected to remedy the abuses existing m their

conduct and operation, in our opinion, it is the duty of each State m which

these exchanges and associations are located to compel their incorporation and
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to regulate their management by approiiriate legislntion. Should the exchanges
and the associations, as well as the various States, neglect this plain and im-

perative duty, then we believe that it is the duty of Congress to exercise any
jurisdiction or power conferred upon the Federal Government by the Constitu-

tion to pass such restrictive and regulative legislation as may be necessary.

This duty arises from the fact that these evils are not such as affect only the

local communities in which they exist, but their results are as broad as the

business interests of the country, and affect in their most intimate and im-

portant business relations all the people thereof.

There were 2-i other recommendations in the report, but so far as

concerns the regulation of the stock exchanges, with the exception of

one of the four minority members of the committee, there was a

unanimity of opinion upon that subject. Having regard to that

fact, I can not see that the suggestion of Senator Weeks, in respect to

the fairness of that investigation, ought to be regarded as an open
subject for discussion here.

Senator Weeks. If you have finished that point, I would like to

interject a conunent here.

Mr. Untermyer. Yes.
Senator Weeks. Mr. Chairman, I had no intention of charging Mr.

Untermyer with unfairness in connection with this investigation.

I think he used the same degree of fairness which attorneys usually
do when interrogating witnesses. But I referred to the Pujo in-

vestigation as extraordinary in that it was dissimilar in some re-

spects from any investigation that has even been conducted in Con-
gress. Xever before, I believe, nor since nor under any other condi-
tion has a committee turned over to an attorney its sole powers in
interrogating witnesses. In this investigation, if I am correctly in-

formed—and I think I am—^not only did Mr. Untermyer insist, in
his arrangement with the committee, that he should ask all questions,
but if a member of the committtee wished to ask a question it had to
be submitted to Mr. Untermyer and he determined whether the ques-
tion should be asked or not.

My reason for making that statement is based on information ob-
tained from members of that committee, and so far as I recall no
question asked by a member of that committee appears in the record
of the evidence.

Mr. Untermyer. You are wrong.

_
Senator Weeks. I may be Avrong in a degree, but I am practically

right.

Mr. Untermyer. You are Avrong in principle, fundamentally
wrong from beginning to end, and very much misinformed on every
arrangement or understanding connected with the committee. I
think Senator Weeks is confusing what he has read in the inspired
press. He must be, because I am satisfied that no member of the
committee ever told Senator Weeks that there was any understanding
or arrangement of any kind with counsel for that committee with
respect to the putting of questions.

Senator Weeks. Mr. Untermyer. did members of that committee
put questions?

Mr. Untermyer. Yes.
Senator Weeks. Do they appear in the record of the evidence?
Mr. Untermy'er. Yes

;
quite a number of them.

Senator WpKS. Will you take the trouble to look over the evi-
dence and point them out?
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Mr. Untbrmy:ee. It is a long hearing to loolc through, but if yon
will look at the testimony of the physicians who testified concerning
Mr. Rockefeller's illness, you will find the chairman put most of the
questions to some of those physicians. It was understood, and it was
the suggestion of the committee in the interest of the orderly course
of procedure, that as the committee felt this was a complex and
technical and highly specialized subject, which necessitated in their

opinion the employment of counsel, the inquiry could best be con-

ducted through counsel, as is done in our State in all important in-

vestigations.

Senator Weeks. Just permit me to ask a question right there. Is

it any more complex than the consideration of the banking and
currency question?

Mr. Unteesiyee. Yes; because the consideration of the banking
and currency question did not, in so far as I have been able to learn,

involve the drawing out of improper and illicit practices on the part

of a great body which is an integral part of the national and inter-

national financial system.

Senator Weeks. What would you have thought of this committee

if it had abrogated its right to interrogate witnesses in connection

with the banking and currency investigation ?

Mr. Unteemyer. I should have thought that no committee should

abrogate its rights and no committee, so far as I ever knew, has done

so. Mr. McMorran has made a statement which is not concurred in

by any other member of the committee. Will you read it?

Senator Weeks. I will read what Mr. McMorran stated.

Mr. Untermyee. That is what I refer to.

Senator Weeks. It is one of the things—but other members of the

committee have told me the same things.

Mr. Unteemyee. Of course. Senator Weeks, nothing is further

from my desire than to raise any personal issue with any member of

this committee. But I do not think you will find any member of the

committee who Avill make that statement, because there was no under-

standing except that it was decided by the committee that it would

be better that the questions put to the witnesses should be put through

one person ; and the members of that committee, when they had ques

tions to put, would write them and hand them to counsel who hap-

pened to be examining, and he would put the questions. Those ques-

tions were constantly being put to witnesses. Then counsel would

consult with members of the committee before a witness was dis-

charged, and the various members would suggest lines of questioning

which counsel would pursue.

But what has that to do with this ?
, • . u

Senator Hitchcock. Mr. Chairman, it seems to me this is rather

out of order.

Mr. Unteemyee. I think so.

The Chairman. It is out of order
;
yes.

-r i
• , -x

•

Mr Unteemyee. I think so, too, Mr. Chairman ; but I think it is

only iust to the Pujo committee, which has gone out of existence.

Senator Hitchcock. We will endeavor to do justice to that com-

"^
Se^nator Pomeeene. Senator Weeks was about to read something,

Mr. Chairman. I suggest we let him read it.

The Chairman. Yes.
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Senator Weeks. I differ with the members of the committee in

that respect. I do not think this is out of order in any respect.

Here is a bill that is based on a certain investigation.

I have not said nor do I say now that the investigation was un-

fair; but I do state that it was an extraordinary investigation, and

that the evidence was obtained by unusual methods when compared
with the methods obtaining in congressional investigations generally.

My information is obtained from members of the committee. I do

not recall what member of the committee has talked with me about

it, but several members of the committee have discussed the matter

with me. I have here Mr. McMorran's statement, which I was about

to read at Mr. Untermyer's suggestion. Mr. McMorran says

:

I also recognize tliat the metliod of the Investigation has been of an imsual

character, entirely different from anything that I ever witnessed during my
experience in Congress.

Mr. McMorran was a Member of Congress for 12 or 14 years.

I refer to the agreement under which no member of the committee has been
permitted to interrogate witnesses upon subjects material to the Investigation.

Mr. Untermyer. Mr. McMorran is alone in that statement. All
the Democratic members have made their report and the Repub-
lican members have made their report, and he is mistaken. None
of his colleagues supports him.

Senator Shaeroth. What is there wrong about it if the members
of the committee agreed to that course of conduct? Is it not ex-
peditious to do that?
Mr. UnteRmyer. I think the time will come before long when we

will never conduct an investigation on a specialized subject in any
other way. We have had our experience in our States. The insur-
ance investigation, which Mr. Justice Hughes conducted, was con-
ducted along those lines, as have been all the great inquiries.

Senator Weeks. But that was not an investigation by a legis-
lative committee.
Mr. Untermyer. Oh, yes ; it was an investigation by a legislative

committee.
Senator Weeks. It was an investigation by a commission.
Mr. Untermyer. I beg Senator Weeks's pardon ; it was an investi-

gation by the Assembly of the State of New York.
Senator Hitchcock. I again raise my point of order, Mr. Chair-

man, more insistently. We are here to pursue a course of investiga-
tion on a pending bill, and it seems to me absolutely our of order for
us to go into either a criticism or a defense of a House committee.

The.Chairman. I think the Senator is right about that.
Senator Hitchcock. I do not want to spend my time here in such

a way.
The Chairman. The witness will confine himself to the bill.
Mr. Untermyer. I am not here as a witness ; I am here at the re-

quest of the chairman to make such argument and to give such in-
formation as I can with respect to this bill and to present such con-
siderations as occur to me. I do not know what it is that you want by
way of preliminary statement. I had assumed we were going to hear
from the other side by way of opposition to the bill.

Senator Pomeeene. Permit me to suggest that Senator Nelson
asked a moment ago that you detail the evils of the stock exchange
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Senator Nelson. Yes ; those evils that require a remedy.
Senator Pomeeene. That is a matter that would interest us very

mBeh.
Mr. Untermyeh. They are set out at great length in this report of

the Pujo committee.
The Chaikman. But Senator Nelson wants an abstract of it, and I

think it will be helpful to the committee if you will abstract what
those evils are and the means by which to remedy them.
Mr. Untekmyer. In order to point them out with any degree of

intelligence, I think I ought to state briefly what is the constitution
of the New York Stock Exchange and how it is organized. (See
Exhibit A, Appendix.)
The Chairman. He will be glad to hear that.

Mr. Untermter. It is a voluntary association. It is incorporated
under no statute. It has a limitation of membership of 1,100 mem-
bers. That limitation has not been increased since 1879. It is

nominally a meeting place for the members where they deal with one
another m the securities that are listed and quoted upon that ex-

change. In effect, it is an integral and inseparable part of the
national financial system, as important as any part of the whole
system, as important as the banks themselves.

Senator Hitchcock. Is it an organization differing in any im-
portant particular from the bourse of Paris?
Mr. Untermyer. Yes; I contend it is. We have had no end of

discussion about that. We say the bourse is under Government con-
trol. So, too, is the bourse in Germany, in Berlin.

Senator Hitchcock. Take the bourse of Paris and explain how it

is under the French governmental control?

Mr. Untermyer. I understand the minister of finance is the con-

trolling power in the organization of the bourse—I mean in its, af-

fairs, and dealings. I am not very familiar with the bourse in Ger-
many or in France.

Senator Hitchcock. Could you file with the committee some state-

ment showing how those are organized?
Mr. Untermyer. Yes; I will do so. I will file such a statement.

The corporate laws, the method of listing securities, the protection

thrown around the investor in their distribution and sale, are so dif-

ferent in those countries, where they have a unified system, where
each State has not its own law bidding in laxity of administration

against all others, that there is no analogy to be drawn between them
at all.

Senator Hitchcock. Are they voluntary?

Mr. Untermyer. I believe in a sense they are voluntary.

Senator Hitchcock. Not incorporated?

Mr. Untermyer. I do not think they are incorporated.

Senator Hitchcock. Memberships are bought and sold the same

as in New York ?

Mr. Untermyer. I do not so understand ; not in the same way. I

do not understand the system is the same. I understand it is an

entirely different system. For instance, in Germany and France

there are only a limited number of securities that are listed upon

these exchanges, and they have to go through a crucial test. The com-

mon stock of a corporation in Germany is not listed until after it has

gone through all sorts of tests.
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But the foreign system, the continental system, is one with which
I am not very familiar. I will get the data, however. I have written
for it, but there has not been time to get it. I wrote for it after I

heard this hearing was to be held, and hoped to be able to submit the

accurate information to the -committee at this time. I do not want to

be understood as attempting to set forth with any degree of correctness

the constitution of those various foreign exchanges; but I do know
from my experience abroad and my knowledge- of the way in which
they list securities and the laws that protect the security holders

that there can be no analogy between our stock-exchange method of
listing securities that are put out under our loose corporate laws of
the various States and the listing of securities on those exchanges
that are put out under the most rigid legal regulation.

• Senator Hitchcock. You say the London Stock Exchange is regu-
lated by act of Parliament ?

Mr. Unteemyek. I think not ; I think it is not.

Senator Hitchcock. It is a law unto itself ?

Mr. Unteemybe. Not entirely.

Senator Hitchcock. What would regulate it ?

Mr. Untermyee. In the first place the companies acts have a great
bearing on the question.

Senator Hitchcock. Is it incorporated 1

Mr. UsTTEEMYEE. No ; the exchange is not incorporated.

Senator Hitchcock. How could the companies acts regulate it ?

Mr. Unteemyee. The securities are issued under the companies
acts, which enforces the most complete disclosure and publicity. The
London Exchange has practically nothing to do with the degree of
publicity that is to attend the issuance of securities. The companies
acts require that a prospectus shall be filed; that there shall be a

disclosure of all intermediate profits. Then these prospectuses are
issued. The offer of securities goes directly 'to the public ; and the
public, having a law protecting them and on which they caii rely, sub-
scribe largely upon direct solicitation by advertisement.
Our system is entirely different. Our system is about this: A

corporation, we will say, wants money in order to start in business.

It can not issue a prospectus to the public and call for subscriptions.

Of course it can, but the prospectus, when issued, is not sufficiently

protected, and the public can not safely buy securities upon the faith
of such a prospectus.

Senator Hitchcock. Then your position is that if we regulate all

incorporated companies the stock-exchange evils would not exist ?

Mr. Uxteb^iyer. I think they would still exist, but not in the
same measure as they do exist. I want to show you how our stOck-
exchange methods operate with respect to newly organized corpora-
tions or the new securities of an old corporation in our country and
how different it is from the system provided in England.

If the securities of a new corporation are issued, with us they can
only be, if it is a large concern, advantageously issued through a
banking house. Those securities are not known to the public. There
may be a perfunctory advertisement of securities, but that is not the
way they are put out. The banking house gets that security under-
written by its clients, and those underwriters agree that if the bank-
ing house can not market those securities, the underwriters will take
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those that are not marketed. Whereupon the banking house pro-
ceeds to endeavor to market the securitj^ We will say they are stocks
of a corporation. They have them listed on the stock exchange.
Then they proceed to create an appearance of activity in those se-
curities, which is often a fictitious activity. They are marketing them
for the underwriters. The evidence shows here that when a new
security has been put upon the market, the banking house having
charge of the distribution, of that security Avill hire a brokerage
house, and that brokerage house

Senator Nelson (interposing). What are the rules of the stock
exchange as to limiting the security?

Mr. TJni'ermyer. That is a long story. We will go into that in a
moment.

Senator Nelson. I want to hear that.

Mr. Untermyee. That brokerage house will, not infrequently, give
out orders from day to day. They will give to 5 or 10 brokers orders
to buy at a price, and to 5 or 10 other brokers orders to sell at a price.

Senator Shafroth. That is done by the bank ?

Mr. Unteemyer. By the banking house.

Senator Shaeeoth. And the person who underwrites is a broker?
Mr. Untermyee. No ; the person who underwrites is the person who

gets a commission. He may be a broker, he may be a banker, or he
may be an investor. If the banking house can not dispose of these

securities, he will take all the banking house does dispose of, and
for that he gets a commission. He does not want the securities, as a

rule. He wants the commission.
So the banking house proceeds on behalf of its underwriters to

market these securities. It sometimes markets them by legitimately

selling them among its clients and sometimes by creating a fictitious

appearance of activity in those securities on the exchange and deal-

ing them out to the public.

Senator Weeks. Whenever the stock exchange lists securities, does

not. the company file with the stock exchange a list of the stock-

holders ?

Mr. Untermyee. I do not think they file a list of stockholders.

My recollection is that they do not file a complete list of stockholders,

though I am not sure as to that, nor is that material.

Senator Weeks. Do you recall any cases where the stock exchange

has listed the securities of a new company before those securities have

been to a considerable degree distributed?

Mr. Unteemyee. There has to be a certain amount of distribution

of those securities. But those securities are frequently distributed

to members of the syndicate, and then the syndicate, as you know.

Senator Weeks, at times agrees to hold those securities, not putting

them on the market. The members of the syndicate, as well as the

syndicate managers, dispose of them through the stock exchajige for

members of that syndicate. Is not that right ?

Senator Weeks. Your suggestion of something that I am supposed

to know may be true and may not be true.

Mr. Unteemyee. In your experience as a banker, you know how

things are operated.
, -r , n x i

Senator Weeks. I know very much about it, and I shall take occa-

sion later to state what I know. But there are all kinds of ways of

floating the securities of a company, and it seems to me what you
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are driving at now is to compel the stock exchange to do what the

companies acts of England and other countries do.

It would not be a very simple matter for us to say what securities

shall be floated under a national law. Most of these companies are

not incorporated under a national law ; they are incorporated under
State laws.

Mr. Untekmyer. That is just the point I am trying to develop.
_

Senator Weeks. I will allow you to proced without interruption.

Mr. Untermyer. I am trying to develop the point that by reason

of the fact that we have no national corporation law and no adequate

protection to investors, as they have in England under the com-
panies acts, therefore our stock exchange is made to perform entirely

different functions in the marketing of new securities from those

which it would be required to perform if we had a uniform corpora-
tion law.

Senator Weeks. That is to say, it is made to perform different func-
tions so far as the listing of securities is concerlied.

Mr. Untermyer. And the marketing; that the distribution of
securities, instead of being made as in England partly through pub-
lication with the protection of the law, is made very largely here
through a series of manipulated transactions. Practically the only
way in which it has been made in many cases is through a manipula-
tion of the market.

Senator Weeks. Do you not know that is an exceptional case rather
than the general character of the methods followed?
Mr. Untermyer. On the contrary, Mr. Chairman, I differ there

with Senator Weeks, and I do so with great hesitation, because I
know Senator Weeks's great familiarity with the subject. But I differ
radically with Senator Weeks. I say that is not exceptional. That
is the way in which the great issues of securities have been largely
marketed, and that is the only effective way in which they have been
distributed within a reasonable time. Unless you can attract public
attention to a security of that kind through manipulated transactions,
creating a false appearance of activity in the security, it takes a long
time to distribute the securities.

Senator Weeks. If you are right about that, Mr. Untermyer. I
am incorrectly informed. I do not know of my personal knowledge
about it, I do not know whether you know of your personal knowl-
edge; but before you leave the stand, if you are a witness
Mr. Untermyer (interrupting). 1 am not a witness.
Senator Weeks (continuing). I shall take occasion to ask you

some direct questions along that line and point out some instances.
Mr. Untermyer. I shall not answer them if it involves disclosing

niy professional relations with people. I am not going to make use
of my professional relations with anybody for the purpose of enlight-
ening this or any other committee. But I should be very much sur-
prised if Senator Weeks shall name any issue that has been put upon
the Boston Stock Exchange which has not first been underwritten
and then put upon the exchange. I will take his statement as to how
that issue has been distributed among the public from the Boston
Stock Exchange, whether it has not been distributed by the syndicate
managers through buying and selling orders and creating that ap-
pearance of activity and getting the stock up to a certain figure and
having it distributed there.
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The Chaikman. I understand that is practically a false activity
and not real sales ?

Mr. Unteemyee. They are real sales, in a sense
;
yes. The record

of the investigation contains many such transactions. It is not neces-
sary for Senator Weeks and myself to get into any controversy
about it. I am perfectly willing that we shall rely upon the record,
not upon the words out of the mouths of witnesses, but upon the
documents submitted.
Here is an instance in the record, a fair sample of the character of

transaction. It was conducted by three pf the leading banking
houses in New York—Solomon & Co., Hallgarten & Co., and Lew-
isohn Bros. You will admit they are large banking houses ?

Senator Weeks. I will admit they are large banking houses.
Mr. Unteemyee. And very reputable banking houses. They con-

sider themseh-es reputable, and they are generally regarded as re-
putable ; but these practices that have been regarded as reputable
are nothing more than a mock auction.
The Chaieman. Gentlemen, it is now 5 minutes of 12. (After

informal discussion.) We will take a recess until half past 1 this
afternoon.

(Thereupon, at 12 o'clock noon, the committee took a recess until
1.30 o'clock p. m,)

after recess.

The committee met, pursuant to the taking of recess, at 1.30

o'clock p. m.
The Chairman. You may proceed with your statement, Mr.

Untermyer.

STATEMENT OF SAMUEL UNTERMYER—Continued.

Mr. Unteemyee. Mr. Chairman and Senators, by way of illus-

trating the extent of the abuse and the persistent unwillingness of
.the stock-exchange authorities to interfere with the vicious practices

that are perpetrated, there was an operation that was actually being
conducted in the manipulation of a newly listed securitj' day by day
on an enormous scale by prominent members with two leading bank-
ing houses as allies and associates whilst the Pujo inquiry was in

progress. I present it only as an illustration of methods that are

pursued with the apparent sanction of the exchange.

The details of this particular transaction, which is typical of the

method of " making a market " in the securities of a new company,
are summarized at pages 50-52 of the report.

That was the case of the California Petroleum Co., and this is what
the report says of it, and every statement in the report of any conse-

quence refers to the page of the testimony in support of tliat state-

ment. The facts are gathered not only from the testimony of the

people who were concerned in the transaction, but from the docu-

ments that were submitted. I may say here, by way of parenthesis,

that I do not recall now in the Pujo report many cases in which
a statement is made of any sort that is not supported by the testi-

mony of the people who were concerned in the transaction; and I

30578—14 2
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want to repeat, in that connection, that the testimony was taken

from the mouths of the members themselves, or the people who were
eoncerneld in the transactions, and not gathered from inimical sources.

Senator Weeks. What are you about to read from now ?

Mr. Untermtee. From the report of the Pujo committee, pages

50 to 52 of the report

:

A typical instance of manipulation for the purpose of stimulating specula-

tion in a new security is tlie operation in the stock of the Californln Petroleum
Co. begun in October last whilst this investigation was in progress and the

subject of manipulation of securities on the stock exchange was under active

discussion.
This company was organized in September, 1912, with an authorized capital

©f $32,500,000—117,500,000 preferred and $15,000,000 common—of which
$11,997,024 preferred and $13,513,081 common was given in payment for the
stocks of two California oil-producing companies.

Senator Hitchcock. That is, they paid $8,000,000?
Mr. Unteemyee. $8,215,000 for $17,500,000 of stock, 10 millions

of the preferred and 7 million-odd of the common (reading) :

William Salomon & Co., bankers of New York, and associates, namely: Hall-

garten & Co. and Lewisohu F.r(]S.. of Xt'w York, and a fourth not named, for

$8,215,662 in cash, purchased from Die \endors $10,000,000 of the preferred and
$7,572,845 of the common stock of the California Petroleum Co., which the latter

had accepted in payment for thf stock of the twn producing companies, William
Salomon & Co., Hallgarten & Co., and Lewisohn Bros., each taking 29i per cent.

Thereupon the bankers, as we shall hereafter call them, formed a syndicate
in New York to underwrite $5,000,000 of the preferred and $2,500,000 of the
common stock at the price of $5,000,000 and sold to a London syndicate the
same amount at the same price, leaving the bankers at this point with a
profit of $1,784,338 in cash and •f2 .j72,S4.j in common stock, which latter they
sold at 40 and 45.

The bankers also joined the New York syndicate, in which nltogether there
were 104 members, including

—

(a) Three corporations afhliated with national banks—two of them in New
York, one of which had a participation of $500,000 and the other $50,000, and
one outside with a participation of $50,000

;

(6) One trust company in New York with a participation of $.50,000; and
(c) Twenty-four officers of banks, among them officers of four national banks

in New York, two in Chicago, and one in Detroit, whose aggregate participa-
tions were $535,000; the largest single participation, $50,000. going to an officer

of a Wall Street bank which lends on stock-exchange collateral.

The stock was all sold at an advance of nearly $500,000, above the price at
which it was underwritten on the day it was delivered to the biuilvers, October
% 1912.

Senator Hitchcock. What stock was sold?
Mr. IJnteemtee. Part of this syndicate stock.

Senator Shafeoth. This 5 millions?

Mr. Untermyee. Five millions preferred, with 2| millions com-
mon.

Senator Hitchcock. That was all sold ?

Mr. Unteemyee. All sold on the day on which it was delivered
to the original banking houses, and before any appreciable number
of members of the syndicate had accepted an offer of participation

;

in fact, before these bank officers and others became in any way bound
to take any participation tlie stock was all sold for them."

Senator Hitchcock. Sold on the stock exchange ?

Mr. Untermyee. No; it was sold to a syndicate, which in turn
marketed it on the stock exchange.

Senator Hitchcock. They had the benefit of the sale?
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Mr. Untermyer. Yes. The second syndicate had (reading):

Thus nearly all the underwriters, iucludlug the bank officers, got their profits

without having made any commitment; and none of them put up any money or
had to take any stock. (Henry, 1277, 1278.)

Senator Hitchcock. Who lost by that?
Mr. Untermyer. The public, I think, as I shall show you in a

moment. The public lost by this transaction, by the method in

which the stock was marketed for a large amount, and afterwards,

when the activity ceased, when this artificial activitj' ceased, the

stock dropped. [Eeading
:]

Mr. Henry, of Saloipon & Co., who was chilled as a witness In regard to this

transaction, having refused to divulge the names of the national-bank officers

who received participations in this syndicate, his contumacy was certified to

the House and from there to the United States attorney for the District of
Columbia for prosecution under sections 102, 103, and 104 of the Revised
Statutes. Your committee is of opinion that the Information sought from
Mr. Henry is germane to the question. Whether national-bank officers are being
influenced by any form of reward to lend the money of their banks on nevply

listed and unseasoned stocks? It was impossible for the committee, without
knowing the identity of the banks and officers, to determine whether these
participations to officers were given for the purpose of inducing the banks they
served to accept these new securities as collateral for loans or whether they
were so accepted.

At that point you will have to understand that you can not make
an active market, a speculative market, in stocks on the stock ex-

change unless the speculators, the people who buy those stocks, can
borrow on them. If you have a great national bank, or a series of

banks, that are ready to lend 80 or 90 per cent, or whatever it may be,

upon that stock, it is very easy to speculate in it ; and when a security

is new and unknown, it is quite an important thing' to have the good
will of leading bank officers, and to have banks that will take that

sort of new security, otherwise unknown, as collateral on loans.

Senator Hitchcock. I do not quite understand the facts. If you
Avill permit me to ask a question or two
Mr. Untermyer. Yes.

Senator Hitchcock. This oil concern had a total capital, of pre-

ferred and common, of 32 millions?

Mr. Untermitir. 32 millions.

Senator Hitchcock. About 7 millions of preferred and common
were allotted to these participating bankers, and the stock was sold to

somebody before the bankers had accepted the allotment?

Mr. Untermyer. No. In acquiring these different properties from
the original owners this corporation was formed with 32 millions of

capital, or thereabouts, of which most was issued to the vendors of

the properties in payment of their participations. The vendors,, be-

fore taldng this stock, wanted to see that they did not get all stock

but got some money. So the bankers who undertook this financial

transaction said:

We will get 10 millions of money for you ; we will get 5 millions in New
York and, If you please, we will get 5 millions in London

—

I think the same amount in Ix)ndon

—

and we will get 5 millions of dollars on 5 millions of the preferred and 2i

millions of the common. That is, we- will form a syndicate of men in the

street and other, people, who will agree to take 5 millions of the preferred stock

and 2^ millions of the common stock for fp.5,000.000.
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Senator Nelson. I understood, Mr. Untermyer. that 7 millions or so

was paid out of that stock in the first instance for two properties

they acquired.

Mr. Untermyer. Xo.

Senator Xelson. I got that impression.

. Senator Shafroth. They paid $10,000,000 of preferred and about

$7,000,000 of common, did they not ?

Mr. Untermyer. Xo; they paid for all the properties sll,997,000

of preferred and $13,000,000 of common.
Senator XEL.sr)x. There is where the stock went in the first instance.

Mr. Untermyer. That is the way it was first issued, lawfvdly

issued, in payment for properties. The vendors said

:

We have these properties, and we will turn ttieui into tliis banking liouse

—

the banking house organized a company, with a $32,000,000 author-

ized capital, of which they issued 24 millions, 11 preferred.

Senator Nelson. So that left these owners of this property the

owners of that stock?

Mr. Untermyer. It left them the owners of that stock. But they

did not want the stock: they wanted money, or some part of it in

money, and they wanted a stock that had a market and that could be
marketed. So as a part of the transaction the bankers said to the

vendors

:

Kow. we are going to make a market for tliis stock, and we are going to
make two syndicates—I tliink the one in London was the same as the one in

Xew Xork—and the New York syndicate is going to be made up to acquire
5 millions of preferred and 24 millions of common for $5,000,000.

Senator Hitchcock. Where does that come from—out of the Treas-
ury?

^h: Untermyer. No; from the vendors. That is part of this stock.

They said

:

We are going to have that underwritten, and we are going to make a market
tor it.

Now, then, let us see how they make a market.
Senator Nelson. You mean the vendees of the btock?
^Ir. Untermyer. No; the vendors.
Senator Hitchcock. The vendors of the property.
^Ir. Untermyer. Whether this money went into working capital

or whether all of it went back to the vendors for part of that stock
is something that I do not think appears by the record. But that
is not material to the point we have here. The point we have here
is that the way the bankers who undertake to form this company and
to make a market for this stock go about maldng the market is to
interest banks and bank officers in this underwriting. This under-
writing is based on the idea that the people who underwrite are going-
to get rid of that stock and get their profits. They do not want the
stock ; they want the profits.

Senator Nelson. Did this all occur before it was listed on the
stock exchange?

Mr. Untermyer. They could not get the profits until it was listed
This story is not very long, and I am going to read the rest of it
(reading) :

It was impossible for the committee, without knowing the identity of the
banks and officers, to determine whether these participations to officers were
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given for the purpose of inducing the banlis they served to accept these new
securities as collaternl for loans or whether tliey were so accepted.
The stocli of the California Petroleum Co. was listed on the New York Stock

Exchange on October 5, after the portion underwritten liy the syndicate and
the separate holdings of the bankers had all been sold.

There was a subsyndicate formed to take this off of the hands of
the syndicate, and that subsyndicate put the stock on the exchange.

Senator Hitcik'Ock. Up to that time the stock had been a private

sale?

Mr. UxTEEJiYKit. It had not been publicly sold. It had been sold

to a subsyndicate. As soon as these banks and bankers and banking
houses underwrote this syndicate the stock was turned over to a sub-

syndicate.

Senator Hitchcock. Was not that a sale ?

Senator Nelson. And the subsyndicate had it listed?

Mr. UxTEEMYER. The subsyndicate got it listed. The banks and
bankers got their profit before they had committed themselves even

to underwrite the stock. It turned out to be simply a gift to them,

merely to enlist their interest in the security and to make it market-

able by having a place where it could be pledged as collateral for a

loan.

Senator AVeeks. How much did they make?
Mr. UxTEEMTER. Who?
Senator Weeks. These bankers you are speaking of?

Mr. Untermyee. $535,000. Oh, what they made on it?

Senator Weeks. Yes.

Mr. Untermyer. The stock was all sold at an advance of nearly

$500,000. They made a little over $500,000.

Senator Weeks. I mean the officers of the national banks who may
have been induced to loan on the stock on account of having had an
interest in the syndicate.

Mr. IIntermyer. We tried to get Mr. Henry to tell us who the

officers Avere. He said he would not do it.

Senator Weeks. Without any regard to who they were, how much
did they make?
Mr. UxTEEJii'EE. TAventy-four officers of banks, among them offi-

cers of four national banks in New York, two in Chicago, and one

in Detroit, with an aggregate participation of $535,000; the largest

single participation, $50,000. The stock was sold at an advance of

nearly $500,000.

Senator Weeks. The total stock?

Mr. Unterjiy-er. No. That is their participation, as I under-

stand.

Senator Weeks. I want that clear.

Mr. UxTERMYEE. I clo uot think the exact amount they made ap-

pears.

Senator Weeks. Did they underwrite $500,000 ?

Mr. Unteesiyee. They underwrote $535,000.

Senator Weeks. And it was sold at what price above the under-

writing price ?

Mr. Unteemyee. The original syndicate got the $5,000,000, with

$2,500,000 bonus. The stock was sold by them

Senator Weeks. What I am trying to get at is how much money

the officers of the national banks or State banks made out of their

underwriting ?
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Mr. UxTERMTER. I think 30U can figure that out; it was sold at

90 and 40. Here it is. [Eeading :]

Which latter common stock sold at 40 and 45.

You can figure that.

Senator Weeks. How many shares did they underwrite?

Mt. Untehmyee. They underwrote $535,000 worth of stock.

Senator Weeks. Par value?

Mr. UNTEE3ITEE. I think it was 90 for the preferred and 40 to 45

for the common.
Senator Weeks. Wlaat price was it sold at ?

Mr. Unteemyee. This is what it was sold at. They sold it at 40

and 45. They sold the conunon at 40 and 45. They got the com-

mon for nothing. They got 50 per cent of the common with their

preferred for nothing and the common they sold to the subsyndicate

at 40 and 45.

Senator Weeks. Can you tell hoAv much money the officers of the

banks made?
Mr. Unteemtee. Yes

;
you can figure that out. I will be glad to

figure it out for you.
Senator Hitchcock. I have not a clear idea what these bank officers

actually underwrote. I understood you to say, in the first place, that

they took $5,000,000 of the preferred stock and got a bonus of

$2,500,000 of the common stock.

Mr. ' UxTEEMTEE. They did not get all that. Of that $5,000,000
underwriting they got $535,000, and that $535,000 entitled them, I

think it was 90, to about $600,000 preferred stock and $300,000 of

common stock, for $535,000 in round figures. That $300,000 of com-
mon stock they turned over immediately to the subsyndicate at $40
and $45 a share. That cost them nothing; that was a bonus on the
prefered stock; and they cleaned out before they became committed
to take it. They had not put up a cent. They never put up a cent at
any time, and they did not even become committed to take it. They
turned it over to Lewisohn Bros., this same banking-house syndi-
cate—subsyndicate—at $40 and $45 a share. Forty dollars a share
on $300,000 would be $120,000.

Senator Hitchcock. I wish it could be stated plainly.
Mr. Unteemyee. You can not state a complicated transaction any

less complicated than it is.

Senator Hitchcock. The company is organized and takes this
$17,000,000 of stock?

Mr. Unteemyee. Yes.
Senator Hitchcock. And the syndicate proposes to sell about

$10,000,000 of the stock for them?
Mr. Unteemyee. Yes; with $5,000,000 of common bonus.
Senator Hitchcock. With $5,000,000 of common?
:Mr. Unteemyee. Bonus. They divided that into two syndicates.
Senator Hitchcock. That is to be sold by the syndicate, as you call

it, to bankers—to Solomon & Co. ?

Mr. Unteemyee. Solomon and Lewisohn and others.
Senator Hitchcock. They proceeded to sell it by inducing a syndi-

cate of bankers to underwrite it?

Mr. Unteemyee. Yes; bankers and others.
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Senator Nelson. I understood that part of it was sold in Europet
Mr. Untermyer. Y6s ; half of it.

Senator Hitchcock. What does that underwriting consist of?
Mr. Untermyer. It consists of an obligation on the part of the

underwriter to the etfect that if that stock is not sold he will take it.

For instance, if I go into that^

Senator Hitchcock. I understand it fully. Then the man who
receives the stock and becomes an underwriter must meet his obliga-
tion?

Mr. Untermyer. He signs an agreement.
Senator Hitchcock. I understood you to say that the stock was

turned over to him, and the profit was earned on it before he had
given the obligation?

Mr. Untermyer. It never was turned over to him. The stock was
never turned over to him ; but as a matter of fact, before he even said
he would take it, before he committed liimself to it, it had been trans-
ferred

Senator Hitchcock. Hoav can you refer to him as an underwriter,
then, if he did not give any obligation and performed no service ?

Mr. Untermyer. Because they sent a notice to him and said, " You
have been allotted $100,000 in this syndicate." They sent him such a
letter, and before he answered that letter they disposed of it, and he
had made his profit and he had not even committed himself.

Senator Hitchcock. The bankers, then, disposed of $10,000,000?
Mr. Untermyer. Five millions in this country.
Senator I-Iitchcock. Salomon & Co. disposed in some way of

$5,000,000 of stock in this country?
Mr. Untermyer. Yes.
Senator Hitchcock. And then they allotted a part of the profit

in that transaction to these favored bankers, who were to use their

influence in loaning money on the stock?

]Mr. Untermyer. Yes
;
presumably. "We have no evidence of that,

except from the fact that those bankers did become participants in

the syndicate, did not commit themselves, and did get their profits.

Senator Hitchcock. I want to know who bought that stock?

Mr. Untermyer. Another syndicate was formed.
Senator Hitchcock. Up to this time the New York Stock Ex-

change has not appeared at all ?

Mr. Untermyer. Not up to that point.

Senator Hitchcock. How did they induce that subsyndicate ta

buy that stock at a profit ?

Mr. UN'raRMYER. This is what was done : The bankers having made
that first syndicate, turned it over to another syndicate, of which
they had the management. That other syndicate got outside under-

writers to take that stock on the idea that they would make a market
for that on the stock exchange and get rid of that stock for them.

Senator Hitchcock. This subsyndicate, then, takes this stock and
pays a higher price for it, and gives those on the inside a profit ?

Mr. Untermyer. Yes.

Senator Hitchcock. How is the subsyndicate going to unload?

jNIr. Untermyer. I am going to show you.

Senator Weeks. Who formed the subsyndicate?

Mr. Untermyer. The subsyndicate was composed of perhaps 10®

members.
Senator Weeks, Who were they ?
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Mr. Unterjiyee. They did not disclose. But we know how these

syndicates are made up. They are made up of customers of these

people, outsiders, a variety of people.

Senator Weeks. You do not know, in this case, any of the members
of that subsyndicate?

Mr. IJnteejiyee. We know that some of these same banking houses

went into the subsyndicate, to some extent. But ^ve were not able to

ascertain the membership of that syndicate. It is not important for

the purpose -ne hare in mind here. We are trying to illustrate, and

the committee was trying to give you a typical transaction of making
a market for a new'security, how it is done. This is nothing^ex-

ceptional.

Senator Hitchcock. Up to this time we have the stock in the

hands of a subsyndicate of outsiders, and I want to see how you are

going to give them a profit.

Mr. Untee:myer. I am going to show you [reading] :

The stock of the California Petroleum Co. was listed on the Xew York Stocli

Exchange on October 5

—

Mind you. the company was formed in September, 1912. The un-

derwriting agreement of the original syndicate was the 2d of October,

and on the 5th of October this stock was listed on the stock exchange
[reading]

—

after the portion underwritten by the syndicate and the separate holdings of the
bankers had all been sold.

Thereafter an operation in the stock was conducted (principally in the com-
mon) on the New Tork Stock Exchange by I^ewisohn Bros., for the joint account
of the bankers, for the purpose, as described, of "making a market."

Senator Hitchcock. Whom did Lewisohn & Bros, represent ?

Mr. Unterjiter. They were the original bankers.
Senator Hitchcock. And they were buying this back from the sub-

syndicate ?

Mr. Untermyee. He took all over in bulk.
Senator Hitchcock. I mean his associates on the stock exchange?
Mr. Unteemyer. Xo. He and his associate bankers made this

original syndicate first.

Senator Hitchcock. I know that.

Mr. ITNTER3IYER. And then they took it over in bulk into the second
syndicate, allowing the first syndicate a profit. Then they imme-
diately listed it on the stock exchange. Then this is what happens
to it. They proceeded to dispose of this block of stock bv making a
market [reading] :

Under the general direction of Salomon & Co., Lewisohn Bros, would put in
separate orders to different brokers on the morning of every day to sell on a
scale up and to buy on a scale down, so adjusted that at the end of the day
they would have bought and sold, so far as market conditions permitted, sub-
stantially the same number of shares. There is in the record a table showing
the purchases and soles of Lewisohn Bros, and the prices day by day from
October 5, when the stock was listed, through the end of that month, from which
it appears that during that period of about 21 business days 163,000 shares
were purchased and 172.900 sold by Lewisohn Bros, for account of themselves
and associates.

There were only sixty-odd thousand listed [reading]

:

Under the influence of this operation, the price of the common stock starting
at about 62i quickly rose to 72; it had fallen to 50 by December. Mr. Henry
of Salomon & Co., stated that he supposed the public bought largely on the rise"
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The total purchases and sales on tlae exchange diii-iug these -1 days were
362,270 shares, which was equal to over three and one times the total outstand-
ing common stoclv.

It may be remarked in passing that this stock, which .was thus manipulated
to $72 per share and distributed to the public, has since sold as low as $10. and
is now selling at $28.

The report singled out that and other transactions from the num-
ber of transactions just for the purpose of iUustr.iting how a new
security is put upon the market or an ohl security manipulated under
the present methods of the exchange.

Senator Weeks. Do you know whether the exchange did anything
about this ?

Mr. Ukteeimyee. It did nothing about it. We asked them why
they did not.

Senator Weeks. Was it ever brought to the attention of the
exchange ?

Mr. Unteejiyee. It could not help being brought to the attention
of the exchange. The vast number of sales in that short time would
itself bring it to the attention of the exchange.
Here is a company called the California Petroleum Co.. a new

name, a new property ; nobody knew anything about it. It bobs up
on the exchange, newly organized, newly put together, on the .5th of
October, and in 21 days the capital is sold I forgot how many times
over.

Senator Weeks. The common stock ?

Mr. Unteemyer. I think that is the common stock ; over three and
a half times the total outstanding capital of the company is sold.

And how is it sold? By Lewisohn Bros, every morning giving five

different brokers orders on,a scale down to buy and five other brokers
at the same time on the scale up to sell, and these brokers meet one
another and they buy and sell and make the stock appear active.

That is the way in which the transaction is conducted. It does not
appear that the brokers who buy know that the selling orders are in

at all.

Senator Nelson. What about this company that was organized
and issued this stock? Did they carry on any business aside from
this paper business?

Mr. Unteemyee. Oh, yes ; they are legitimate oil-producing prop-
erties.

Senator McLean. Does the preferred pay dividends?
Mr. Unteemyee. I do not know. I think the preferred has paid

a dividend. I think the preferred pays dividends, if I am not mis-

taken. I am talking about the methods of rigging the stock and
manipulating it, and mailing it appear active on the market. I am
not discussing the merits of that company. I am not sajdng that that

company was a swindle, because I do not believe it was.

The Chairman. You are explaining how they were selling stock

at $72 which afterwards sold at $16 ?

Mr. Unteejiyee. Some day it may be worth $72, for aught we
know.

Senator Nelson. Here was the point: Was the stock exchange

guilty of any wrong in listing that stock at any time ?

Mr. Unteeimyee. No; they were not guilty of any wrong in listing

that stocic at any time. What they were guilty of a wrong in was
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that they must have known from the nature of that transaction, fr?^

the tremendous activity of that new security, from the way in which

the market was going, they must have known, any man who under-

stood anything about stock-exchange operations could have seen, that

that was a manipulated market. It was known all over the street.

If we had gotten the names of the underwriters, undoubtedly it

could have been proved that a good many stock-exchange houses be-

sides these three banking houses were in the operation. These bank-

ing houses were themselves in the operation. They had members on

the stock exchange, and they are among the best-known reputable

banking houses in New York, and there was nothing extraordinary

about this transaction at all, except the fact of its daring, in that it

was being perpetrated right under the nose of the committee whilst

they were conducting their investigation.

Senator Hitchcock. Then the subsyndicate you spoke of got out

of the stock about $60 or $70 which had come into their hands at $45

or $50?
Mr. UxTEEJiiEE. What they got out of it, of course, we do not

know. Presumably they got a profit out of it. But whether they

got a profit or whether they sustaineda loss does not seem to nie very

material for the purpose of illustration as to the method in which the

public is drawn into the purchase of securities on the basis of values

of the quotations that go through the mails all over the land and in

Europe.
The Cha:r:man. I understand from this illustration you give that

this false pretense of buying and selling induces innocent outsiders

to purchase the stock at a very high price beyond its real market
value ?

Mr. UxTEEMYEE. It leads the public to believe the stock is active

and much desired, and there is apparently so much being bought and
sold of the stock that it keeps going up, and the people go in, and
they go on a false appearance of activity. The point about it is that
until you. regulate the stock exchange so that the mails and the tele-

graph and the telephone throughout this country are not going to be
used for the purpose of facilitating that class of transaction for the
purpose of drawing in the public all over the country you will get
no cessation of that sort of business.

Senator 3IcLeax. Are not the rules of the stock exchange very
strict against that sort of thing now ?

]\Ir. UxTEEMYEE. They have inaugurated rules in the last few
months ; but I claim that they do not cover these transactions and are
not enforced and can not be without public regulation.

Senator McLean. To meet just this contingency?
Mr. UxTERMYEE. I do not think they are to meet just that contin-

gency. But whether they are or not does not affect the question in
mind. I do not believe it would be considered an answer to the laws
against rebating nor to the control of the Interstate Conmierce Com-
mission over the books of railroads so as to discover rebating to say
that the presidents of the railroads had gotten together in an asso-
ciation and made laws to prevent rebating. I do not think that Con-
gress should leave it to the brokers to say whether their associates
are manipulating stocks.

Senator ^McLean. _:My question is this: Under the rules as they
exist to-day could this thing happen?
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Mr. Uatekmyee. I think it could, and I am going to read you
£^ the testimony of a former president of the exchange and one

of the governors, in which they defend these transactions ; in which
they do not see any wrong in them.

Senator Weeks. Let me ask you
Mr. Untermteh. I can not make any headway with this thing,

gentlemen.
Senatnr Weeks. Is there any evidence that any national bank or

trust company loaned any money on the common stock of the Cali-
fornia Petroleum Co.?
Mr. Unteemyer. Yes; I think there is. My recollection is that

these stocks were good as collateral in the banks.
Senator Weeks. Would it not be a pretty unusual thing for a bank

to loan money on the common stock of an oil company which had
only been listed a month or two months ?

Mr. Untermyee. No; I think not. Senator Weeks, and I think
that that is the rule rather than the exception; I mean where a stock
is listed and where it is active. They would rather have a loan on
an active stock that they felt could be disposed of readily than they
would a loan on an inactive stock. This stock was so active that
there were over 300*000 shares dealt in in 21 days.

Senator Weeks. That would be true if it were a Avell-established

industry with a well-established reputation for stability in the
market. But would it be true of an oil stock listed within 30 or 60
days, and the common stock of an oil company ?

Mr. Unteemyer. I am sure you know that 362,000 shares of a new
oil company's stock could not be traded in in 21 days unless that
stock was good as collateral in the banks. You could not speculate
in it to that extent except on the theory that it was good collateral.

Senator Weeks. I do not know that: and I want to know if you
have any evidence that any bank in New York loaned any money
on that stock.

Mr. Untermyer. I have not read all this testimony for some time,

but my present recollection is that there was evidence of that kind.

In fact, I am quite sure of it.

Senator I-Iitohcock. Would it not also be possible that the activity

in the common stock, the raising of its price, was for the purpose

of bolstering up the preferred stock?

Mr. Untermyer. Certainly. They were both dealt in. I have

not taken up with you here the statistics of the preferred, but the

record shows the transactions in both stocks.

Senator Hitchcock. It would help the preferred stock a great

deal to have the common pushed up.

Senator Weeks. Let me ask you this. Is there any other case like

this in the record?
Mr. Unteemyee. I think there are a great many that are worse.

Senator Weeks. Do you know of any particular case?

Mr. Unteemyee. Yes; I know a great many of them. It is the

custom on the exchange. Senator Weeks.

Senator Weeks. I rather doubt that.

Mr. Unteemyee. I am sure you know more about those things

than I do.
-^ , -, , j_ .

Senator Weeks. That is the reason I rather doubt it.

Mr. Unteemyee. You may be a little out of touch with it just now.

Senator Weeks. I am.
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Mr. Unteemyer. But I Avould be very much surprised if you aid

not know a great deal about it.

Senator Weeks. Let me tell you this

Mr. Unteemyee. Let me show you
Senator Weeks. Wait while I ask you a question. I am doing the

talking now. Will you tell the committee whether you know any

other cases where stocks liave been manipulated on the New York

Stock Exchange similar to the one which you have instanced; that

is, the California Petroleum Co.?

Mr. Unteemyide. I am going to do it now, if you aviU ]ust let me

go at it; but it is rather foreign, to some extent, to the discussion

here. I have gone into this instance simply because of the fact that

it took place at this particular time while the Pujo inquiry was under

way. It was nothing unusual.

Senator Weeks. No ; but you say it is the usual thing.

Mr. Unterjiy-ee. Yes ; I say it is a very general thing. It is the

way of introducing these securities.

Senator Weeks. That is what I want.

Senator Shafeoth. I move you, Mr. Chairman, that persons who

address the committee may be permitted to proceed without questions

until they close and then be subject to such examination as Senators

may wish to make. We are not making any headway, it seems to me.

Mr. Unteemyee. No ; none at all.

Senator Weeks. We went through all that before, Mr. Chairman.

The Chairman. We have aimed to do that and members have been

asked to refrain from cross-questioning until the witness gets

through his main statement. But that must be left to the members
of the committee.

Mr. Unteemy'ee. Here is the quotation from the testimony of Mr.
Frank P. Sturgis, who was a former president of the exchange, and
whom you, Senator Weeks, know very well, of Strong, Sturgis & Co.,

for many years a governor of the exchange and one of the most
reputable, well-known men in New York (reading) :

Mr. Untermyee. Very well: tliat is nn answer. How do you justify as legiti-

mate the triinsaction of a pool or syndicate in giving out, buying, and selling

orders to brokers for tbe purpose of lifting the price of tlie stock or of depress-
ing it?

Jlr. Sturgis. Tbose are tbe acts of individuals. I can not be responsible for
wbnt thousands of people throughout this country do.

Mr. Untermyes. Do you seek to justify it?

Jlr. Sturgis. It depends entirely upon circumstances. I ha-^-e already said
that under certain conditions oi'ders given out, commissions paid, no collusion
whatsoever, the broker who buys not having the slightest idea where the order
comes from that the broker executes to sell—I say it is not an illegitimate
transaction.

* * . V t „

Mr. Untermyer. * * * will you be i;ood enough to answer that question?
Is not the operation at times resorted to to depress prices and at other times
to lift prices?

Mr. Sturgis. Yes; I can consistently answer that.
* H: .!t * * :[. ,^

Mr. ITntermyer. You approve of those transactions, do you?
ilr. Sturgis. I approve of transactons that pay their proper commissions

and are properly transacted You are asking me a moral question and I am
answering you a stock exchange question.

Jlr. Unterjiyer. What is the difCereuce?
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Mr. Stubgis. They are very different things.
Jlr. Untermyeb. I thought so. There is no relation between a moral ques-

tion, then, and a stock exchange question?
Jlr. Stubgis. Sometimes.

Another witness who was called, not a stock exchange broker, Mr.
Morse, being asked who was the middleman, testified as follows:

He is the gentleman who manipulates the stock, giving the buying and sell-

ing orders. (Morse, rec, 710.)
If he merely wishes to make a stociv appear active he gives buj-ing and sell-

ing orders in about equal volumes : if he wishes to put up the price he gives
an excess of buying orders; if he wishes to depress he gives an excess of selling
oiders.

Senator Nelson. That is Mr. Sturgis's testimony?
Mr. Unterjiyer. No. That is not Mr. Sturgis's. That is the

testimony of a man who is not a broker, but who was an expert called
in connection with one of the failures on the stock exchange as the
lesnlt of one of these manipulations. It was the case of the Hocking
Valley, in 1909, a pool engineered by Mr. Keene, in which there were
9 or 10 stock-exchange firms, and that transaction consisted of run-
ning U23 the stock to $92 a shaie, Mr. Keene being the manager for
this syndicate, including these 9 or 10 stoclc-exchange houses. He ran
up the stock to $92 a share, and unloaded great quantities of the stock.

It went up like a rocket and came down like a stick to $2 a share, and
(hen disappeared from the lists (reading) :

Jlr. TiNTEKWYEK. Wc are speaking of transactions that are made by members
of your exchange in the way of short selling. Would not their books show
whether or not they were selling short?

Mr. Sttjegis. If the broker is operating for his own account; yes.
Jlr. Untebmyer. And you say from a quarter to a half of the transactions on

the exchange are for the broker's own account?
Jlr. Stubgis. We agreed upou a third, I thinlt.

Senator Nelson. "What is that?
Mr. Untermyer. That a third of all the transactions on the stock

exchange are for the account of the brokers themselves, and not for
the customers; in other words, presumably nothing but pure specu-
lation.

In connection with the collapse of the Hocking Valley, as I said,

there were 9 or 10 stock-exchange brokerage houses. Two of them
failed as the result of the pool, and those two that failed were ex-

pelled, but nothing was done with the seven or eight stock-exchange
houses that did not fail. I asked Mr. Sturgis about that (reading) :

.Mr. LfNTERMYER. I should like to know why you should expel two members of
.1 pool nut of seven stock-exchange firms for doing the same thing that the
(/ther five did, simply because those two happened to fail at it.

Jlr. Sturgis. Because they went away beyond their means.
* * * * , * ^ s^

Jlr. Untermyeb. Do you mean to say that the things these seven firms did

were not punishable under the constitution?

Mr. Stubgis. No ; they were not punishable.
Jlr. Untermyeb. Do you not think they ought to be?
Jlr. Sturgis. We have not thought so heretofore.

Jlr. Untermyer. Do you not think so?
Jlr. Sturgis. I do not thinly so; no.
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Then this extraordinaiy colloquj' occurred on the subject of short

selling

:

Mr. Untekmyek. Cei'tainly. Wliat is the iiurpose of short selling-'

Mr. Sturgis. Generally sjieaking, to make a profit.

Mr. Untekmyek. To make a profit by what process?

Mr. Stubgis. By repurchasiug the short sale at a declining price.

Mr. Untermyer. That Is, by selling a security that you have not got and

gambling on the proposition that you can get it cheaper and deliver the thing

that is sold? Is not that it?
.

Mr. Sturgis. That is the usual process—selling when you think the price

is too high and repurchasing when you think it has reached the proper l^vel.

Mr. Untebmyer. But is it, or not, the process of selling a thing you have

not got
Mr. Sturgis. It is.

Mr. Untermyer. And is it, or not, with the idea that it will go lower, or

can be depressed lower, and bought cheaper and delivered?

Mr. Sturgis. Truly.
Mr. Untermyer. Do I understand that you regard that as legitimate and

defensible?
Jlr. Sturgis. Do you wish my personal expression of opinion?

Mr. Untermyer. Yes.
Mr. Stubgis. I think it depends entirely upon circumstances.

Mr. Untebmyer. Under what circumstances would you regard that sort of

short selling as legitimate and proper
Mr. Sturgis. I would regard it so if there was a panic raging over the

country and it was desirable to protect interests which could not be sold. I

think It would be a perfectly legitimate thing to do.

Mr. Untebmyee. Let us see about that. If there was a panic raging over

the country and a man sold stocks short, would not that simply add to the

panic?
Mr. Sturgis. It might. Self-preserartion is the first law of nature.

* * :) ^ * * *

Mr. Untermyer. But. as I understand it, if there Is a panic raging over the

country, do you think it is defensible for a man to depress stocks by selling

stocks he has not got, with the idea of adding to the panic?
Mr. Sturgis. Mr. Untermyer, if a person has property which is absolutely un-

salable and he can, so to speak, protect his position by selling something for

which there is a broad market
Mn Untermyi:r. That he has not got?
Mr. Sturgis (continuing). I do not consider it wrong.
Mr. Untermyer. Mr. Sturgis, let us just analyze that, because I do not think

I understand you. Ton do not want to be misunderstood, do you?
^Ir. Stubgis. It is not my wish.
Mr. Untermyer. And I do not want you to be misunderstood. Do you mean

to say that if there is a panic raging it is a defensible thing for a man, under
any circumstances, to sell stock that he has not got, with the idea of getting
it back cheaper?

Mr. Sturgis. I do not think it is indefensible. I certainly think it is de-
fensible.

Mr. Unteemy-er. For what purposes does he do that except to try to make
money?

Mr. Sturgis. To try to save his credit, perhaps.
Mr. Untermyer. How does he save his credit in a panic by selling stocks that

he has not got, with the idea of adding to the panic and getting them cheaper?
Mr. Sturgis. Because if he can make a profit on that sale it may repair the

losses that he has made on stocks he can not sell.

Mr. Untermyer. I see. You know that that would simply accentuate the
fierceness of the panic, do you not?

Mr. Sturgis. It could not be otherwise.

Mr. Untermyer. Certainly. And his only purpose in doing a thing of that
kind In time of panic would be to make money, would it not?

Mr. Sturgis. To protect himself.

Mr. Untermy'eb. It would be to make money, would it not?
Mr. Sturgis. Yes ; and that would protect him.
Mr. Untebmyer. Of course it always protects a man to make money, no matter

how he makes It, does it not ?
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Mr. Sturgis. Yes, sir.

Mr. Untermybr. Aud that, you think, is justifiable?
Mr. Stukgis. I thinlc under those circumstances it is.

Mr. Untebmyer. You do not want to malte any further explanation of that
proposition, do you?

Mr. Sturgis. I do not.

Mr. Unteemyer. Is it any more justiiiable for a man to sell short in a jianic

than in a normal marlcet?
Mr. Stubgis. It depends very much upon his financial necessities.
Mr. XJntermyeb. Do you regard it as justifiable in a normal market for a man

to sell a thing he has not got, with the idea of depressing prices in order to buy
in the stock at a lower level ?

Mr. Stubois. I think it is a question between a man and his own conscience.
Mr. Untermyer.

Mr. Untermyes. I am asking for your judgment. You have been many years
In the exchange, and .^•ou are a careful observer, and I would like to know your
Judgment.

Mr. Sturgis. I think a great many people deprecate it. Others approve it.

Mr. Untermybr. Do you approve of it?

Mr. Sturgis. You fsk me personally?
Mr. Untermyer. Yes.
Mr. Sturgis. I never sold a share of stock short in my life.

Mr. Untebmyer. Then you do not approve of it, do you'.'

Mr. Sturgis. 1 just happen not to have done it. My private business, if you
please, I beg you to omit.

Mr. Untermyer. I have not asked you your private business.
Mr. Sturgis. Y'es ; you asked me what I did myself.
Mr. Untebmyer. I did not ask you that, sir. I asked you what you thought

about it.

>!. It * * * =. *

Mr. Untermyer. Do you approve of short selling in others?
Mr. Sturgis. Under what conditions?
Mr. Untermy'ee. Under any conditions.
Mr. Sturgis. Yes ; under some conditions.

Mr. Untebmyer. Do you approve of short selliug in a normal market?
Mr. Sturgis. I will answer that question by sayiiig it is a moral question with

the individual himself. It is not up to me to express my opinion upon it.

Mr. Untermyer. Do you personally approve of short selling in a normal
ma rket ?

Mr. Sturgis. Not I, personally ; no.

Mr. Untermyer. You do not. And is it or not the fact that the bulk of the

short selling is done in a normal market?
Mr. Sturgis. I should say no ; more often on an excited market.
Mr. Untermyer. It is done every day, is it not?
Mr. STUiuiis. Oh. .yes ; to some extent.

Mr. Untermybr. And it is done in large volume, is it not?

Mr. Sturgis. .-\t times.

Mr. Untermyer. The stock exchange does not discourage it. does it?

Mr. Sturgis. The stock exchange does not enter into it at all.

Mr. Untermyer. The stock exchange does not discourage short selling, does it?

Mr. Sturgis. The stock exchange takes no position in the matter at all.

Mr. Untermyer. Has the stock exchange any rule or regulation against short

selling?
Mr, Sturgis. None.
Jtr. Untermyer. AVliy is it not just as simple a matter for them to have a

regulation against short selling as to have a regulation against a broker splitting

his commissions?
Mr. Stubgis. There is no regulation against short selling; that is all I can say

to you about it.

This same gentleman said that the most heinous offense that could

be committed on the stock exchange is the splitting of a commission,

and the record of punishments shows that that is the most hemous

offense.

Senator Nelson. In what way?
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3Ir. I'ntekmtee. If he allows his customer part of his commission.

The uniform rate of commission is 12-^- cents a share.

Senator Hitchcock. "Would he be a " scab " ?

Mr. UxTERMXEE. He is no longer •' scabbing " because he is ex-

pelled and put on the outside.

Senator Hitchcock. He breaks the union rule?

Mr. UxTERMYEE. He is put out. He is expelled ; he loses his right

to do business and to a livelihood. The records of the exchange

that have been put in evidence show the discipline that has been in-

flicted upon members, and that whilst brokers who split commis-

sions or who hired high-salaried clerks to aid them in getting busi-

ness and were held thus to have tried to evade the commission rule

are suspended for long terms, 3 or 4 or 5 years; a broker who was
convicted of obvious fraud was suspended for 30 or 60 days. Sixty

days. I think, was the term.

Senator Hitchcock. It shows that the stock exchange people are

members of a union in some form?
]Mr. U>"TERJiYEE. Yes. I do not see any objection to a uniform rate

of commission. I think it is a wise thing, and I do not think the

commission is too high.

Senator Hitchcock. You do not believe in the outsiders having
any commission?
Mr. Untermyee. I believe that the uniform commission that they

charge is reasonable, and I do not see any objection to it. I do not
believe they ought to be allowed to cut commissions indiscriminately,

because it would lower the responsibility of members, and the least

responsible members would get the business ; nor do I see any reason
why, under incorporation, the stock exchange should not be per-
mitted to keep its present limitation of membership, which is limited
to 1,100, or why the value of its seats should be impaired. I think
these are wise regulations for the purpose of preserving the in-
tegrity of the institution, that are calculated to be of the greatest
possible aid to our financial system if it is properly regulated and
restricted in its operation and is not made the medium of improper
transactions.

Senator Nelson. I do not want to take you off your line of argu-
ment, btit I would like to know this : Are there any instances where
the stock exchange has been guilty of listing improper securities that
they ought not to have listed?

>Ir. Unteejiyee. I think the stock exchange is now quite careful
in its listing of securities. The rules have become more rigid year
by year until the disclosure that is required of the companies that
want to list there is getting on toward a reasonable basis. -There are
^till many things they ought to do and should be required to do, as
this bill requires them to do, before they list a security. For in-
'-tance. there should be required from companies that 'list a new
security a statement of what the intermediate profits and commis-
sions of promotion are, so that the public may know what the vendor
got out of that transaction, what the bankers' commissions were
and what the intermediaries got out of it. There should be a rule
that would require, before a security was listed, a copy of the list of
profits that the officers of the corporation made out of their own
corporation

; that should be disclosed, of course. There are a num-
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ber of regulations that have not yet been put into effect by the stock

exchange that are required by this bill, with the view of properly
protecting the public in each respect in which they are not pro-

tected, but it is only fair to repeat, as I have often said, that the

stock exchange since this Pujo investigation began has made many
substantial reforms. The fundamental thing, the thing that re-

quires incorporation and regulation of the stock exchange, has not

been corrected and can not be corrected without regulation. It is

the power to examine the books of members so as to discover manipu-
lation and other dishonest practices.

Senator McLean. Do you laiow whether any considerable portion
of this California petroleum stock was sold to the public by means
of these wash sales?

Mr. Untermybr. You would not properly call them " wash " sales.

It is manipulation. There is a difference between a matched order

and a wash sale and a manipulated sale. Of course you can not sell

these thousands of shares of stock a day without the public getting

in. The best proof that the public has got in is shown by the fact

that there were 360,000 shares sold in the 21 days, and that the syndi-

cate managers who held all the stock and dealt it out only bought and
sold 163,000 shares ; so there must have been 200,000 shares of stock

that went some where else. In these transactions the men who
underwrites does not get the stock. All that stock is held by the

syndicate managers.
Senator Weeks. I think you are in error in your figures, Mr.

Untermyer.
Mr. Untermter. In what way?
Senator Weeks. The total transactions were about 163,000 pur-

chased and 173,000 sold through the or'ders which you instance.

That would indicate there are 10,000 shares more sold than were
bought. In other words, the public may have bought 10,000 shares.

Mr. Untermter. Oh, no ; that figuring is not right ; let us get that

right.

The Chairman. Page 6, paragraph 1, is where the figures are

mentioned.
Mr. Untermter. The syndicate managers bought 160,000 and

sold 172,000, or sold 163,000 and bought 172,000.

Senator Weeks. They bought the lesser amount?
Mr. Untermter. They bought 162,000 and sold 172,000. But

there were dealt in 362,270 shares in that time, so there were 200,000

shares with which the syndicate managers did not deal directly but

that trickled out to the public in some way.
Senator Weeks. You are sure the total sales mean bought and

sold?
Mr. Untermter. They always do, you know. The day's record

on the stock exchange of the number of shares only refers to one

side of the transaction. It does not refer to both sides; is not that

right?
Senator Weeks. That is right.

The Chairman. They are identical?

Mr. Untermter. They neveT double them up. They do not add

the purchases and sales together. They only take one side of the

account.

30578—14 3



34 EBGULATION OF THE STOCK EXCHANGE.

I want to give you an idea of how these manipulated transactions

have taken place in 13 different securities that were selected at ran-

dom by the committee and were supported by the facts and figures,

the purchases and sales day by day, and the range of prices. There

are 13 different companies so selected. They are again merely

typical of the methods of dealing in the active stocks.

Senator "Weeks. "What years were these ?

Mr. "Untermttjr. All the way from 1905 or 1906 to the date of

the hearing, year by year and month by month. All the purchases

and sales are shown on these charts which I will hand to the various

members of the committee.
Senator Weeks. It covers the whole time?

Mr. Unteemyee. Yes ; it covers the whole period. You will notice

two sets of blank lines on these charts.

Senator Nelson. Have you one showing the Northern Pacific or

the Great Northern?
Mr. "LTnteemxee. They are not speculative. They are legitimate

dealings and run on a legitimate basis.

Senator Nelson. I think I recall one instance in Northern Pacific

which seemed to be somewhat speculative?

Mr. Unitermyee. That was when two giants were trying to get

hold of it. That was not speculative. That was business.

You will notice on the outside margin of these charts which I have
handed to you the price of the stock. The next column shows the

shares sold or transferred. Then the stocks dealt in are shown.
Down at the bottom you will notice the years. The blank lines at

the bottom and the prices of the stock are shown by those lines at

different times. That lower line shows the stocks that were sold for

investment; that is, those were stocks that were transferred on the
books of the company, the number of shares sold and transferred.

The other blank line running up into the millions of shares in some
cases shows the stocks that were sold and not transferred.

Senator Weeks. Do you think that that transfer of stock means
necessarily that it is purchased for investment ?

Mr. IJnteemyer. No ; on the contrary. I think we have been very
generous to the stock exchange in these lists for this reason : Stocks
that are sold upon speculation and go from the hands of one broker
to another, where they are dividend-paying stocks, are usually trans-
ferred on the books into the name of the purchasing brokers, but if

you consider them all as investment stocks

Senator Weeks (interposing). On the other hand, do you not
think there are many stocks purchased for investment and not trans-
ferred ?

Mr. "Unteemyee. Not dividend-paying stocks—not as compared
with those that are speculated in though transferred from the name
of the selling broker to the buying broker ? Do you think they are
anything as compared with the stocks that are passed from broker
to broker on a speculative account and that are transferred by the
broker ?

Senator Weeks. It depends upon the security.
Mr. Unteemyee. Do you not think that that is a very fair wav to

get at it?

Senator Weeks. It is not conclusive.
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Mr. Uktermyer. How can you make it conclusive?
Senator Weeks. I do not think you can.
Mr. Untermyek. Do you not think we have given the stock ex-

change the benefit of every doubt when we include every stock that
is transferred, even from one broker to another, as an investment
stock and put that in the investment column ?

Senator Weeks. No ; I do not think that is entirely true.

Mr. Untermyee. I do not know of anybody who can get it more
accurately.

Senator Weeks. I do not think anybody could get it accurately.
That is what I want to bring out.

Mr. Untermyer. Referring again to these charts, the red lines

show the range of prices.

Senator Hitchcock. There are two red lines. What is the differ-

ence?
The Chairman. Those indicate the high and the low prices ?

Mr. Untermyer. Yes; for the same period. You will notice also

that the volume of the dealings is the greatest in nearly all these
cases when the stocks are highest. With the exception of a few cases,

where there was a tremendous bear market in the stock, that will be
found to be the case, and then only the volume of dealings was
greater when the stocks were less.

Senator Bristow. It is a great game?
Mr. Untermyer. It is a game that ought to be stopped, regulated,

or minimized in some way or other.

Senator Nelson. You do not seem to get to the root of the matter.
I think the root of the matter is lifting a lot of these stocks.

Mr. Untermyer. I do not think that is so.

Senator Nelson. We will take a railroad that is worth $10,000,000.
It is a property that is worth that for its physical property alone.

$10,000,000 of bonds have been issued. Those bonds represent the
actual value of the whole plant. The company has issued, in addi-

tion to that, $20,000,000 of preferred stock, and $20,000,000 of com-
mon stock, representing pure water. Why should that stock be
listed on the stock exchange ?

Mr. Untermyer. That would be a pretty drastic proposition, and
I hope we are not going so far as that. I, for one, am not prepared
to urge such a drastic program as that, because you never would
have had a railroad built if that had been the program. It would
not allow anything for the good will of any project, and good will

is quite an essential element of value, as much so as physical assests,

and frequently more essential.

The Chairman. Would not the suggestion of Senator Nelson come
up for public discussion if this plan shall be adopted of giving pub-
licity to the facts ?

Mr. Untermyer. When you have publicity, when you have regu-

lation, when there is some power to look into the question of whether
sales are real of whether they are fictitious, whether the public is

being fleeced by the rigging of the market, perhaps it will be tinie

enough to take up the other question. That is a pretty big proposi-

tion, Senator Nelson. All that this bill asks by way of protection for

the public is, first, a complete disclosure of the facts so that every-

one may know what he is buying, and, second, that there shall be no

sham or deception in the public dealings.
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Senator Nelson. I want to tell you how you people treat us down
in New York, and you are not reaching that difficulty. A firm or

company in my State wants to develop a water power. They want
to issue bonds and sell them, say, $1,000,000 worth, enough to start

the proposition. They go down to New York to one of your great

bankers
Mr. Unteemyee. One of Mr. Milburn's bankers.

Senator Nelson. They say

:

We want to borrow $1,000,000 and give you a mortgage on tbls plant.

They show the property is good and amply worth all they claim,

but the banker says

:

My dear fellow, you are not wise. You ought to Issue $2,000,000 in preferred

stock and $2,000,000 In common stock. If you will give me lialf of that stock,

half of the common and half of the preferred, I will see that your bonds are
sold.

That is the way they work us down there.

Mr. Unteemyee. I think that is the way the countryman appears
in New York on the scene usually to the banker. He generally comes
along with his stock to give as a bonus. This bill goes this far in the
direction you suggest; it requires the completest publicity in these

affairs before a stock can be listed. It requires that its tangible as-

sets should be stated, its good will stated, the profits to the bankers
and promoters stated; so if I buy stock, at least I am not fooled as

to what is water and what is not. To-day I have no way of finding
out what is or what is not water.

Senator Nelson. What good does it do me if go down the street

and my pocket is picked to have the newspapers the next morning
publish the fact?

Mr. Unteemyee. You can find out before you go there what you
are buying. They should be regulated, and if they make disclosures
such as this bill requires, you have gone some distance toward curing
the evil.

Senator Weeks. If these progressive States of the West had passed
laws as sound as the State of Massachusetts, for instance, they would
require that stock should be sold under the direction of their railroad
commissioners or public-service commissions.
Mr. Unteemyee. Yes; that is right.
Senator Weeks. And sold at tlieir value?
Mr. Unteemyee. That is the reason you Massachusetts people or-

gamze your companies somewhere else—not your public-utilities com-
pany, but your others.

Senator Weeks. Not the public utilities in any case ?

Mr. Unteemyee. But you can do that as to 'some of your other
companies.

Senator Weeks. I was talking about the public-utilities laws.
Mr. Unteemyee. Your public-utilities laws are admirable They

are a model for Congress or any State in the Union. But that i^
the reason Massachusetts is losing such a large revenue from incor-
porations other than public-service corporations that are compelled
by law to organize there. I could name to you, and you could name
to me, practically most of the large industries that are located in
Massachusetts, but are organized in New Jersey or some other wild-
cat State.
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Senator Weeks. You mean they are owned in Massachusetts and
not located there?
Mr. Unteemyee. They are located there; I happen to know that.

Senator Weeks. I only know of one mill located in Massachusetts
that is organized under the laws of any other State.
Mr. Unteemyee. I know of more.
Senator Weeks. You have the advantage of me.
Mr. Unteemyee. They have to do it. They can not raise their

capital there.

Senator Weeks. They have been able to raise capital for practi-
cally all the industries in the State.

Mr. Unteemyee. At any rate, we are getting off the subject.

These maps or charts may be summarized m this way: That over
a series of years some of those corporations have had their shares sold,

though not wholly for investment, to the extent of 8 per cent for in-

vestment and 92 per cent for speculation, and others have had a
larger amount of investment, some of them going to 20 or 25 per
cent of investment and 80 or 75 per cent of speculation.

Senator Weeks. Assuming that that statement is correct. You do
not mean to imply that the speculative transactions are in the nature
of matched orders, or any considerable part of them, do you ?

Mr. Unteemyee. A part of them
;
yes.

Senator Weeks. What part of them?
Mr. Unteemyee. A considerable part of them, I imagine. There

is no way of determining. There are no statistics, but you know, for
instance, that when the Amalgamated Copper Co. sells its capital

one and one-half times over in one day, that is manipulation. Is not
that true ?

Senator Weeks. It looks like manipulation.
Mr. Unteemyee. It looks like it

;
yes. When the Rock Island has

millions of shares handled in the dealings, and we find 13 times its

capital sold in one year, that looks like some manipulation, does it

not?
Senator Weeks. It may have been.

Mr. Unteemyee. We do not know, because we did not see every
lorder executed ; but we have a pretty good assurance that it was done.

Senator Weeks. The largest percentage of those are speculative

sales ?

Mr. Unteemyee. There is a considerable proportion of them specu-

lative sales
;
yes.

Senator Weeks. Without any reference to matched orders or

manipulation of the kind which you have been describing.

Mr. Unteemyee. There is no doubt of the fact that the room
traders and others speculate without any incentive in the way of

manipulation. A good deal of that is done. The harmful part of

it to the public is not so much the speculation, because I do not see

how you are going to stop speculation, and I do not see why you
should try to do so entirely if you could. There is much speculation

that is not harmful, but most of it is pure gambling and harmful.

Senator Hitchcock. Would you stop speculation ?

Mr. Unteemyee. I would not. No, sir ; not entirely. I think it is

a wholesome thing, provided it is genuine, honest speculation, kept

within bounds as this bill proposes.
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Senator Nelson. I am afraid you have become infected by the

Wall Street spirit.

Mr. UnteejMtee. You are the first man I ever heard say that.

Your certification may go a great -svay with me in New York, Sena-

tor Nelson. At the same time, I think, I know something about the

operations, and I do not see how you are going to stop speculation. I

do not know that it would be entirely wise to do it. Everybody in

business speculates to some extent. The man who sells goods specu-

lates on the raw material.

Senator Hitchcock. These transactions of which you are com-

plaining are purely speculative?

Mr. Unteejitee. No; I am complaining of the manipulation.

The Chaieman. Fraudulent speculation?

Mr. Unteemtee. Yes. When the public is involved in that sort of

speculation
Senator Weeks. You do not mean fraudulent transactions?

Mr. Unteemtee. I consider them fraudulent.

Senator Weeks. Let us get at that word, because that is a pretty

strong word. Taking the case which you have instanced of Solomon
& Co. and Hallgarten & Co.
Mr. Unteemtee. That is not an aggravated case at all.

Senator Weeks. Those orders were actually given to brokers, who
executed the orders according to your own statement and who did

not know there were other orders given on the other side?

Mr. Unteemtee. Yes; but they knew and you know and I know
that you can not have a large activity in a stock without the brokers
on the exchange knowing whether that is for the purpose of creating
a market or not.

The Chaieman. The brokers up there are very unsuspecting.
Mr. Unteemtee. Yes; they all come from the farm at some time

or other, but they are just like any other men in business, no better
and no worse ; and the general standard of integrity of the member-
ship of the New York Stock Exchange is very high.

Senator Weeks. As a matter of fact, in all these transactions the
stocks were actually delivered, were they not?
Mr. Unteemtee. No; they were not. That is another difficulty.

Senator Weeks. If it were not for the clearing house, they
would be.

Mr. Unteemtee. The stock-exchange clearing house aids manipu-
lation. It makes manipulation possible. Manipulation would be
very difficult if you did not have a stock-exchange clearino- house. If
you had a clearing house, where the members were required, as they
should be, to clear stocks like the clearing-house association is re-
quired to clear checks, by having all the stocks brought in there,
you could not have such a condition of unchecked manipulation and
short selling as exists to-day.

Senator Weeks. It has the effect of any other clearing house ?

Senator Hitchcock. I got the impression at first that you wanted
to put a stop to all speculative or gambling transactions, to all trans-
actions except the actual buying and selling of stock.
Mr. Unteemtee. Speculation is the buying and selling of stocks.

For instance, a man buys stock to-day and puts up 20 per cent of it.'

No one can tell whether he buys it to "sell it or to keep it. If he buys
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it just for a rise he is a speculator; if he sells short, he is a specula-
tor. This bill certainly does seek to restrict speculation to some
extent, I think to a limited extent. It does not allow stock-exchange
houses to lend stocks to people who have sold short. In other words,
if a man sells 100 shares of stock short he has to deliver them. The
rule now permits, and the customer permits him to go to another
'broker, who is carrying them for you and for me, and get those
stocks and borrow them from that broker, and make his delivery;
that is what facilitates short selling. This bill seeks to prevent the
lending of stocks for that purpose.

Senator Weeks. The law would prevent a broker loaning his

stocks, as a matter of fact?

Mr. Unteemyeb. No : this bill prevents him lending the customer's
stock and not his own.

Senator Weeks. But his customer's stocks are his until they are
paid for?

Mr. Unteemyek. That is not the law with us.

Senator Weeks. It is the law in Massachusetts.
Mr. Unteemyer. He has a lien on those stocks.

Senator Weeks. The Supreme Court of Massachusetts has passed
on that question.

Mr. Unteemyee. I do not understand any court has laid down
any such proposition. I should not dispute with you if you were
a lawyer.
You being a business man I take issue with you and I will under-

take to say that no court has ever held that the pledges of a stock-

exchange certificate, or any other kind of a certificate, is the owner
of it. He is the lender and that is all.-

Senator Weeks. You look up the decision of the Supreme Court
of Massachusetts and the law of England and then come and
apologize.

Mr. Unteemyer. No; on the contrary, I would not ask you to

apologize to me, because you are not supposed to know the law.

Senator Weeks. Having been in business, I am supposed to keep
within the limitations of the law.

Mr. Unteemyee. Then, you always go and consult a lawyer as

diligently as you can, if you are wise.

Senator Nelson. With all due respect, it seems to me your plan

is just scotching the snake. It is not killing it.

Mr. Untermy'eb. I have been told it was too drastic. Everybody
connected Avith the stock exchange and the newspapers is denounc-

ing it as too drastic.

Senator Nelson. You do not reach the real difficulty. The real

root of the trouble is the listing of worthless stocks on the stock

exchange. That gives them credit among the public when you list

them on the stock exchange. Every time they list a stock there

that is watered and does not represent actual value they are impos-

ing on the public by saying that "We regard this stock as worthy

to be listed on the exchange."
Mr. Unteemy'ee. I imagine you will reach that by your trade com-

mission and Interstate Commerce Commission control of securities.

Senator Nelson. I hope we will reach it somewhere.



40 EEGULATIOlir OF THE STOCK EXCHANGE.

Mr. Untermyee. I do not think you can reach that through the

stock exchange entirely. This bill does not seek to bring about the

millennium. It seeks simply to be an advanced step in the journey
toward honest conduct in the stock-exchange business.

I want to say this, if I may be pardoned for digressing a moment

:

There is an opposition to this sort of legislation—a natural opposi-

tion on the part of the press. I am going to ask you gentlemen to

ignore and set aside that attitude of the press, especially the metro-
politan press. I think it ought to be understood what motives
may be behind or back of that opposition.
The press has always been very jealous of any extension of the

f)ost-ofiice privileges or the use of the post office for even the most
egitimate purposes. Fearing that it may at some time reach the
point at which libelous matter will not be permitted to go in the
mails, or if it does that somebody may be held accountable for it by
some sort of legislation on the part of Congress, they assume this

attitude of opposition. Whatever may be the purpose that opposi-
tion has been very much accentuated since the decision a few months
ago by the Supreme Court of the United States in the case of the
Lewis Publishing Co. against Morgan, in which you will remember
Congress, by a rider on an appropriation bill for the Post Office De-
partment, said something to the effect that no newspapers should be
accepted as second-class matter, which means they should not be
accepted at all, because that is the only way they could send that
newspaper matter through the mails, unless certain conditions are
complied with. One thing is that they must state their circulation;
another is that they must not send advertisements under the guise of
news matter without labeling the matter as an advertisement ; and
there are a number of other conditions.

Senator_ Nelson. They must state who are the owners and what
their holdings are ?

Mr. Unteemter. Yes.
Senator Nelson. While you are on that press matter, let me call

your attention to another matter. Do they allow newspaper re-
porters on the stock exchange
Mr. Unteemyer. No

; I think not. I do not think any but mem-
bers are allowed on the floor of the exchange.

Senator Nelson. I mean in the building. Can newspaper re-
porters be there in the gallery and know about the sales ?

Mr. Unteemyer. I imagine they can be in the visitors' gallery. I
do not know as to that.

Senator Nelson. They could be there and make a note of the sales
and other transactions?
Mr. Unteemyer. It would not be possible.
Senator Hitchcock. If there is any excitement, they describe it.

Mr. Unteemyer. They describe a general excitement, but they
could not know the sales.

Senator Nelson. Suppose the newspapers, through their own ac-
count, through their own reporters and not through any instru-
mentality or employee of the stock exchange, printed the stock
transactions every day ?

Mr. Untermyee. That is a physical impossibility.
Senator Nelson. But suppose they did it, how could you exclude

those newspapers from the mails ?
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Mr. Untjebmyer. I am coming to that in a moment. That is a
physical impossibility. You will see that when you understand how
the quotations are gathered and how they are distributed.

I was about to say that since this decision in the Lewis case the
fear and hostility of the press to any kind of legislation, however
legitimate, looking to the freeing of the, mails from fraudulent mat-
ter and to their use for their legitimate functions in keeping fraudu-
lent matter out of the mails, has become very much more intense, so

that while many of them doubtless would like to see the stock ex-

change regulated, they would not like to see it regulated in the only
way in which it can be regulated—that is one ground of objection

that is undoubtedly made.
Senator Hitchcock. Of course, as a newspaper man, I will have to

stop you right there. I do not think there is any sentiment at all

among the newspapers in the country against the proposed stopping
of fraudulent matter being circulated through the mails. There is a

very strong prejudice in the legitimate newspaper world against

vesting any man, whether he is the Postmaster General or anybody
else, with the power to censor the matter which newspapers publish.

Mr. Unteemyee. This does not attempt to censor the matter at all.

This bill does not allow him to open a letter or newspaper unless it

is addressed to himself. I am coming to that in a moment.
Senator Hitchcock. But it does allow him in section 1, where it

says:.

Unless such exchtinge has been incorporated under the laws of the State or

Territory in which its business is conducted, or unless the charter and by-laws

of such an exchange or the law under which it is organized shall contain regu-

lations and prohibitions satisfactory to the Postmaster General.

In other words, the Postmaster General has got to be satisfied that

those things are right; that is, it leaves it purely discretionary with

him ; and if he is not satisfied the paper can not even publish the news
from this exchange.

Mr. Untee^iyee. Let us see what he has to be satisfied about.

Somebody has to be satisfied. You have to regulate in some way.

Senator Hitchcock. No one wants to establish a censorship such

as they have in Russia. We do not want such a censorship in the

United States, and the newspapers want to protect the public from it.

They are not going to vest in any individual the power of admission

or refusal of admission to the public mails.

Mr. Unteejiyer. But they do now. The Postmaster General can

issue a fraud order where he believes that any security is being dealt

with or any matter is being sent through the mails that has a ten-

dency to deceive the public, and the Supreme Court has affirmed that

principle in a number of cases that are rather border-line cases. He
can prosecute criminally for sending misleading and fraudulent rep-

resentations through the mails, and he can stop anything going

through the mails that has the semblance or color of fraud.

Senator Weeks. He has all the legitimate power he should have,

and the newspapers do not object to that; but they do not want the

Postmaster General intrusted with the power to say what news the

papers shall publish. Freedom of the press is absolutely fundamental

in this country, and it is not only the newspapers but it is public senti-

ment that will not permit any one man to" have that power.
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Mr. Untermyer. Senator Hitchcock, there is nothing in this bill

that can be regarded, hj any stretch of construction, as either a cen-

sorship of the press or as abridging the freedom of the press; I

would be the last man in the world to have anything to do with any
such legislation.

Let us see what the purpose of this bill is and what it does. It is

the only possible way, as the Supreme Court said in the Lewis case,

of preventing fraudulent matter from going through the mail. Let

us see what this bill does. The stock exchange is an integral and
important part of the great financial system of this country, as great

as any other part of the system—more so, as I have said, than the

banks. The quotations of the New York Stock Exchange are taken

by banks all over this country as a basis for loans on securities.

Courts of justice in every section of the country figure their damages
on the quotations of the New York Stock Exchange. Those quota-

tions constitute evidence of value. The Comptroller of the Currency,

in fixing the value of the assets of a bank, fixes that value on the

stock-exchange quotations. Superintendents of banks, taxing offi-

cials in taxing a man's capital, in attempting to settle an estate, take

the stock-exchange quotations. In fixing an inheritance tax the

stock-exchange quotations of securities are taken. This is not a

thing that affects New York alone. This is an institution which is

just as foreign to New York, almost, as if it were in Kamchatka.
It is a .country-wide institution, impressing its influence upon nearly
all the daily transactions of the country. What more important,
what more imperative, than the dissemination through the mails of
that sort of information should be protected, so that it can not create

fictitious values, so that it shall represent the meeting of the minds
of the buyer and the seller. How are you going to do it? What is

the most legitimate method? What Is the title of this bill, to begin
with, and does it go one iota beyond the title? The title of the
bill is—

To prevent the use of the mails and of the telegraph and the telephone in
furtherance of fraudulent and harmful transactions on stock exchanges.

It has been said. Why does not the State of New York take care of
it? Why does it not insist on incorporating and regulating the ex-
change? You can not have one rule by which the quotations of the
New York Exchange go through the mails and another for the
Boston quotations or the Chicago Stock Exchange quotations. You
must have some uniform restriction under Avhich these quotations are
permitted the use of the mails.

Senator Nelson. Pardon me, Mr. Untermyer—excuse me for ask-
ing you questions, for I am asking to clear up this matter in my own
mind—assume you have these restrictions about publication. What
tribunal or board is to determine the character of these sales ? Where
is that tribunal that determines whether or not these sales that you
call fraudulent are fraudulent? Who is to determine that question?
Here are, say, 1,000 sales or 100,000 sales of shares of stock in a day.
Mr. Untermyer. I will tell you that. Senator Nelson.
Senator Nelson. Who is to determine that question?
Mr. Untermyer. This bill first defines manipulation, and defines

fraudulent transactions of different kinds. To define them and say
they are crimes means nothing. That does not enforce their detec-
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tion. "i ou can not find out when a transaction is manipulated unless
you can get at the books of the brokers. When you incorporate the
stock exchange and provide that manipulated transactions and
fraudulent transactions shall not go through the mails, that is per-
fectly legitimate.

Senator Nelson. But here
Mr. Unteemyer (interrupting). I am coming to your question,.

Senator Nelson.
The next question is to find some machinery for discovering that..

Senator Nelson. That is the point.
Mr. Unteemyer. Because we merely say they are fraudulent means

nothing. The stock exchange itself has the right to call on every
broker, to get his books and look them over. They can tell whether
a transaction is manipulated. They do not want the public au-
thorities to have that knotvledge or means of securing it. They
do not want to give the same facilities to those who are intrusted
with the mails as they themselves have. All this bill seeks to do is
to require them to incorporate so that the Postmaster General can
go in there and find out whether a transaction is fraudulent; and
if he can do that, we will have no more fraudulent transactions..

It is because he can not get at those books, because nobody can do
that except the members themselves of the board of governors of
the stock exchange; it is because of that inability to get the evi-

dence that you can not stop these transactions. This bill asks for
nothing more or less in that direction than the right, on the part of

a responsible officer of the Government, to go to those who are
carrying on these transactions, promoting these frauds to deceive the
country, and ascertain whether or not they are fraudulent—to get

the evidence which is not otherwise obtainable, and without which
no law can be made effective.

Senator Nelson. Take the example you gave of what you call

wash sales. We will say Senator Weeks is a broker, and he buys,

and I am another broker, and I sell, and you are the stock ex-

change. We are independent of each other; I know nothing about

his deal and he knows nothing about mine. Now, do you, as the

stock exchange, determine that his buying and my selling are wash
sales ?

Mr. Unteemyer. They have no trouble in determining it. The
governors can determine it whenever they please. For instance, if

you are buying and selling

Senator Nelson (interposing). But I am buying, and Senator

Weeks is selling.

Mr. Untermyee. If you are buy\ng and he is selling, then that

is not a wash sale.

Senator Nelson. But suppose some third gentleman has the stock.

Mr. Unteemyeb. A wash sale is when you are buying and selling,

both.

Senator Nelson. The same man ?

Mr. Unteemyer. Yes.

Senator Nelson. The same broker ?

Mr. Untermyee. No ; through the same authority.

Senator Nelson. Senator Weeks is one broker and I am another

broker. How do you, as a stock exchange, determine that our deals

are fraudulent?
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The Chairman. In all likelihood he would be on the outside sell-

ing through you buying through Senator Weeks; in other words,

he would use you two gentlemen as agents to make one transaction.

Senator Nelson. Would not you have to call me up and say, " Mr.
Nelson, for whom are you selling? " Would not you have to call

up Senator Weeks and ask, "For whom are you buying? " Other-
wise, how could you determine?
Mr. Untermtee. Manipulated transactions are different. For in-

stance, let us take the California Petroleum Co. again. Lewisohn
Bros, is a stock-exchange house. Its books would show that it was
buying and selling and giving orders every morning on both sides

of that market, and at the end of 21 days that it had bought or sold
practically nothing. That could never have been discovered except
under the compulsion of a subpoena in that particular inquiry.

We had no trouble. We would have no trouble and you would have
no trouble in uncovering manipulated transactions if we could get
access to the books on both sides of the dealings.

Senator Nelson. Did not they have these transactions operated
through brokers ?

Mr. Untermtee. Certainly they did; but they are brokers, too,

and their books show they gave buying and selling orders and that
they bought and sold every day. So if you get at their books you
you would be able to ascertain those facts.

Suppose, now, a man outside who was not a broker, gave you
buying orders, Senator Nelson, and gave Senator Weeks selling orders,
and you would both appear on his books. You would appear on his
on his books as a seller and Senator Weeks as a buyer. When the
proper authority, the stock-exchange governors, looked at those two
sets of orders, both the buying and selling orders—and they exchange
stocks by the minute or by the hour—it would not take them long
to find out whether you knew you were washing that stock. Those
are bookkeping propositions.
We can not go into the question of how you are going to do it

when you get the power. The fact remains that the exchange itself
has the power, through its board of governors, to do it, and that it

does find out manipulation whenever it chooses to do so. Is it right
that it should be left to them to determine? Is it right that the
processes of investigation should be lodged exclusively in the men
who are themselves concerned?
The Chairman. It leaves the protection of the public in private

hands that may profit by it.

Mr. Untermter. Not only that, but the record shows that the
bulk of business done on the exchange is done by them.

Senator Shaeroth. The Post Office Department have machinery
by which they detect frauds, and issue fraud orders against the use
of the mails,

Mr. Untebmyer. All the time. This is more legitimate and more
strictly within the letter and spirit of the post office power than
many of the powers now exercised daily, because there can be no
question about the fact that this is not a subterfuge to regulate the
exchange, but simply an attempt to protect the mails and instrumen-
talities of interstate commerce against fraudulent deception of the
public. If they may throw out of the mails a prospectus because



EEGULATION OF THE STOCK EXCHANGE. 45

they learn that there is a representation in it that is not true, why
hesitate to authorize the department to ascertain whether the mails
are being used to perpetrate far more serious and far-reaching
frauds? The Supreme Court has held the power is absolute; they
have gone further than anybody who has regard to the liberty of the
press would care to go. The power asked by this bill does not com-
pare with that now being exercised.

Senator Shafkoth. On the theory that the United States has the
right to control the privilege of using the mails ?

Mr. Untermyeb. Yes. I was not subscribing to that proposition
without limitation, but that is the law. If I were asked what the

law should be, I should say that the courts have gone very far, but
here you have no border-line case. You have no encroachment, no
threatened encroachment at all. You have what? The Postmaster
General can not stop these false and manipulated quotations from
going through the mail until he has found and established a case of

manipulation. Then his remedies are very much circumscribed. He
has power under other laws with respect to fraud orders, with re-

spect to circulars and prospectuses, that go through the mails to

summarily stop their circulation. There is no attempt to give him
any such authority here.

Senator Shafeoth. They always make citations to appear and

show cause why they should not be excluded from the mails.

Mr. UNTEHaiYEE. They do; but when they decide the Supreme
Court has said there is no review. The court may think that the

prospectus is genuine and that it is not intended to deceive, but they

will not review it. They say the Government has the power to de-

termine what shall go through the mails and that it has supreme con-

trol. The States surrendered, under the post-roads clause of the

Constitution, all powers to the General Government, and the Gen-

eral Government has autocratic power in that respect. This bill

does not contend for any such autocratic power. I do not think

the power should be extended. I think it has gone to the limit. In

the Lewis case it has gone about as far as it is possible to go; but

under this bill we are not seeking to exercise all the power that is

now possessed by the Government. This bill expressly provides

that the Postmaster General can not open a letter or newspaper

unless it is addressed to himself. There is an express prohibition m
the bill against it.

, . . , p xi, •

Nothing could be more moderate, and it is the purpose ot the in-

corporation of the exchange to get it in a position in which it would

be subject to legitimate regulation.
-, j..

-,

Senator Weeks. That incorporation has to be done under the laws

of some State, does it not? - i, n u
Mr. Unitdemxee. Not necessarily, but the bill provides it shall be

incorporated under State law.
.

Senator Weeks. Suppose the State refuses to incorporate?

Mr Untermyee. You have no right to assume that. We have a

general incorporation law in our State for the incorporation ot the

^^Senator Weeks. Did not the State of New York refuse to incor-

porate the stock exchange?
r^, , -, , 1^ !.„„„

Mr Unteemyer. On the contrary. The stock exchange could have

incorporated under the general law of New York. I am glad you
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called up that question. The State of New York did not refuse to

incorporate. An incorporation bill was devised and proposed, and
I went up there and fought it. It was nothing but a blind. The
stock exchange fought it and we all fought it. I opposed it on the

ground that it provided that the books of the stock exchange should

be subject to supervision. The stock exchange having said it kept
no books, it was rather a useless formality to give the right to look

at the books of the exchange. It was the books of the brokers that

we wanted the right to inspect on the part of a public authority.

New York State passed a series of laws last year, following the Pujo
investigation, and as a result of it they passed a number of other

laws, and I have tliem here. They are too innocuous and inoffensive

and too limited to reach the core of this thing. I infer they were
intended to be ineilective. They passed a law against manipulation
that does not describe manipulation at all. It describes merely
fictitious sales, and you can manipulate all you please and still not
evade that law.

Senator Weeks. Do you mean the New York Stock Exchange
could be incorporated under the general incorporation laws of the
State of New York?
Mr. Unteemyee. Certainly.
Senator Weeks. As they are now?
Mr. Unteemyee. The Consolidated, I think, is incorporated—the

rival exchange. Is it not, Mr. Milburn ?

Mr. JNIiLBUEN. No; I understand not. It is not.

Mr. Unteemtee. Mr. Pomroy, you know?
Mr. PoMEOY. No ; it is not incorporated.
Mr. Untermyer. The produce exchange is, and there are a number

of exchanges that are incorporated. That sort of incorporation un-
der that general law would not get us much further.
There is another aspect of this thing
Senator Weeks (interposing). Let me ask you this question in

connection with incorporation : Would you go so far as to let the
brokers incorporate?
Mr. Unteemyee. Certainly. As long as these regulations are in

the bill, it does not make any difference who incorporates.
Senator Weeks. Would it not lessen the responsibility of the

brokers ?

Mr. Untee^myee. No. Every broker would still be responsible.
I would go much further. I would save in the act of incorporation
the provisions now existing for limitation of membership. I would
not save the one thing that the stock exchange wants to save, and that
is its present discipline over members. As at present constituted,
under the decisions, its right over members is supreme. There has
been no relief granted against its decisions in respect to the expulsion
or suspension of a member. I do not think its record in the past, as
shown by this testimony, entitles it to continue to discipline its mem-
bers without the right of review, as the disciplining of a member
means that if a member is convicted of having split his commission
or done something of that kind he is expelled, and he loses every-
thing he has in the world, his reputation, his property, and every-
thing.

Senator Nelsox. Does he forfeit the value of his seat?



KauujLATION OF THE STOCK EXCHANGE. 47

Mr. Unteemyeb. No; the value of his seat is retained for fhe
benefit of himself or creditors. I do not think he loses that.

Senator Weeks. But he loses his right to do business on the stock
exchange.
Mr. Untekjlyee. And he loses his life's work and his customers'

business, his customers, his reputation, and perhaps everything he
has in the world. That is not subject to any sort of review, and I
think it ought to be subject to review.

Senator Weeks. Has it ever been abused, do you think?
Mr. Ui^TERMyEE. I think it has been grossly abused. When I say

that, I do not mean to say that men have been expelled without
reason, but I think they have been expelled for comparatively trivial
offenses, or they have escaped any sort of discipline for the gravest
and grossest offenses.

Senator Hitchco(;k. The public has not much interest in that.
They go into the game knowing what they are likely to encounter.
Mr. Unteemyer. The people who are members of that exchange

have some rights.

Senator Hitchcock. They need not go in there if they do not
want to.

Mr. Unteemyer. It is not a subject that interests one very much
from the public point of view, so far as I can see. It is not one of
those things on which anybody interested in this bill would insist

very strenuously. If the lawmakers think it is an unjust condition,
they would remedy it.

Senator Weeks. Do you think supervision over the members of the
exchange by the governors of the exchange is better than it was five

years ago?
Mr. Unteemyer. Yes; I think it is constantly imjDroving.

Senator Weeks. Do you think it is pretty thorough under present
conditions ?

Mr. Untermyer. No ; I think it permits the very class of transac-
tions that the public is interested in seeing stopped; and the fact

that it may be better now than it was—assuming that it is—is no
reason why the Government should leave wide open the use of its

mails for the perpetration of a class of illegitimate transactions

upon the whole country such as have been disclosed by this record.

If you will read this record, you will be astounded at the situation

and at the level of the morale on certain subjects on the exchange.
The level of membership is very high when it comes to meeting their

obligations. They keep them with scrupulous care, and they are

made in the hurry of a vast business, without the scratch of a pen,

but they are kept. The peculiar feature is that while they are kept,

if a stock-exchange broker fails and his seat is worth $40,000 or

$100,000, the members have a preferred claim to the full amount of

that value before any victimized customer can get a cent. That
seems to me a little inconsistent with their standards. They have
that advantage or preference over the other creditors, which is not

a just thing and which ought not to be permitted. But I do not

consider that is a matter for Federal regulation. We have not

sought to touch it. There are a dozen abuses disclosed by the report

which the bill has not sought to reach, because they have no legiti-

mate relation to the use of the mails. Internal management of the
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stock exchange is not a matter of interest to us at all just now. It

may become important when the terms of the State charter come to

be fixed.

Senator Hitchcock. Is Congress not interested in protecting the

public from losses by gambling operations \

Mr. Unteemtee. Yes.

Senator Hitchcock. Suppose John Smith begins to gamble on

the Xew York Stock Exchange and loses $5,000.

Senator Shaproth. The Supreme Court decided that in the Lou-
isiana Lottery Case.

Senator Hitchcock. Have we any interest in that matter?

Mr. Untehmtee. TATien it is done through the instrumentalities

of the mail, yes.

Senator BEitchcock. Then we should stop speculation altogether?

Mr. UiJTEEJiTEE. The purpose of this bill is not to prevent people

from being deceived by gambling, but to prevent the honest in-

vestor, who buys securities, from being deceived in his purchase as

to its price, or as to its value as regulated by its apparent price, be-

cause it may be a manipulated price.

Senator Hitchcock. Most of these looses are not from the invest-

ment, but from speculation.

Mr. UxTEKMTEE. Xo : I think the public losses are investment
losses.

Senator Hitchcock. Take the oil stock: I doubt whether there
are many investors out in my State who bought any oil stock.

Mr. UxTERMTEE. I would not be surprised if many had in your
neighboring States, but my guess is as good as yours and your guess
is as good as mine. Wlien the public does come in, and the small
public comes in when this fevered excitement goes on, then we have
the question up as to protesting against the mails being used to de-
ceive them. This bill does not attempt to stop gambling. It is the
use of the mails and the use of these manipulated quotations to
attract investment through the country to which we object and
which we want to stop. For instance, I happen to have $1,000 and
I live in Omaha and I am told by my broker, who is told by his
broker in Xew York, "Here is an active stock; buy it." I may buy
it outright. I do not gamble at all in that stock. I may buy it.

because some man who is supposed to know tells me it is a good pur-
chase. But I am allowed to do it and my broker is allowed to do
it and urged to do it by his broker in Xew York, and in that way
we get into the game of manipulation without knowing it. I do
not think the people who lose by these transactions are largely
gamblers.

Senator Hitchcock. My knowledge is that the western men who
go to Xew York and dabble in stock or who spend there do not do so
for investment, because we have plenty of good investments out
West that pay 10 per cent ; but they do it for speculation, and S9
out of everj- $10 are lost by an attempt to speculate in the Xew York
game.
Mr. IjNTERMrEE. AVhy has the Government gone actively into the

business of stopping all these circulars that are intended to deceive
the people in the matter of the purchase of stocks ; How do you
reconcile the lottery case and that line of cases with your present
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suggestion? AVhat reason can be assigned for stopping all other
forms of fraud through the mails and leaving this unchecked?
Senator Hitchcock. I think where the agents of the Post Office

Department find the mails are being used under seal to promote a
confidence game or a direct fraud, of course it should be stopped.
Mr. Untermyer. Yes. sir ; of course.

Senator Hitchcock. But when it comes to saying the newspapers
shall not carry stock ciuotations of the stock market in New York as
news unless the Postmaster General approves the method of that
stock market, you are interfering with the liberty of the press, and
you are providing darkness instead of light.

Mr. Untermyer. The Postmaster General is considered good
enotigh to decide in the most arbitrary way whether certain things
shall go in the mails at all. Yet you now suggest that as to this
class of frauds he shall not even have the right to inquire, but must
permit the mails to be used unchecked for any form of deception
stockbrokers may see fit to perpetrate through the use of the mails.

Senator Hitchcock. He has powers, and 'very just powers. I be-
lieve in restricting the mails and in preventing frauds, but I do not
believe in making the Postmaster General into a censor of the press.

Mr. Untermyi:e. There is no censorship of the press here at all.

The press has nothing to do with it. This censorship is imposed
upon the operation of the exchanges that want the use of the mails.
It does not touch the press. All it says is that newspapers shall not
carry the quotations of any public exchange or public market unless
that exchange has conformed to certain regulations.

Senator Hitchcock. Can I not permit my New York correspond-
ent to send me news with reference to the quotations of the Reading
stock in New York on a certain day unless the Postmaster General
thinks that particular stock market could come under the Sunday-
school class ? You are touching the liberty of the press, and touch-

ing something that you can not touch, and public opinion of the

United States will not tolerate it. Your purpose is all right, but
you must choose another method.
Mr. Untermyer. You can not get another method. You are up

against the proposition of whether you are going to allow these great

instrumentalities of our financial system to regulate themselves and
be above and beyond the law, or whether you are going to have somit

way of seeing that they are properly regulated. It does not coma
anywhere near touching the freedom of the press. It does not in-

volve a single principle that is involved in the freedom of the press.

The newspapers can carry every security of any incorporated ex-

change.
Senator Hitchcock. No ; not under this laAV ; not until it has the

full approval of the Postmaster General.

Mr. Untermyer. But an incorporated exchange, incorporated un-

der a charter and by-laws that are approved by the Postmaster Gen-

eral, would be all right.

Senator Hitchcock. It is not sufficient that a great State incor-

porates the exchange. These transactions all have to be satisfactory

and the Postmaster General must approve them?

Mr. Unter3iyer. I beg your pardon, Senator Hitchcock; I 5~

not think that is a fair statement.

30578—14 i
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Senator Hitchcock. Read what is stated on the second page.

Mr. Unteejiyer (reading) :

Unless tlie chiiiter nud by-laws of such exchange or the law uurter which it

is organized shall contain regulations and prohibitions satsfactory to the

Postmaster General safeguarding the transactions of such exchange, the char-

acter of the securities dealt in thereon, the genuineness of the quotations thereof,

and all information concerning such transactions that is to be carried through

the mails and by telegraph and telephone line beyond the limits of the State

of the organization of said exchange, etc.

Those transactions that must be carried through the mails niust

comply with this lays- in certain particulars. "\^''hat are the particu-

lars—the specified particulars? They, and they only, are within the

jurisdiction of the Government and such features of the charter and
by-laws as are especially scheduled here. What are they? The fact

requires that the corporations must make a statement—that is, that

they shall be honest companies, whose affairs may be known ; second,

that such company shall disclose, in the case of a new company, what
the promoters got out of it; third, that those corporations that are

listed there should be required to file statements once a year; next,

that manipulation of securities shall be prevented in a certain way.
That is all there is to it. They may have any other charter powers
or by-laws or do anything else that their law permits them to have.

All the Postmaster General can intrude upon is that one specific

point, to see that their use of the mails is not fraudulent in certain

limited and prescribed details. What has that to do with the

freedom of the press? If a public market that does not establish

these prohibitions against frauds wants its securities to go through
the mails, the newspapers can not take them and distribute them,

but that does not interfere with the freedom of the press. You
might as well say it was an interference to exclude a newspaper
containing a fraudulent advertisement. It would, of course, be ex-

cluded.

Senator Hitchcock. It is not a question whether the Xew York
Stock Exchange wants its quotations to go through the mails. It does

not send them i

Mr. Untermyer. Yes: it does.

Senator Hitchcock. No; the newspapers send and get them.
Mr. Unter^iyee. You are wrong, and I will show you that you

are wrong. The Xew York Stock Exchange holds all' the stock of

the New York Quotation Co., which operates tickers south of

Chambers Street. It collects all the quotations of the exchange.
It has a contract with the Western Union Telegraph Co., through
a subsidiary, the Golden Stock Quotation Co., all the stock of which
is owned by the Western Union Telegraph Co. It has a contract
with that company, terminable on one day's notice wherebv the
Western Union pays them $100,000 a year for the exclusive right
to take these quotations off the exchange and distribute them but
not south of Chambers Street, because that is where it has its own
territory. The stock exchange owns the stock of the ticker companv
that has tickers in the offices of the members south of Chambers
Street, and those quotations are supplied by that companv All
other quotations are supplied to the Western Union throuoh one of
its companies, and the stock exchange gets $100,000 a year for that
right.
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Those quotations are collected by the employees of the stock ex-
change, on the floor of the exchange. Nobody else is permitted to
collect them; nobody can go on the floor. They are furnished to
the

Senator Nelson (interposing). To the Associated Press?
Mr. Uni-ermyer. No. They are furnished through the Western

Union. They come through the Western Union to the Associated
Press. They are not furnished by the stock exchange direct.
Senator Nelson. Does the telegraph company charge the Asso-

ciated Press?
Mr. Untermyer. Presumably, yes. At any rate between the stock

exchange and the Western Union, the stock exchange controls the
way in which those quotations may be sold and circulated. It con-
trols also the way in which the people get them below Chambers
Street. At every stage at which these quotations go out to the
world, they go out under the absolute control of the stock exchange,
which collects and distributes them, presumably vouches for their
accuracy.

Senator Hitchcock. That does not answer my question. "When
they are once sold, they are public property and every one of the
thousands of newspapers in the United States is able to get at them ?

Mr. Untermyer. Through whom?
Senator Hitchcock. They are published.
Mr. Untermyer. After they are published, yes.

Senator Hitchcock. They are given to the public, just as the notes
of the stenographers of the Senate are given to the public; and what
you have described is simply the regular method for giving them
out. Instead of having the thousands of newspapers get them, they
are issued in a certain way, and maybe a charge is made that covers
the cost of the transaction, whether it is $1,000,000 or more. When
the transaction is once concluded, it is news that every paper in the

United States is entitled to.

Mr. Untermyer. We do not object to that, but the plan here is

Senator Hitchcock (interposing). What I am getting at is this:

It is not the New York Stock Exchange which sends out these quota-

tions through the country.

Mr. Untermyer. Yes ; it is.

Senator Hitchcock. These newspapers all pay for having it trans-

ported through the Associated Press.

Mr. Untermyer. It is the New York Stock Exchange that sells

them for distribution through the country, and through that dis-

tribution it gets its business. Its brokers have their branches and
private wires to almost all the large cities of the United States, and
the orders come to them from brokers all over the United States,

based upon those quotations.

Senator Hitchcock. I am not talking a.bout orders that come
from quotations immediately. I am saying that every morning the

daily papers are publishing quotations on the New York exchange,

and" the Chicago and Boston and other papers are having to have

that news transported to them, but it is not the New York Stock

Exchange that pays to have it sent out. The papers are paying

either the Associated Press, the United Press, or Hearst's service or

their own special correspondents to have them sent out to them. The
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papers of the United States will not permit any Postmaster General
'

to say how much of that news shall come to them, any more than they

will permit him to say what international news shall come to them,

or any other news.

Mr. Unteemyek. The papers of the United States are not con-

cerned in it at all, except in this respect: If this bill passes. Con-

gress will have enacted that unless certain regulations are made,

safeguarding the honesty of quotations on which the whole country

can safely rely, they can not be carried out through the mails; and

that does not affect the freedom of the press. It does not come
within 1,000 miles of affecting the freedom of the press. If you can

not regulate them, then throw open the doors and let the mails be

used for defrauding everybody in the Country.

Senator Shafeoth. Is it any more an interference with the free-

dom of the press than this lottery advertisement that is published,

which the department says shall not be published by any newspaper?
Mr. Unteemyee. It shall not go through the mails. They might

call that interfering with the freedom of the press. Here all they

have to do is to conform to reasonable regulations, that you must be

satisfied will safeguard against fraud and nothing else, and when you
get to that point you should not go any further.

Senator Weeks. Let me ask you this question, Mr. Untermyer:
Suppose the New York Stock Exchange were incorporated under
the laws of the State of New York and some portion of its trans-

actions indicated that orders of the character about which we have
been talking were given to brokers and executed on the exchange.
How is the Postmaster General going to proceed as a legal propo-
sition to get at that? How long will it take to determine whether
some broker is doing an illegitimate business. What is going to

stop that stockbroker continuing to do it until it has gone through
all the courses of the courts ?

Mr. Unteemyee. You have told the people what is a criminal
offense and you have the right as Postmaster General to come in and
get the evidence, just as the Interstate Commerce Commission does
in rebating cases. How many rebate cases could have been discovered
if the Interstate Commerce Commission had not the right to go into
the books of the railroad companies and find out the facts ? Could
you ever have stopped rebating? You could no more have stopped
rebating without that privilege than you could stop manipulation
without this privilege.

Senator Weeks. I am not making an argument on the advisa-
bility of it. I am simply asking how long it will take to get at your
dishonest broker and get him convicted, he going on with his business
all the time until that operation is completed ?

Mr. Unteejmyee. My answer is that if there is an official authority
to go in and examine the books and find the facts it will make it a
very rare occurrence. No broker will take the risk. That law will
almost execute itself. I do not believe there will be any occasion,
except in rare instances, for any action on the part of the Govern-
ment. That is a pretty good reason for having this sort of regula-
tive law. It is not fair to the members of the exchange that the
governors of this incorporated company shall be the judges of when
their own members do this or that or the other. It does not stand the
test of arguirent for a moment.
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Senator Weeks. Do you think it would be a good reason for in-

corporating a labor union or a farmers' institute or the Knights
of Columbus or some other secret organization, we will say, as for
incorporating the stock exchange?
Mr. Untermyee. If I could go and buy their securities on the

statements that they put out and on public dealings and on the faith

of their quotations, it might be, but there is no analogy between the

cases. What we want to prevent here is the. false appearance of value
as represented and reflected by these quotations being acted upon
throughout the countrj' by banks and trustees and courts of justice

and public authorities.

Senator Weeks. Nearly all these stocks which you have instanced

are not investment stocks. They are speculative stocks.

Mr. Untebmyek. They are investment stocks, nearly all of them
paying dividends.

Senator Nelson. How much of a dividend has the Erie been hav-

ing since Jay Gould got through with it ?

Mr. Untermyee. Some of the stocks are paying dividends, but

not all.

Senator Nelson. The public have not had any dividends since.

Mr. Unteemyee. Let us see. We have 13 cases that are presented

here in the record before the Pujo committee. The Reading is one.

This is an analysis of those charts.

Senator Weeks. The Reading has been in years past a highly

speculative stock. It is getting on a sounder basis.

Mr. Untermyee. The question is whether it is a dividend stock.

Senator Weeks. How long has it been paying dividends?

Mr. Untermyee. I do not know, but some years.

Senator Weeks. I think you will find that most of the time dur-

ing which you make these comparisons it was not paying dividends.

Mr. Unteemyee. Oh, yes ; I think it was. Of the Reading stock,

the entire stock listed and subject to sale was sold 20 times over in

one year at two different times, and from that up to 43 times over in

a single year. In a single month of that period it was sold 6 times

over, and in only two months of the entire period was it sold less

than once over in a single month. Although it is a dividend-paying

stock, the number of shares transferred on the company's books aver-

aged for the period 8.6 per cent of the shares sold.

Senator Weeks. I think you will find that it Was not a dividend-

paying stock in the early days.

Mr. Untermyer. It was not in the early days, but has been for

some years.

In United States Steel, since January 1, 1906, the entire common
stock issue has been sold 5 times over each year on the average, while

the number of shares transferred on the company's books has aver-

aged 25 per cent of the number sold.

In the same period the entire common stock issue of the Amalga-

mated Copper Co. has been sold 8 times over each year on the aver-

age, while the number of shares transferred has averaged about 20

per' cent of the number sold.
. ^u tt r. « t? -i

The entire listed common stock issue of the Union Tacihc Rail-

road has been sold 11^ times over each year. These are all dividend-

paying stocks so far.
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Senator "Weeks. You do not think the Union Pacific stock has
ever been manipulated, as we have discussed, do you ?

Mr. Unteemyer. Yes; I do. Since you ask my opinion, I think
the bulk of Mr. Harriman's fortune came from that sort of manipula-
tion, but I know nothing about it except from hearsay.

Senator Hitchcock. How has it been in recent years?

Mr. Untermyee. Very largely that way at times, I imagine.

Senator Hitchcock. Manipulated?
Mr. Untermyer. We did not go into the books of this company,

and I do not want to make what would look to be like an assertion,

but it would seem to me that way.
Senator Weeks. Is it not true that stock is dealt in by people who

want to speculate in it, and who buy it because they think it is going
up? It is a standard stock in many Avays and for that purpose.

Mr. Unteemyer. Very largely, at times.

Senator Weeks. Is there any evidence that there have been substan-
tial matched orders in Union Pacific stock in recent years ?

Mr. Unteemyer. We could not get evidence on that, except what
these lists show, and I think the lists show when a stock of that vast

number of shares of capital has been sold 11^ times over in a year it

is not all speculative investment.

Senator Nelson. We farmers have that in the West with respect
to our wheat crop. They sell our wheat crops many times over, a

great many times more than we produce, in the course of a year.

The same is true of our corn crop and so, I believe, of the cotton
crop of the South.
Mr. Untermyer. It is sold in New York, largely, and Chicago?
Senator Nelson. Yes.
Mr. Untermyer. It is sold by speculators?
Senator Nelson. Yes; and sold in Duluth and Minneapolis.
Mr. Untermyer. And sold short to cover?
Senator Nelson. I presume so.

Mr. Untermyer. That is not different from stock gambling, is it,

even though it takes place in your section of the country?
Senator Nelson. And yet some years ago an effort was made to

stop speculation in wheat, and finally it dawned upon our farmers
that that would be depriving them of one of their markets. If you
stop all speculation in wheat, there would be nobody to buy but the
millers, and they preferred to have the millers and the stockbroker
for customers.
Mr. UNTEEMYER. This bill does not seek to stop speculation in

stocks. It seeks to stop dishonest speculation.
Senator McLean. Eeferring again to the California Petroleum

Co., if what you say about it is true, does not this combination come
pretty near being a violation of the Sherman Act?
Mr. Untermyer. Why?
Senator McLean. A combination in restraint of trade?
Mr. Untermyer. In what particular ?

Senator McLean. They are buying and selling something, are
they not?
Mr. Untermyer. No; they are producing oil.

Senator ]McLean. Are they not trying to set the price on all the
property ?
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Mr. I NTEEMYER. Xo ; I should not think it came anywhere near a
violation of the antitrust law. I do not think it encroaches upon
that territory at all.

Senator McLean. Do you not think if we should have a commis-
sion appointed as an arm of the Department of Justice, it would be
better as an agency to trust with a matter of this kind than one per-
son, like the Attorney General ; and do you not think the Sherman
Act could be easily amended to cover it ?

Mr. Unteemyer. I do not think the Sherman Act would have any
reference to this company. All this property is located in California

;

it is conducted presumably as a legitimate business there, meaning
the producing of oil and selling it there in that country.
Senator McLean. Stock of a railroad company might be manipu-

lated in this way.
Mr. Unteemyer. No trade commission could reach this subject at

all. This is a stock exchange problem. The oil company has noth-
ing to do with it.

Senator McLean. But the owners, for the time being, are creating
a fictitious price for the property.
Mr. Unteemyer. No; the owners are not having anything to do

with it. Many of these transactions are conducted entirely inde-
pendent of the owners.

Senator McLean. The thought just came to me. I do not know
whether you have given that any consideration or not.

Mr. Unteemyer. I do not think it would touch the subject at all.

Next is the American Canning Co., and next is the Eock Island.

Senator Weeks. Are you talking about common or preferred stocks

of these companies?
Mr. Unteemyee. The common stocks. The Eock Island is not a

dividend payer, nor is the American Canning Co. There is in the

record rt transaction with reference to the Eock Island that is a little

exceptional and shows how many ways there are of conducting im-

proper transactions on the stock exchange. A prominent operator in

New York one morning gave 10 brokers each orders to buy 2,000

shares of Eock Island without price limit. Of course, he knew when
he gave those orders they would all rush in to buy and would bid
against one another. The result was that the stock Avent up, I think,

about 40 points or more in a few hours. It went down in the same
time to below Avhere it started, and in the meantime, of course, the

excitement and period of activity would naturally bring in lots of

other buyers.

Senator N"elson. That stock at that time was of no intrinsic value,

was it, as compared with the property of the company ?

Mr. Unteemyer. I do not know. I assume not. Some people

think it is of not much value now.
Senator Nelson. That brings me back to the question of listing

such securities on the stock exchange; that is, giving them a certifi-

cate of character that they would not otherwise have.

Mr. Unteemyer. It has not been regarded as a certificate of char-

acter to find a stock listed on the stock exchange. It ought to be.

That brings me to another subject.

Senator Weeks. What was the result of the investigation that took

place with reference to that transaction?
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Mr. Untermyek. You mean by the stock exchange ?

Senator Weeks. Yes.

Mr. UNTEE^rYEE. They suspended for 60 days the naan who gave

I'lios^ oro-Grs

Senator Nelson. I would like to see some legislation to prevent

them from listing on the stock exchange any stock that is of no in-

trinsic value.

Mr. Untermyee. This bill, it seems to me, goes about as far as we
can go at the first step in that direction. Let us see what it does.

It requires that before a stock is listed, certain requirements have to

be complied with, which are very comprehensive ; and. all of that is a

safeguard for these quotations against fraud.

Senator Weeks. What would you say to having a commissioner

of corporations pass on these things, instead of the stock exchange ?

That is, to pass on the character of the organization and other matters

that might properly come before him ?

Mr. Unteemyee. It seems to me that would simply deprive the

stock exchange of all power over its business, and it is not desirable

to do that. They are experts in that business, and I do not think

they should be deprived of all discretion.

Senator Nelson. I call your attention, Mr. Untermyer, to page 6,

paragraph 1, of the bill. That does not seem to rpach the matter

at all.

Mr. Untermy'ee. That is not all. Just look at pages 2 and 3 that

require

—

That before the securities of any corporation shall be listed, quoted, or dealt
in upon any such exchange, tliere shall be filed with the secretary of the
exchange a statement formally approved by resolution of the board of di-

rectors of such corporation and verified by the oath of an officer thereof, before
a person authorized to administer oaths at the place where the same is taken,
setting forth separately and in detail, first, the nature, amount, and value of
the tangible and other property, assets, and effects of such corporations, its

actual and contingent liabilities and obligations, the volume of its business and
net earnings year by year for at least three years next preceding the filing

of such statement or for such lesser time as the corporation shall have been
engaged in business ; and a like statement with respect to every subsidiary or
controlled corporation in which it is Interested ; and

Second, a copy of every contract and agreement in writing, and a full state-
ment and description of the terms of every contract, agreement, or understand-
ing in parol connected with or affecting the authorizing, issue, sale, or dispo-
sition of the securities, admitted or sought to be admitted to the official list
of said exchange and quoted and dealt in thereon, etc.

Senator Nelsox. But that does not go at all to the intrinsic value
of the stock ?

Mr. Untermyer. It enables everybody to see what it is. This
requires that it be there, open to inspection. I do not see how you
can go any further unless you want to paralyze the industries of the
whole country.

Senator Nelson. You ought to require them to publish any list of
stocks

Mr. Unteemyee (interrupting). That puts everybody on guard.
The public can not be said then not to know what they are buying.
They have the chance to buy the things they know about, and not a
pig in a poke. It seems to me that is the extent to which the pub-
lic should be guarded. In the next place, it should be guarded
that it does not pay a price for that security based on rigging of
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the stock market, but pays a price based on actual transactions on the
fixed value of the stock.

Senator Nelson. Unless the stock exchange publishes these facts
and makes them public, so that everybody may know the true con-
dition, what good does it do the purchaser of' that stock to simply
Icnow the bald fact that this list is there?
Mr. Untermyee. Every purchaser has the right to get a copy of

these statements.

_
Senator NELS0^^ Why should it not be given to the public, pub-

lished to the public?
Mr. Untermyer. How could you do that? You would have to

have a volume of a thousand pages a day.
Senator Nelson. Have it published every time they list a stock.
Senator Hitchcock. Let the Postmaster' General run a newspaper,

put him in business and let him run all the papers.
Mr. Untermyee. That would be a good thing for the papers.

You ought not to object to that.

Senator Hitchcock. It is a fact, is it not. that each State has .

jurisdiction complete over each stock exchange? New York has
absolute authority over the regulation of her stock exchanges, if she
chooses to exercise it?

Mr. Untermyee. She can not regulate the conditions under which
these matters could go into the mails.

Senator Hitchcock. But she can regulate transactions of the stock
exchange to prevent fraud ?

Mr. Untermyer. Yes.
Senator Hitchcock. Massachusetts can do the same for Boston ?

Mr. Untermyer. Yes.
Senator Hitchcock. And Illinois can do the same for Chicago?
Mr. Untermyer. Yes.
Senator Hitchcock. The real fact is you are trying to take away

from the State and bring under the jurisdiction of the United States
all these stock exchanges, under these regulations, and you are trying
to compel us to use the unnatural medium of the mails to do it. That
is the only way you can get jurisdiction?

Mr. Untermyer. I differ from you radical^. In the first place,

the only thing we are trying to reach here is the condition on which
the mails may be used for the quotations of the stock exchange.
There are other regulations, innumerable regulations, that the State

will take care of itself, and this bill provides it shall be incorporated

under a State law; and if you want to protect the mails, then we
have to safeguard the mails against the carrying of fraudulent mat-
ter. All other provisions of the charter they can have to suit them-

selves. If you did not have Federal regulation, what would be the

situation? New York State would have, perhaps, a law for incor-

poration; Illinois might have none. Should the Illinois exchange

send its quotations through the mails on conditions different from

those prescribed for the New York Stock Exchange? Should we
have a different set of conditions for every State of the Union on

which the mails can be used by different exchanges? Is it not essen-

tial and is it not imperative that there shall be a uniform regulation ?

Senator Hitchcock. Congress has no jurisdiction over the stock

exchange, you will admit?
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^Ir. Unterjiyee. Certainly not unless they may be said to be en-

gaged in interstate business.

Senator Hitchcock. You are only able to get it by the use of the

mails ?

Mr. Unteemyer. ^ye are not seeking by this bill to get it. Whether
Congress can get control through the commerce clause is another
cjuestion.

Senator Hitchcock. By regulation of the use of the mails?
Mr. Unteemtee. We are not seeking to do it. Congi'ess has no

jurisdiction over the lotteries, either; but no State can maintain a

lottery if it pleases.

Senator Hitchcock. There is no question about that.

Mr. Untermy-ee. The State of Nebraska may say there shall not

be any stock exchange at all in that State, and so can the State of

New York; but when it comes to the use of the mails you have to

have a uniform rule for everybody. There are plenty of cases in the

books where the courts have sustained the use of the mails by indi-

rection for some other purpose. But this is not one of those cases.

Senator Hitchcock. Has any State established a law for regula-

tion of a stock exchange so as to prevent the frauds that you com-
plain of?
Mr. UNTEEM-iTiE. Xo ; not to my knowledge.
Senator Hitchcock. How do you explain that?

Mr. Unteemyer. New York State, following this investigation,

passed these laws which I have mentioned and which I will read to

you, to show you how ineffective and how impossible, to my mind,
they are. (See Exhibit B, Appendix.)

Senator Weeks. When were they passed?
]\Ir. U^TERjiYER. In 1913, after this investigation.

Senator Weeks. That was the reform legislation?.

Mr. IJntermyer. The Sulzer legislation; yes. They did not pass
the incorporation bill, and, as I said, we opposed it because it was
such a transparent blind and such a humbug. They passed a bill

purporting to prevent manipulation, but it does not touch manipu-
lation ; it only deals with matched orders and fictitious sales.

Senator Weeks. You are a citizen of New York. Have you made
any effort to induce the Legislature of New York to pass this leg-

islation ?

Mr. U>;TER:M'iT;R. Certainly; we have been doing nothing but agi-

tating this.

Senator Weeks. And you can not get them to do it ?

Mr. T'xTERjrYEE. We can not get them to do it.

Senator Weeks. Why ? Did they refuse to do it ?

Mr. U>«teemyee. I have my own idea of why they do not do it. 1

have my own opinion Avhy they want to regulate the small bankers
and not re.oidate the large ones.

Senator Wr.roKS. I am asking your opinion.

Mr. I'>"rEET,iYER. I have my opinion, but I would rather not ex-

press it.

Here is another point of view on this matter, and it is quite as im-
portant as ones we have been discussing. The stock exchange can be
made the greatest agency in this country for investment purposes by
a very rigid, legitimate exercise of this power that inheres in Congress
through the use of the mails. I'^nless we misapprehend our financial
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s.ystem and the way in Avhicli it is grounded, you can. do more to de-
centralize the control of money through the agency of a legitimate
exercise of this power than you can in any other one way.
In our country the system of distributing securities among the pub-

lic is different from the system of other countries. It is different
because we have no adequate corporate laws that protect the public,

so that it feels it can safely deal directly with a coi-poration in the
purchase of securities that are offered under a prospectus.
Senator Weeks. You are excluding Massachusetts from that gen-

eral assertion?

Mr. U^'TERMYEE. Not until I have read the laws more carefully
would I care to commit myself on that.

Senator Nelson. You are right about that. The root of this diffi-

culty lies in our incorporation laws, allowing people to issue a limit-

less amount of stock, with no intrinsic value.

Mr. Unitshmyee. We must be practical, however. We must not
try to reach the millennium by one step. We must go gradually.
That is what I have been seeking—to go gradually, but to get there.

In England they have the companies acts, and the companies acts

protect the security holder. The securities there are distributed

largely through public issue by a prospectus, which has to be filed at

Somerset House; it has to be accompanied by all the contracts con-

nected with the transaction. It has to disclose what the vendor gets

and what the intermediary gets. It has to give all the details con-

cerning that enterprise. Thereupon that prospectus is published in

the newspapers, and the public of Englancl have become accustomed,

by reason of the protection of their law, to rely upon these itdver-

tisements.

Senator Nelson. And yet they have been awfully fleeced there at

times ?

Mr. Unteejiyer. They are fleeced when they buy gambling securi-

ties If they want to buy such securities, they get the thing they buy,

but they know what they are buying. The English public responds

to these published advertisements. The securities are generally un-

derwritten by a banking house when it is a large transaction, but the

corporation is not dependent upon the banker to the extent that

it is in this country, because our system is different. When a new
company is about to be launched here the banker does it on an entirely

different basis. The investor has not the protection of the law, such

as they have over there. The prospectus is not surrounded by the

same safeguards, so the banker here gets his underwriters among his

friends, and instead of offering these securities broadcast to the pub-

lic, instead of the public being accustomed to buying them on the faith

of the prospectus, the banker proceeds to make a market for these

securities, largely through the stock exchange in many cases.

Senator Weeks. I think that is the most careless statement you

have made during your whole discussion.

Mr. Unteemyee. What is that ?

Senator Weeks. That that is the way the public buy
_
securities,

and the way securities of corporations are marketed in this country.

Mr. Unteemyee. Let us see whether that criticism is justified. I

say it is not and that my statement is absolutely accurate. I said that

the securities are marketed largely through the stock exchange. They
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are marketed to underwriters. In the first place, the banker gets

the securities underwritten, and when he can not sell them, either by
private solicitation or on the stock exchange, the underwriter has

to take, after a limited time, what is not sold. But there are certain

banking houses that have a large clientele, like Lee Higginson, of

Boston, and a few houses of the same kind in New York, who have a

large private clientele, and they go around and try to sell the securi-

ties, but usually on the quotations or the representation that the stock

will be listed.

Senator Weeks. What happens when they make a mistake ?

Mr. Uiv'TEEMYEE. When they make a mistake their prestige is hurt,

just as the prestige of a banking house in England is hurt when they

offer them to the public.

SenatorWEEKS. That inclines them to use the greatest care, does

it not?
Mr. Unteemyer. The large and more reputable houses do use

the greatest care. That is not the point at all. I am talking about

the difference between the two methods of marketing securities.

The banker is held accountable in this country mainly because he

has to market his securities among his particular clientele, whilst

in England the securities are marketed to the general public. Whilst
the banker is held accountable, the banker holds himself acountable

for the conduct of the corporation, and so he watches its operations.

Senator Weeks. That is, in the United States ?

Mr. Unteemyer. Yes. He watches it, and he is a factor, a gov-

erning factor in it; and that is the way in which our corporations

naturally come under the control of a few great banking hous^,
because the banker has to assume the responsibuity for that propetty,

because he does sell its stock among his own clientele and because
he has to watch it for the reason that he is held accountable. That
is one of the ways in which there has been brought about a vast and
dangerous concentration of control in the hands of a few great bank-
ing houses of these vast enterprises, and the impetus of some has
brought others, until you can count on the fingers of j^our hands the
men who control the destinies of many of these great corporations.

It is most unfortunate. Much of it could be corrected in the future
through the instrumentality of the stock exchange. It is as a' con-
structive agency that the problem mainly interests me.

Senator Nelson. Let me ask a question right there. These under-
writing syndicates, who take these bonds or securities in the first

place from the promoters, dispose of them in what manner to the
public ? Do they do it privately or through the stock exchange ?

Mr. Unteemy'ee. Through their own customers, largely ; frequently
through the exchange or by reason of the market that they promise
to create to enable their customers to unload.

Senator Nelson. Customers that come through the stock exchange?
Mr. Unteemyee. When the security is listed, its listing helps to

sell it.

Senator Weeks. That is the point to which I have been trying
to call your attention—that the banker, as a matter of fact, sells

these securities to his customers, and sooner or later they are listed
on the stock exchange ; but, it is not a precedent to his selling to his
customer that these securities are listed on the stock exchange, usually.
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^Ir. UNTEE.^iyEE. Usually it is that they are to be listed.

Senator "Weeks. It comes afterwards?
Mr. Unteemybe. Usually it does, Senator Weeks.
Senator Weeks. I think, if you would make some comparison,

you would find, generally speaking, these securities are distributed
and then are listed.

Mr. Unteemyee. I think you will find the contrary frequently the
case, Senator Weeks.

Senator Weeks. You have given the committee the impression
that the stock exchange is used to distribute these securities?

Mr. Unteemyee. Very largely.

Senator Weeks. For manipulating purposes ?

Mr. Untbemyee. I say the stock exchange is largely used for the -

purposes of distributing, and that this is the only way in which they
get an appearance of activity and in which they are able to dis-

tribute largely. I say, at the same time, that where the stocks are
distributed to underwriters, the latter sometimes themselves sell ; but
you know the common method is to have the syndicate managers
hold the securities and sell those securities for the account of the
underwriters. That is the more frequent plan. In other words, the
banking house issues a lot of bonds, and they have underwriters who
agree they will take those bonds unless the banking house can sell

them. Then the banking house holds those bonds for the under-
writers in that syndicate, and it undertakes to market them for the

syndicate, does it not ?

Senator Weeks. Yes.

Mr. Unteemyee. We will take Lee Higginson, for example, who
have large facilities for marketing bonds. New York bankers will

interest them to help market the bonds.

Senator Weeks. Yes.

Mr. Unteemyee. But they are all held together for account of the

syndicate until the syndicate expires or they choose to dissolve it, and
then, if they have not sold all the bonds, the underwriters take what
is left. Meantime those securities are listed.

Senator Weeks. Sometimes they are.

Mr. Ukteemyee. And they are, sold.

Senator Weeks. But the listing is not a method through which

they are sold ?

Mr. Unteemyee. Yes ; sometimes not so much with bonds, but

more generally with stocks.

Senator Weeks. They are sold to customers of the bankers who
are in the syndicate.

Mr. Unteemyee. They are sold in both ways. What happens

Avhen these bonds are listed is that the syndicate manager who under-

takes to market the issue of new securities wants the whole market

to himself, so as to create a satisfactory public price. He wants the

selling of all those securities, and so the underwriters agree not to

sell. The bonds are listed on the stock exchange and the syndicate

manager sells them for the account of all the members of the syndi-

cate. In the case of bonds, they are largely sold privately, but the

manager makes a pric« on the market, buying and selling these se-

curities in that market and giving an appearance of activity to the

market and getting as much profit as possible out of it, so as to make
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a good distribution to the syndicate. The amount of bonds thus

sold is, however, negligible. It is with the stock we have to deal

mainly.
Senator Weeks. Do j'ou really think that is the way investment

securities are handled ?
^

Mr. Unteemxee. It depends whether they are stocks or bonds.

Senator Weeks. Either one ?

Mr. Unteemter. I think that is the way in which stocks are fre-

quently sold. I think that is the way in which l^onds are sometimes,

but rarely, sold. I do not think ; I know it.

Senator Nelson. Does not somebody have to make application to

the stock exchange for the listing of securities before they are listed ?

That is to say, the stock exchange does not do it of its own motion?
Mr. Unteemyee. The corporation does that.

Senator Nelson. It is done through the corporation ?

Mr. Unteemyee. Yes. When it sells an issue of bonds it genei-
ally agrees that it will make application to list.

Senator Hitchcock. What showing does the corporation make
when it makes that application ?

Mr. Unteemter. It makes quite a substantial showing nowadays.
The stock exchange has been constantly improving and adding to its

requirements of facts for the purpose of listing, until now they get
everything except what they ought to get, and that is the real water
in the transaction and profits of the bankers and intermediaries and
a few other things that, to my mind, are much more essential than
all the things they get.

Senator Nelson. Does the corporation, as a rule, make this appli-
cation for listing before or after it transfers the bonds to the under-
writers ?

Mr. Unteemyee. They do not transfer them to the underwriters.
The underwriters agree to take them if they are not sold, as I have
explained.

Senator Nelson. After the agreement with the underwriters?
Mr. Unteemyee. It is after the agreement with the underwriters,

but frequently before the syndicate is dissolved. When they have
enough on the market to induce the. stock exchange to allow them to
be listed—because the stock exchange will not allow them to be listed
until

Senator Weeks (interposing) . It has always been the purpose of
the stock exchange to prevent improper securities or wildcat securi-
ties from being listed.

Mr. Unteemyee. I do not know what you mean by '" always."
Senator Weeks. I will say during the past 25 years.
Mr. Unteemyee. I think that is rather a broad statement.
Senator Nelson. There are some stocks that never ought to be

on the list.

Mr. Unteemyee. Of course, you might call a great many stocks,
which they have listed, " wildcat," in the sense that they never did
and probably never will pay any dividends. For instance when
the Eock Island holding company was formed, those securities were
listed. Do you think anybody believed they would every Dav a
dividend? j f j
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Senator Weeks. Every time any transaction takes place like the
Hocking transaction, or the Rock Island, or the other one which you
have mentioned, that injures the stock exchange, does it not?
Mr. Untermyer. Yes; very much.
Senator Weeks. It injured the prestige of the stock exchange?
Mr. Untermyer. Perhaps that is true.
Senator Weeks. Therefore it is the purpose of the managers of

the stock exchange to prevent such things occurring. Do you not
think that is true?
Mr. Untermyer. I A-\ant to answer that in this way : I do not want

to appear to be reflecting upon the management of the stock ex-
change. I am here on an economic proposition which is broader
than good or bad management, which depends for its success upon
the proper and just protection of the public. Whether one adminis-
tration is better than another does not make much difference to my
mind, because I do not know when it will be bad again, and that is

another reason for having a good law. You ought to have a law
to govern this matter.

Senator Weeks. I think myself the management has been very
bad at times in the past, but I think, like most other things in the
world, it has been getting better and better and better.

Mr. Untermyer. Under the spur of this agitation?
Senator Weeks. And long before that, too.

Mr. Untermyer. This agitation which is so distasteful to the
members, and which they regard as so inimical to them, and which
they resent so deeply that they have been doing much better. When
the spur is removed, the question is whether or not there should be
some law to protect the public, whether they are to be entirely above
the law.

When Senator Nelson asked me this question, I was about to say
why I thought the stock exchange could be made better. Our friends

tell us that it is not the business of the stock exchange. I say it is

the business of the stock exchange, because it is so integral and essen-

tial a part of the financial system of our country. That is where it

ought to be worked out.

Senator Nelson. I hope you are right about it.

Mr. Untermyer. If the stock exchange is incorporated and is sub-

ject to the projjer regulation and control, its listing of securities

will be a hallmark. It will be a certificate of genuineness and sub-

stantial value that will be a guide to the public. It can, through its

listing powers now, for instance, at present pass on the form of

every mortgage and every bond that is listed. It is very strict in

its regulations. There are requirements concerning the way in which

the coupons are made payable and the provisions that shall be con-

tained in the mortgage protecting the bondholder, all very whole-

some and very important regulations. It can be so conducted, under
incorporation and regulation as to require, for instance, the pro-

tection of American stockholders, a variety of other requirements

that are not now insisted upon.

One of the abuses that this bill seeks to correct is this: The bill

provides that when a stock has once been listed it shall not be re-

moved from the list without notice to the stockholders of the cor-

poration. That is made necessary by reason of this situation : When
a stock is listed, that gives it a value, gives it a fixed price in the
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markets of the country. It is good as collateral, and when it is not
listed it is not good as collateral. It has happened in the past that

the stock exchange has been used and can again be used as a medium
for great oppression upon minority stockholders. This report in-

stances two or three cases of that kind, and I will just briefly call

your attention to one of them. The Southern Railway was one of
those named in this report. In 1897 the Southern Railway was re-

organized by J. P. Morgan & Co. as banliers. Part of the plan of
reorganization , required that the stockholders of the reorganized
company should give Morgan, Baker & Lanier as trustees a voting
trust, that the stockholders should resign their rights to vote or any
control over the company, should hand it over to these gentlemen
for five years, and those gentlemen should issue voting-trust certifi-

cates instead of stock. They took the stock and took the voting
power, and they listed the certificates on the stock exchange. The
voting-trust certificates were listed, which carried no voting powers.
At the end of five years, Morgan & Co. wanted an indefinite voting
power, and this is what happened : They got a great many of those
old certificates in for exchange for the new ones. They tried to get
them all in, and after trying for six months, there were 183,000
shares of stock that would not come in, who did not want to sur-

render their voting power indefinite^; and by the way, they still

control that property through that voting trust, and it is nearly
17 years old. These 183,000 shares wanted to get back their stock
and their votes; they wanted the thing ended. What happened?
Morgan & Co. had the stock exchange list the new voting-trust cer-

tificates for the extended indefinite term and the old stock certificates
taken off the list. The result was that a man holding the old cer-
tificates woke up to find that he had a security that was no longer
good as collateral, which was no longer listed.

Senator Nelson. They were frozen out ?

Mr. Untermyer. He had to go and give them the indefinite power,
or had to take his certificates and get his stock, and his stock was
not listed. Neither the stock nor the old certificates were listed ; only
the new voting-trust certificates.

Senator Nelson. That illustrates the enormous power this listing
power really is.

Mr. Untermter. That is what I say. It ought to be under regula-
tion. This bill provides that before a stock can be taken from the
list in that way some notice shall be given, because that is a fraud
on every holder.

Another instance—a still more aggravated case—and it is only
typical

Senator Weeks (interposing). What do you mean by " typical "?
Mr. Untermyer. Typical of the abuse of the listing power.
Senator Weeks. Do you mean to say there is a general abuse of

the listing power ?

Mr. Untermyer. I mean to say there has been considerable abuse
of the listing power. There is no general abuse of the listing power.
On the contrary, the listing power on the whole is wisely exercised
There are occasional abuses when great interests bring their power
to bear on the stock exchange. Those great interests are large dealers
in securities, and these gentlemen are in business in order to deal
with them.
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Senator Nelson. What is this other case ?

Mr. Untermyee. This case is that of the American Tobacco Co,
I can say, gentlemen, that without the use of the listing privilege on
the stock exchange it would have been difficult to have formed a
great many of these big combinations in the form of holding com-
panies.

The American Tobacco Co. was in this situation: It had stock
that was earning very largely, I think, 20 or 30 per cent or more, but
was only paying 8 per cent. Its stock was selling at about 200.
The Continental Tobacco Co. had stock selling around par and earn-
ing a great deal more than the dividends. Messrs. Kyan, Duke, and
their associates, who controlled the American Tobacco Co., apparently
made up their minds that they would like to get the equity from these
stockholders without paying for it.

Senator Nel80n. Of their own company ?

Mr. Unteemyer. They would like to get it for themselves, and
this is what they did: They formed a company called the Consoli-
dated Tobacco Co., with an authorized capital of $30,000,000, 25
per cent paid in, which was $7,500,000 paid in. Then they said to the
stockholders of the American Tobacco Co., " We will give you a
bond of this Consolidated Tobacco Co., secured by your own stock, a
i per cent bond at $200," because it was paying 8 per cent and earn-
ing much more. They gathered in a large amount of the stock.

They paid in that $7,500,000, which gave them the equity in the
companies, and they paid out this $7,500,000 to themselves, 1 believe,

in one year, and never paid the other three-quarters, because it was
never necessary to do it. In effect, they never really paid a cent for

those equities. What happened was that some of the American
Tobacco stockholders did not want to make this exchange, and there

were 11,000 or 12,000 shares of that stock, a very small fraction, that

had not been gotten in, but still it amounted to $2,000,000 or $3,000,-

000. They did not want to come in. Thereupon the stock exchange
struck their stocks from the list. If their stocks were up as collateral,

they could no longer borrow on them, and if they wanted to sell they

had to go to the majority holders, and would have difficulty in selling.

There was no other market left. That is an abuse of the privilege.

This is the argument by which they defended their action

Senator Hitchcock (interposing). These people were still receiv-

ing dividends on it?

Mr. Unteemyer. Certainly; but they could not borrow on their

stock. The banks would not lend, and they were no longer listed.

Senator Weeks. Is that absolutely true?

Mr. Untermyer. No; that is largely true; that an unlisted stock

has not the same borrowing capacity as a listed stock.

Senator Weeks. Not quite the same, but if it is a di-vidend-paying

stock you can borrow on it.

Mr. Untermyee. No; on a nonlisted stock you can not borrow

readily, as a rule.

Senator Hitchcock. Suppose I own an unlisted stock paying 15

per cent, could not I borrow anything in New York ?

Mr. Unteemyer. I think you would have more trouble than if it

were paying 6 per cent and listed.

30578—14 5
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Here is the defense they make of that transaction : They say that
Tvhen there is only a small amount of ^rtock out it is likelj' to lead
to a corner in that stock. The people get to dealing in it, and they
can not make delivery.

Senator Hitchcock. That i^ the reason for taking it out of the
Est?
Mr. Untermyee. Yes. In other words, because a man sells short

a stock that he had not got and can not get the investor who bought
that stock when it was listed, who had a right to assume it would
continue to be listed, has to lo.-e his market for his stock. That does
not seem right.

Senator Weeks. Did the stock go down in this case ?

Mr. Untermyer. I do not know, really. I think a good many of

those who held on probablj' got $40(3 or $500 in the end.
Senator Weeks. Did it not, a?^ a matter of fact, go up two or three

times over?
Mr. Untermyer. What it did was this: After the company was

consolidated it started showing its real earnings and showing them
so large that there were some people who could afford to hold to that

stock and who could freeze on to that stock and keep it—that they
did hold on to their stock imtil the insiders had to have it in connec-

tion with another deal. When they came to make another consolida-

tion in tobacco they had to have those stocks. They did not pay
what they were worth, because they were worth $1,000 a share.

Senator Weeks. Is it not true that the tobacco stockholders who
came in received $2 for $1 in the 4 per cent bonds ?

Mr. Untermyer. Yes.

Senator Weeks. Is it not true that the stock of the Americai
Tobacco Co. later on went to SOOO a share '.

Mr. Untermyer. I think that is another tobacco company.
Senator Weeks. Is it ?

Mr. Untermyer. Yes ; it was. There have been a good many reor-

ganizations.

Senator Weeks. It was the same crowd ?

Mr. Untermy-er. It is true, because I happen to know that those

nf the stockholders who were rich enough to put the stocks away and
tell these fellows they would nut allow them to take them and held

on to them long enough to get paid some fair share of what their

stocks were worth. But what about the man who had his stock in

the bank at that time, the bank~ <i\-ei- which these tobacco people had
ijifluence or control ?

Senator Weeks. I did not know there were any. Do you know?
;\Ir. Untermyer. All I contend i~ this, that the stock of a certain

company is upon the li=t: tliat, before the stock exchange takes that
stock off the list there should be a notice required and given to the
stockholders, and they should have some remedy against it.

Senator Hitchcock. I can see why you should have notice given.
ilr. Untermyer. Often you will ^ee that that is for the purpose of

squeezing a stockholder, and T believe that the court should have
something to say about taking that stock off the list.

Senator Hitchcock. That would involve an endless amount of
litigation.
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]\Ir. Unterjiyer. Xot if they had a reason for doing it. If you
buy Union Pacific stock, you will buy it because you think it has a
free market. It is a good investment, and you can sell whenever you
want to. Suppose the authorities in the Union Pacific made up
their minds next week that they would get up a holding company,
and would invite the stockholders to come into that holding company,
and you did not like that idea. After they got a certain amount of
that stock they would go to the stock exchange and say

:

There is only so unicli of this stock out ; we want to list this new stock, and
we do not wnut the other on the list, because it might bring about a corner.

How would you feel? You would feel that your rights had not
been properly protected if you found yourself either compelled to

make that exchange or to have no market for your stock. There is

no rhyme or reason for it, without notice to the stockholders and
without giving them an opportunity to protect their rights, if they

have any ; if they have not any, well and good.
Senator Weeks. I know there have been—I am not defending this

transaction, and I do not know anything about it

Mr. Unterjiyer (interrupting). But I do.

Senator Webiis. There have been cases in New York where a very

small minority have held up a change in the form of organization or

consolidation, or something of that sort, which the great majority of

fctockholders believed would be greatly to their advantage
Mr. Untermy'er (interrupting). Should the stock exchange come

in there and take a hand in it?

Senator Weeks. I am not defending that. But they have held up
the change until they have been paid high premiums for their stock.

Mr. Untermyer. Why should they be forced to sell out unless they

want to?
Senator Weeks. There are men who make a btisiness of taking

such a course.

Mr. Untermyer. I think any man who does that for that pur-

pose would go out of that business if every time he attempted to do
it he would have to go into court. Every striker has been beaten

out. The small fellow does not strike back once in a hundred times.

The big one strikes and knocks down the small one. It is the op-

pression of the minority stockholders that is a great crying evil of

the day, and not the oppression by the minority of the majority.

Senator Nelson. Do you not think they made a great many mis-

takes in listing stocks ? For instance, the Great Western—you know
that road?
Mr. UNTER5LiT;R. Do you mean Mr. Stickney's road?
Senator Nelson. Yes. Do you think they should have listed that

stock?
Mr. Unteemy'er. I will tell you why. Senator Nelson. If you can

not list stock on railroads that are in the course of construction, on

a new enterprise that is just growing up, if you can not make a

market for those securities, then you will paralyze the industries of

the country.

Senator Weeks. That is true.

Senator McLean. That is precisely what they were trying to do

in that California Petroleum Co. ?
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Mr. U>'TEEMYEE. No, sir; they were trying to make it apjDear

iictive, to get the people to buy stock at a fictitious price, and to put

up the price by their own transactions in the stock that it would not

have made on its merits.

Senator Nelson. Is it not a fact that many stocks are listed on

the exchange that are really not as valuable as many of the curb

stocks ?

Mr. UxTEEMYEE. I think there are, Senator Nelson, but this law

would also require the curb to do the same thing as the stock exchange
is required to do.

Senator Nelson. Take the Wisconsin Central, for instance?

Mr. Unteejitee. It would not allow any public market unless it

complied with the law.

Senator Nelson. Take the Wisconsin Central, for instance?

Mr. Unteejitee. You can not give a man an insurance policy on
every stock he buys.

Senator Nelson. It seems to me, though possibly I am doing you
an injustice, as though this bill of youre tends a great deal toward
protecting one of your brokers or one of your New York speculators

against the other fellow ?
'

Mr. Unteemyee. How do you figure that out?
Senator Nelson. As they say in our country, it is to protect one

crow from digging the eyes out of another crow.

Mr. ITnterjiyee. I do not think you will find any trace of anything
of that kind in the bill. The bill does not seek to do at one time
everything that eventually may be done; in other words, it does not
seek to absolutely control the listing of stocks except to require full

disclosure. It does not seek to exclude from listing an inflated se-

curity. It does undertake to tell the public where the inflation is

and what it is. But what it primarily undertakes to do—and this

is the main purpose of the bill—is to say that transactions in those
securities shall be honest and not juggled, so that people who lend on
them all through the country and people who buy and sell them are
not deceived. That is all it undertakes to do.

Senator Nelson. But do you not see what a great deception they
can practice ? A man who holds stock and wants to sell it says

:

This stock of the Wisconsin Central or the Great Western or any other Steele
is listed on the New York Stock li^;.cu '.iiiie.

That gives it a certificate of character.
Mv. Unteemyee. But not of value. The only certificate that it

gives it is that its character has been honestly disclosed, whatever it

is. It does not give it a certificate of value at all. AVhat I want to
avoid by this bill is giving a fictitious, misleading certificate of value.
You would object to a bill, would you, Senator Nelson, that was doing
a gi-eat deal of good because it did not do all the good that is possible
to be done?

Senator Nelson. But you do not get at the root of the evil?
Mr. Unteemyeh. Oh, I think we do. The root of the evil is the

misrepresenting of the value of the securities.

Senator Nelson. The initial evil is giving such worthless paper
stock, or inflated stock, a standing on the stock exchange. If it were
not for the stock exchange it would be simply curb stock, and it

would have to take its chances on the rest of the scrub stocks ?
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Mr. UisTEKMYER. There are plenty that do take their chances
among the scrub stocks, and I do not think you could carry out such
a comprehensive and drastic scheme as you suggest at this time. I
am trying to urge you to do what is practicable to be done.
Senator Nelsoi<. I have listened to Senator Hitchcock's questions,

and it seems to me the most drastic thing is prohibiting the news-
papers having the facilities of the mail if they publish those stock
quotations.

Mr. Untermyek. xVll the bill says is that unless the exchange com-
plies with the regulations to safeguard these quotations against fraud
the mails shall not be used to further those frauds.
Senator Hitchcock. I want to make a suggestion. Out in the

country where Senator Nelson lives and where I live, and where
some other members of this committee live, a very small percentage
of the people buy or sell stocks. Most of the stock buying and selling
is done right in New York.
Mr. Unteemyee. I do not think so, Senator Hitchcock.
Senator Hitchcock. There is a larger amount in New York than

in any other one spot. It is in New York where the railroads are
on, the telegraph and telephone lines, and all the other important in-

dustrials are largely owned.
Mr. Unteemyee. I do not think you will find that is correct.

Senator Hitchcock. Your New York newspapers could continue
to publish these stock quotations without let or hindrance in their

city editions. All you would reach by this strict act would be the

western newspapers giving what is going on in New York. You do
not attempt in your limit to stop the gambling and speculation, and
you do not prevent the people of New York or Boston or Chicago,
who are really the large bulk of the speculators, from doing it.

Senator Shafeoth. The New York papers would have to go
through the mails?

Senator Hitchcock. No; very frequently they publish city edi-

tions.

Mr. Unteemyee. The New York stock markets and values are sup-

ported by the country and not by New York. The New York brokers

get their orders from all over the world. The orders that come to

them are from all parts of the world.

Senator Hitchcock. I do not doubt they get some outside orders,

but -it would simply leave the thing wide open for the people in New
York or the people of any great center to go on buying and selling

without let or hindrance. ' You might apply some of the limits to the

people in New York when they wanted to carry on their transactions ?

Mr. Unteejiyee. Is that a practical idea, Senator?

Senator Hitchcock. No ; and I do not think yours is, either. You
have attempted bv a strained operation to bring yourself within the

jurisdiction of Congress through the post office, instead of making

your efforts with the NeAv York Legislature and the jNIassachusetts

Legislature and the Illinois Legislature ; if there is any virtue in your

contention, the people of those States can regulate it.

Mr. Unteemyee. In that statement you have not answered the sug-

gestion I made to vou: Are you going to have different conditions

under which different exchanges in different States can use the mails?

Senator Hitchcock. You can depend, if you make an appeal to
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the people of New York in their legislature, if there is any A'irtue in

your claim, to recognize it. You can depend on them to regulate it.

Mr. Untermtee. They can not regulate it. You say this is a

strained construction. I take issue with you on that proposition. I

say nothing has ever been found relating to the Post Office Depart-
ment that is less strained or more germane and legitimate, that is

more imperative as the duty of the Post Office Department, than it is

to prevent the circulation of manipulated stock quotations. If they

are not to do it, there is no way to do it. As the Supreme Court of
the United States said in this Lewis case, these wholesome regulations

against certain frauds through the mails are the only way of pre-

venting them.
Senator Hitchcock. So it is. The stock exchange has nothing to

do with that. Any irresponsible individual can set up an office in

an office building and start sending out fraudulent circulars, and
there is no way of reaching him except by preventing him using the

mails.

Mr. Untermyer. But any broker can conduct a mock auction to
fix fictitious value and prices, and send them through the mails, on
which you and I and others buy and sell.

Senator Hitchcock. You come here admitting that the New York
Legislature has full jurisdiction over the New York Stock Exchange?
Mr. Untermyer. No ; I do not admit it has any jurisdiction over

the main business of the stock exchange.
Senator Hitchcock. It is purely a domestic affair and can abso-

lutely be regulated by the New York Legislature, as it can regulate
anything else in the State of New York.
Mr. U^cTERMYER. It is no more a domestic affair than if it were lo-

cated in your city of Omaha.
Senator Hitchcock. It would be domestic to Nebraska.
Mr. Untermyer. You know if it were located in Omaha and did

business all through the country, it could do it as well from Omaha
as from New York. The fact that it is located in New York has no
relation to the bulk or body of its transactions at all. It has no local
relations. It is an important part of the country's financial system.

Senator Hitchcock. Do you not think it is straining the' thing a
little to Eussianize the United States and say the papers shall be sub-
ject to the censorship of the Postmaster General ?

Mr. Untermyer. You have said that two or three times, but I do
not see where it comes in. " Russianize " is a very bad word.

Senator Hitchc:o(!k. That is M'hat they do in Russia. They have a
law there that says to the papers, " You shall not publish this or
that," through a certain authority.

Mr. Unterjiyee. All this bill says is that fraudulent quotations
shall not be carried through the mails.

Senator Hitchcock. No; it says quotations shall not be carried
through the mails from any stock exchange, even when it is incor-
porated by a State, unless it meets the approval of the Postmaster
General.
Mr. Untermyer. I beg your pardon.
Senator Hitchcock. Let me read the language to you.
Mr. Untermyer. We have just been reading it:

Senator Hitchcock. Let us read it again.
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]Mr. U>^TFj{MYEE. I will read it. It provides that unless it is safe-
guarded in certain particulars against fraud
Senator Hitchcock. Xo; it is not that.
Mr. Untermyee. Yes; it is.

Senator Hitchcock. Here it is:

Unless the charter and by-laws of such exchange or the law under which it

is organized shall contain regulations and prohibitions satisfactory to the
Postmaster General.

Mr. Uni-ermyee. Upon ^Yhat subject?
Senator Hitchcock (reading) :

Safeguarding the transactions of such exchange.

In other words, the Postmaster General is to be the supreme censor.
Mr. Untermyer. No; you are wrong.
Senator Hitchcock. If it does not pass muster with him it is to

be excluded from the mails, and there is no appeal.
Mr. UNiTaRMYEE. You are mistaken. It is only in certain pre-

scribed respects that it must be satisfactory, and those respects con-
cern the mails.

Senator Hitchcock. I realize that reads

:

Prohibitions satisfactory to the Postmaster General, safeguarding the trans-
actions of such exchange.

Mr. Unteemyee. To safeguard the transactions of such exchange
in certain specified 23aTticulars.

Senator Hitchcock. He is to be the only judge.

Mr. Unteemyee. Only on the question of fraudulent transactions

that go through the mail.

Senator Hitchcock. The Postmaster General is to be the only

judge?
Mr. Unteemyee. That is the law to-day.

Senator Hitchcock. No ; I do not think it is.

Senator Shafeoth. It is in the matter of issuing fraud orders.

Mr. Unteemyee. Yes; it is in the matter of fraud orders.

Senator Hitchcock. The Constitution absolutely guarantees the

freedom of the press.

Mr. Unteemyee. If a fraud order is issued against the corpora-

tion, a newspaper can not carry a circular of that corporation through

the mails.

Senator Hitchcock. The newspapers are not excluded from the

mails now without a reason. There is a very just law about that.

Mr. Unteemyee. Senator Hitchcock, that last law the Supreme
Court passed upon is on debatable ground. It is (.n border-line

ground.
Senator Hitchcock. It is pretty satisfactory to the newspapers.

ilr. Unteemyee. It was not satisfactory to them until the Supreme

Court said it.

Senator Hitchcock. A few of the paiaers objected to disclosing to

the public who their owners were and what their circulations were;

but the great mass of papers were perfectly content to submit to that

regulation. That was an act of Congress. That did not leave it to

the discretion of the Postmaster General.

Mr. Unteemyee. So is this an act of Congress.

Senator Hitcpicock. But it proposes to put a large discretionary

power in the Postmaster General?

b
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Mr. Untermyeb. Nothing like there is there to-day_. What has

the circulation of a newspaper got to do with the question, anyway ?

Senator Hitchcock. Congress has tried to say that a newspaper

shall not go through the mails unless it publishes its circulation, but

that is an entirely different thing from being a newspaper shall not

go through the mails unless it has enough circulation.

Mr. Unteemyee. That is a very different proposition.

A question of constitutionality was presented, and it has been very

fully argued in the brief. AH of the authorities on the subject have

been presented, and the argument against the constitutionality was
presented to the committee of the House. I want to put in the record

Mr. Milbum's brief that was presented to the Pujo committee before

it made its report, and in which he very ably and in his usual in-

genious way, in his very ingenious way, argues all the questions that

are presented by this bill.

Mr. MiLBUEN. This bill was not heard of or even thought of then.

Mr. Unteemyee. Every question that is presented by this bill was
presented by this brief which you filed, if I am not mistaken. At any
rate, that presented certain considerations which I would like the

committee to have, to show what subjects were .under the considera-

tion of that committee.
The Chaieman. Without objection, the brief of Mr. Milburn will

be incorporated in the record. (See Exhibit C, Appendix.)
Senator Siiafrotk. You have no objection to that, Mr. Milburn?
Mr. MiLBTmN. Oh, no ; I was going to ask that it be incorporated.

Mr. Unteemyee. So far as I understand the main argument that

was presented, that has heretofore been loresented against the incor-

poration and regulation of the stock exchange, is that it would take
away the control of the stock exchange from its own members. On
that subject the report of the Pujo committee shows how that power
of discipline has heretofore been exercised. I do not regard it as at

all essential to this bill whether that control is or is not taken away.
It does not appear to bear very largely upon the fundamental ques-

tion here. That fundamental question is whether or not the mails
should be permitted wrongly to be used for the transactions such as

have been disclosed by the evidence here; whether there should not
be some power lodged somewhere that will control the use of the
mails for quotations that are not subject to any sort of regulation
anywhere except by the stock exchange itself.

As the situation stands now, the tickers that disclose these transac-
tions record, without fear or favor and without earmarks, every
transaction, whether it be true or whether it be false, whether it be
fictitious or whether it be real.

The question has been asked. Why should you incorporate and reg-
ulate a stock exchange ? I have frequently asked the question, Why
should you not regulate it? Why should you regulate any great
public utility ? Why should not I be able to run a life insurance com-
pany if I want to. and if the people want to insure with me? Why
should I have to incorporate? Yet I can not run a life insurance
company in any State, so far as I know, without incorporating. Why
should I not be able to run a bank, and why should casualty com-
panies and all classes of industries requir^ed to be regulated. I could
not run a casualty company in any State that I know of without
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incorporating. Why should all classes of people who are engaged in
different businesses be subject to corporate regulation—auctioneers,
pawnbrokers, hotels, employment agencies, boarding houses, plumb-
ers, pharmacists, warehouses, etc. ?

Senator Hitchcock. Do you favor the regulation of all these
people through the mails ?

Mr. Untermter. No.
Senator Hitchcock. Why not regulate them through the mails

and take jurisdiction over all the States?
Mr. Untermter. Because they have no concern with the public

outside of their States. They are all local dealers in their own States,

doing business in their own States.

Senator Hitchcock. Some of them are doing an interstate busi-

ness.

Mr. Untermyee. All of them are engaged in local business. I am
sure, Senator Hitchcock, you would not compare a great agency
like a stock exchange, which is a national thing and which furnishes

the machinery on which all the great public transactions in stocks and
securities of the country are based, with these different private busi-

nesses. All I was seeking to say is that these people are licensed

Senator Hitchcock (interposing). By the States.

Mr. Untermter. Yes; because they do a State business. They do
not use the mails for that purpose. Here is an institution that de-

pends for its existence and for its transactions on the mails.

Senator Hitchcock. Everybody uses the mails. You can not find

any class of people that are not using the mails. Why not regulate

everybody through the mails?

Mr. Untermter. Do you think I ought to answer that ?

Senator Hitchcock. I seems to me it is merely a matter of degree.

Mr. Untermter. I do not think so at all. When you are dealing

with a public exchange, that has its ramifications into every corner

of the earth, and when the courts and trustees and banks all over the

world and the taxing officials look upon that as a basis of value and

take it as a basis of value, and it is accepted in the courts as a basis

of value, it is a very different transaction from somebody's private

tnisiri6ss.

Senator Hitchcock. Why not regulate the banks through the

mails and have jurisdiction over all the State banks?

Mr. Unter^iter. What have a bank's transactionf to do with the

credit in other countries ?

Senator Hitchcock. Buying and selling and exchanging is going

right on between State banks.

Mr. Untermter. But they do not fix values; a bank can not fix

the value. A stock-exchange quotation which you see out in Omaha
does fix a value. You are the- president of a bank there, for instance,

and a man comes in to borrow money from you, and you will lend

him on that quotation. t , •, ,, j, ^u
The Chairman. I think we are being diverted really from the

purpose of your argument.
. , . .• i

Mr Untermter. If you do not recognize this as a national agency

and its transactions as of a national consequence, you will not deal

with it • but if you do recognize it as perhaps the most important of

our national financial system, and on which is based the larger part

of the operations of the country, then you do want to regulate it.
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In 1906, Justice Hughes, then Gov. Hughes, was asked, and the

legislature Avas asked, to make an investigation of the stock exchange.

There was no legislative investigation of the stock exchange ordered,

but the governor voluntarily appointed a commission, not under legis-

lative authority. He appointed a very eminent commission to inves-

tigate the stock exchange. They had no power to subpoena witnesses

and they had no appropriation, but they went on and framed a list

of questions for the stock exchange to answer. We brought this out

in evidence in the Pujo investigation. The stock-exchange governors

got together with these questions before them and considered them
for a few weeks, and, with the aid of counsel, they prepared answers
which were submitted to this commission. Upon those answers that

commission made a report. There was no question of testimony;

there was nothing except to rely upon what the stock exchange had
given them and upon such investigation as thej^ were able extra-

judicially to make. That was in 1906. And I want to read what
was said then. There were soine views that were expressed then
which I am sure they would not express to-day, because that wa?
five years ago, and we have moved along since then. There is one
quotation I want to read from their report made at that time. They
were not in favor of incorporation then. They said the stock ex-

change had better try to reform its own abuses, and if they did not

do so, then they would take hold of it. We say the exchange has not
corrected these abuses. In the most essential feature they have not

done so, but they had views with respect to short selling and things

of that kind that perhaps would not be repeated if they were making
their report to-day. This is what they said then

:

It i« unquestionable that only a small jiart of tlie transactions upon the

exchange is of an investment character. A substantial jiart may be character-

ized as virtually gambling.
The rules of all exchanges forbid gambling * but they make so

easy a technical delixery of the property contracted for that the practical effect

of such speculation, in point of form legitimate, is not greatly different from
that of gambling. Oontraets to buy may be privately ol3:set by contracts to

sell. The offsetting may be done in a systematic way, by clearing houses or

by "ring settlements." Where deliveries are actually made, property may
be temporarily borrowed for the purpose. In these ways speculation whicb
has none of the legal traits of legitimate dealing may go on almost as freely

ns mere wagering and may have most of the pecuniary and immoral effects of

gambling on a large scale.

A real distinction exists betwen speculation which is carried on by persons
of means and experience and ba.seil on an intelligent forecast and that which
is carried on by persons without these qiialiflcntions. The former is closely

connected with regular business. While iicjt unaccompanied by waste and loss,

this speculation accomplishes an amount of good which offsets much of its

cost. The latter does but a small amount of good and an almost incalculable
amount of evil. In its nature it is in the same class with gambling upon the
race track or at the roulette table, but is practiced on a vastly larger scale.

Its ramifications extend to all parts of the co\intry. It involves the practical
certainty of loss to those who engage in it. A continuous stream of wealth
taken from the actual ca)iital of innumerable persons of relatively small means,
swells the income of brokers and operators dependent on this class of busi-
ness; and in so far as it is consumed, like most incomes, it represents a waste
of capital. The total amount of this waste is rudely indicated by the obvious
cost of the vast mechanism of brokerage and by manipulators' gains, of both
of which it is a lar.iie constituent element. But for a continnous influx of new
customers, replacing those whose losses force them out of the " Street " this
costly mechanism of speculation could not be maintained on anything like its
present scale.
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."-I'lialor Hitchcock. You do not propose really to do away with
that speculation?
Mr. UisTEKMYER. AVe propose to minimize it vei y much by this bill

in a number of different ways. In the first place, as I have said,
we propose lo make it unlawful for a broker to lend his customer's
stock m order to fill short sales, which is the purpose for which it is
Lised, and without which most short selling could not be conducted.
In the next place, we propose to make it unlawful for a broker to

rehypothecate the securities of a customer for more than the customer
owes him, even with the consent of the customer. It appears in evi-
dence here that Mr. Sturgis admits that fully one-third of all deal-
ings on the exchange are transactions by the brokers for their own
account. If I have stock in a broker's hands on which I have paid
50 per cent, he is allowed to pledge that for all he can get on it—
80 or 90 per cent ; and the experience has been that in every failure
on the stock exchange the customer has lost his security ; that is, it

has been pledged for more than it is worth, and the customer has to
redeem it, if it can be redeemed, or lose it, and the victimized customer
inust lose all his money, while the broker gets 100 cents on the dollar,
if the seat is worth it.

Senator Hitchcocjk. The customer you speak of is only a gambler?
Mr. Untermyer. No

; not necessarily.

Senator Hitchcock. Speculating through a broker?
Mr. Unitermyee. No. A man may buy a security just as he buys

a piece of real estate and pay half of the price on it and intend to pay
the other off gradually and take it up.
Senator Hitchcock. Do not your statistics there show that in

three-fourths of the cases he is a mere gambler?
Mr. Unttsrmybr. My statistics show the vast bulk of these matters

are gambling, but if the broker is i^revented from rehypothecating
his securities for more than his customer owes him, he can not do
business on the customer's capital.

Our State in 1913 passed the law against rehypothecation, but it

allows it with the consent of the customer. What we AN'ant to pre-
vent is the broker from using his customer's securities, except for
what the customer owes him, and not for one dollar in excess of that.

That will minimize speculation, as the law provides against lending.
Senator Nelson. What about short sales? Why not include them

?

Mr. Untermyer. We would very much minimize short sales in

that way.
Senator Nelson. Why should not that be stopped?
Mr. Untermyer. If the broker is prohibited from lending stocks

which he holds for his customer, to fill a short sale, that will verj^

much minimize short sales. Another way of reaching short sales

would be through the clearing house of the stock exchange. To this

I have referred earlier in the day. As it stands now, if a broker
buys 1,000 shares and sells 900 shares of stock during the day, he has

only to account for 100 shares in the clearing house. I Avould re-

quire that the clearing house should get ei^ery certificate, and it

should make a clearing. The brokers should not be iDcrmitted to set-

tle on the balance. That would to some extent curtail short selling.

Of course, there are differences of opinion as to the wisdom or un-

wisdom of short selling. It is said in defense of it that it supports
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a weak market and that it prevents a runaway market. There is

a good deal to be said on that side of the question. This Avould cer-

tainly keep it within limits.

Senator McLean. Does your bill require 20 per cent margin in all

cases ?

Mr. Unteemxer. Yes.

Senator Shafeoth. What is the amount required now ?

Mr. Unteemyee. I believe that some of the best houses do re-

quire 20 per cent, and I think others require 10 per cent, but some
brokers probably have customers whom they consider perfectly good
and may not require any. I do not Imow. How is that, Mr. Mil-

burn?
Mr. MiLBUEN. I think it is one of the instances in which adults

are allowed to deal with each other.

Mr. Unteemyee. That would apply to the roulette table. The law
does recognize that there is some restraint at times over adults.

That is hardly a proposition that would apply to all things. Per-

haps you do not think there ought to be any laws against larceny

or other improper practices either, because adults ought to be able

to overpower them.
Senator. Shafeoth. We can not class them in that light.

Mr. Unteemyee. I do not intend to class them in that light, but
when the suggestion is made that there shall be no restraint over
illegitimate transactions or gambling transactions, on the theory
that adults shall be allowed without limitation to deal with one an-

other,'! do not think that is quite an answer.
(Thereupon, at 5.30 o'clock p. m., the committee adjourned until

to-morrow, Thursday, February 5, 1914, at 10.30 o'clock a. m.)

THURSDAY, FEBRUARY 5, 1&14.

Committee on Banking and Cueeenoy,
United States Senate,

Washington, D. G.

Pursuant to the adjournment of yesterday the committee met at
10.30 o'clock a. m.

Present: Senators Owen (chairman), Hitchcock, Pomerene, Nel-
son, McLean, and Weeks.

STATEMENT OF SAMUEL ITNTERMYER—Continued.

The Chaiemax. Mr. Untermyer, you may continue your statement.
Mr. Unteemyee. Mr. Chairman, the press reports' of yesterday's

hearing convey the impression that my statement of the money ex-
pended by me. in connection Avith the Pujo inquiries, was voluntary
and gratuitous, which, you know, is not correct. The fact is that
it was brought out in answer to Senator Weeks's implied criticism of
the manner of the Pujo inquiry, which he afterwards graciously
withdrew. My explanation was made only to illustrate the mislead-
ing character of the inspired attacks upon the work of that com-
mittee, one of which was to make it appear that counsel had received
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a large sum of money, when in point of fact, he was considerably out
of pocket, aside from the time devoted to the work.

Senator Weeks. Do you mean inspired attacks relating to the
amount of money expended?
Mr. Untermyee. No; that was only one of many features of the

attack.

Senator Weeks. That is the particular one to which you are now
referring ? ,

Mr. Unteemyer. Yes; another of the many of those inspired at-

tacks was to the effect that Mr. Morgan, who went abroad after the
inquiry and who unfortunately died in Egypt months later, had
practically been killed by reason of the fact that he had voluntarily
testified before the committee. Another, if you will remember, was
that the committee was trying to kill Mr. William Rockefeller be-

cause they dared to make the effort to examine him and did not suc-
ceed in examining him, and his critical illness, you may remember,
mysteriously disappeared with the expiration of the life of the com-
mittee. These are only a few of the many attacks to which I refer.

Senator Weeks. I suppose that is a fact, is it? I did not know
that it was.
Mr. Unteemyer. What is a fact?

Senator Weeks. That Mr. Rockefeller's illness was what you term
"feigned"?
Mr. Unteemyer. No; I did not then think it was feigned, and I

do not think so now. I think Mr. Rockefeller was a very ill man,
and that is the reason I refused to examine him. But the spasm,
which he is said to have suffered when we sought to examine him,
was a newspaper spasm at the time of the attempted hearing. He
was a sick man, but he was not so critically ill as it was supposed
he was, which I am very glad to learn.

Senator Weeks. I was led to the conclusion that you thought his

illness was largely feigned, by your saying that it mysteriously dis-

appeared as soon as the life of the Pujo committee expired.

Mr. Unteemyer. What I mean is the supposed critical illness

which led to our abandoning the effort to investigate and examine
him.

I am more than j)leased to have had the opportunity to perform
that public service in conducting the investigation, and feel fully

repaid by the results which are rapidly bearing fruit, both in legisla-

tion and in voluntary reforms in the financial world. The voting

trusts in the two Morgan institutions in New York, that have alone

$400,000,000 of resources, have been dissolved and disbanded as a

direct result of the exposure of their existence. Some reforms have

been effected in the clearing-house association and the stock exchange,

and other abuses exposed have been remedied by legislation, such as

the attempted boycott of the New York Stock Exchange against the

Consolidated Stock Exchange.

Senator Weeks. Of what did that consist?

]Mr. Untermyee. The breaking up of the interlocking directorate

system has begun, and I am hopeful that legislation will do the rest.

Senator Weeks. What was covered by the boycott to which you

refer? To what did it extend?

Mr. Unteemyer. No member of the New York Stock Exchange

was allowed to telephone or send a letter to a member of the Consoli-

dated Stock Exchange, under penalty of discipline. No member of



78 KEGULATION OF THE STOCK EXCHA^STGE.

the New York Stock Exchange was allowed to sell any securities for a

member of the Consolidated Exchange that were not quoted on the

Consolidated but were quoted on the New York Stock Exchange. If

a member of the Consolidated Exchange owned 10 bonds that were
listed on the New York Exchange, it was a violation of the regula-

tions for the stock-exchange members to handle those bonds or deal

with them in any way. That has been corrected by legislation in

New York State in 1913. The committee reported that that was not

a subject with which Congress ought to deal ; that it had no reference

to the mails.

Senator AVeeks. "What committee?
Mr. Untermyee. The Pujo committee. There were a number of

those abuses as to which the Pujo committee reported they were not
the subject of Federal regulation, and this was one of them.

Senator Hitchcock. "V\T^iy could not we provide in this bill that

the mails should not be open to any member of a stock exchange that

boycotted another one?
Mr. Unter31yer. Because I think that would be regulating the ex-

change hy indirection, and the purpose of this bill is to avoid any
action of that kind.

Senator Hitchcock. I thought this bill was to regulate it by indi-

rection ?

Mr. UxTERMYER. No ; I say not. The only purpose of this bill is'

to regulate the use of the mails, the character of quotations that shall

be taken through the mails. It does not undertake to regulate any of

the internal affairs of the exchange and carefully avoids that.

I would like you to be good enough to note on the cover of the copies
of the Pujr) committee furnished to you the following references to

the pages that deal with the stock exchange : Pages 33 to 52, 114 to

120. and 162 to 163. You will have to read only those pages on this

subject. The balance of the report deals with other topics, such as

interlocking directorates, holding companies, voting clubs, and the

various other forms of control that go to make up tne concentration
of the control of credits, with which the report is primarily concerned,
and of which the New York Stock Exchange is only an incident.

The maps at the end, which cost thousands of dollars and months
of time, are all intended to show the extent of the interlocking direc-

torates. There are 27 separate recommendations of legislation, of
which this as to stock exchanges is 1 only.

I need hardly say to you that I have no possible interest or concern
in this legislation beyond that of representing the views of the com-
mittee that devoted months of time and study to the work and pre-
pared and recommended a bill in which I heartily concur. It has not
been a pleasant task for me, living in the very heart of this com-
munity, whose business these gentlemen claim will be ruined by the
enactment of this bill, but I have regarded it as a plain duty.

Senator Weeks. Does anybody claim that the business of the ex-
change will be ruined by the enactment of this bill?

Mr. UxTERjiYER. I hare heard some of these gentlemen make that
claim.

Senator Weeks. Where?
Mr. TT>;teemter. Frequently.

Senator Weeks. Where?
Mr. Unterjiter. Everywhere. I think thev will tell vou so.
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Seiiatdi- Weeks. In public?
Mr. UNiF.RjiYEii. I think thej' will tell vou so. I do not think

there is any question about it. I differ radically from these gentle-
men as to the effect of this bill. I believe that under incorporation
and regiilation, with illegitimate transactions banished from the ex-
change, its power and usefulness will be greatly enhanced ; that with
the confidence of the public in its dealings restored, the new legiti-
mate business that Avill come to it will vastly more than offset the' loss
of that which has, in my judgment, done much to discredit it in the
past.

It may be and is doubtless true that the details of this bill can be
improved by discussion and suggestion, but I do not believe the
purpose can be accomplished by any other means. I am not con-
cerned with mere matters of detail, but am respectfully insistent upon
the fundamental principles that a way shall be found to protect the
courts, the banks, the investors, and the public authorities of tlie

country, as well as the general public, against the use of the mails
to distribute fraudulent or manipulated quotations. To say that such
legislation has the slightest concern with the press or its freedom is

to entirely misapprehend, to my mind, the scope and ])urposes of this

bill. I realize what it means to raise that cry, however baseless,

against any legislation. Under cover of it the most iniquitous abuses
will be allowed to go uncorrected. I realize that, however unpopular
may be a stock exchange in the public mind, the press can succeed
in making it and its methods an angel of light and virtue in the de-

fense of anything that looks like an encroachment upon the pre-

rogatives of the press.

Senator Hitchcock. Is not the opposite true? The press has been
the first to denounce the iniquities of the stock exchange and the

abuses of the stock exchange, and the press, as a whole, would like to

see the stock-exchange abuses eradicated. Is not that true—but that

they want them eradicated in a proper way?
Mr. I'ktermyee. I am rather referring to that part of the press

that comes under my observation in New York, the metropolitan

press.

Senator Hitchcock. Is it not true that even in the New York
papers they denounce wash sales and matched dealings, and denounce
frauds openly?
Mr. Untekmyeb. No ; I do net think it is fair to say that, except

as to one or two of the papers. I do not think it is fair to say that

as to the bulk of them. I discussed that quite fully in the prepared

argument which I have submitted to the committee.

Senator Hitchcock. I think I am rather familiar with the New
York papers, and it seems to me they are quite outspoken.

Mr. Uktermyer. I think not, Senator Hitchcock. Of course, I

do not relish the idea of antagonizing the press, but I am going to

trv to do what I believe to be niy duty in this business.

The fact that this measure can be thus mistakenly made unpopular

renders it all the more important that some one shall assume the duty

of presenting its merits, even at the risk of incurring the displeasure

of the governing body of the land, the press. The danger is not of

("ongress Eussianizing the press so much as the press Eussianizing

Congress and the people. It would be difficult to say which would
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be the greater misfortune. The first never has been, and I think
never will be true, but there are times when thinking men feel that

the latter is well-nigh upon our necks.

The same cry was raised against the lottery law by the press of

Louisiana. The power given to the Postmaster General under this

bill is not a circumstance compared with that which he is exercising

every day in the issue of fraud orders and in the exclusion of what he
happens to regard as obscene pictures from the mail. It does not
compare with the power over the newspapers that was recently un-
siiccessfully challenged in the interests of the American Newspaper
Publishers' Association in the Lewis case in the Supreme Coutt. It

does not at any point touch or even in the remotest degree relate to

rhe principle of the freedom of the press which we shall treasure
more and more, as time goes on, as the very bulwark of a liberty-

loving people. The objection rests upon a strained and, I think, far-

fetched construction and grave misapprehension of the scope of this

bill. Surely it will not be seriously contended, upon reflection, that
a regulation against the use of the mails and telegraph for the dis-

semination of false values, fixed as the result of manipulation, can
by any stretch of construction be contorted into an assault upon the
liberty of the press. This claim renders it all the more essential that

you be not misled by first impressions, but that you give to it the
careful study that the importance of the subject deserves.

That is all I have to say, gentlemen.
Senator Weeks. Mr. Untermyer, you referred to the connection

between the stock exchange and the Consolidated Exchange. I would
like to develop that a little, because

ilr. Unteejiter. Senator Weeks, it is very fully developed in this

record and in the report. It is all gone into, and I do not feel that
it has any relation to the inquiry here. It could not, by any stretch
of construction be claimed that any legislation here should reach it,

and it has been reached by a bill passed at the last session of the
legislature.

I shall be glad to answer any question that you may have to ask.
Senator Pomeeene. You refer to the New York Legislature ?

Mr. Unteemyer. Yes. It is a matter of the internal affairs of a
corporation. It does not concern the use of the mails for quotations.
^nator Weeks. The suggestion which you make would create some

prejudice, I think, in the minds of those who read it, about the rela-
tions betAveen the two exchanges. Do you know the reason why the
regulations were adopted, to which you have referred, prohibiting an
exchange of business?
Mr. TTxTEEMYER. Only as testified to by the officers of the exchange

at the mquiry. They put it on the ground that it was a rival ex-
change.

Senator Weeks. Was that the only ground ?

Mr. Untermvee. Yes.
Senator Weeks. Do you not think there was another reason?

, Mr. Unteejiyee. I do not.

Senator Weeks. You think it was simply an attempt to destroy the
llll^ ness of a rival exchange?
Mr. Untebmter. I think it was.
Senator Weeks. And no other reason ?
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Mr. Untermyer. I think so, and I think the testimony there of the
gentlemen concerned bears me out.
Senator Weeks. That is your honent conviction as to that differ-

ence?
Mr. UNraRJirER. That is my belief; yes. Of course, it was a

smaller and less powerful institution and dealt with smaller people.
I do not think its dealings were any more irregular than those of the
big exchange except that there was a claim in earlier years that some
of the members were bucketing orders and there were a good many
bucket-shop people among the membership.
Senator Weeks. There is a vast difference between trying to

destroy the business of a rival, small or otherwise, and trying to regu-
late the business of your own voluntary members and the method of
doing their business.

Mr. Untermyer. Will you allow me to call your attention on that
subject to page 37, of the report of the Pujo committee, where you
will find this statement

:

There is also in New York a much smaller marl^et for securities known as
the Consolidated Stock Exchange, which is incorporated, and a market called
the " curb " for securities not listed on the New York Stock Exchange.
The last named wages bitter warfare against the Consolidated for no other

apparent reason than that the latter is a competitor.-

Senator Weeks. Whose' statement is that ?

Mr. IJntermyer. This is the statement of the committee with refer-

ence to the testimony of the officers of the exchange and of one or two
other witnesses who were called and whose testimony was not dis-

puted.
Senator Weeks. Did you write that report, Mr. Untermyer?
Mr. Untermyer. I drafted the report originally.

Senator Weeks. Did not you write this part of it ?

Mr. Uni'ermyer. This report. Senator Weeks, is signed by the

members of this committee.
Senator Weeks. Oh, I know that.

Mr. Untermyer. You are a Senator of the United States. Do
you sign anything you do not believe in ?

Senator Weeks. I sometimes vote for things I am doubtful about.

Mr. Untermyer. You ought not to do so.

Senator Weeks. Because the proposition contains larger matters

which are of sufficient importance to overcome my doubt.

Mr. Untermyer. There is a long minority report of three E«-

publican members, there is another minority report of one Repub-

lican member, showing that everybody gave the most careful atten-

tion to this report, and the three minority members coincide with the

majority with respect to the stock exchange part of the report.

Senator Weeks. I do not wish in any way to discredit the report

signed by the members of another legislative bodj^, but you know, Mr.

Untermyer, there is an enormous amount of business here, and men
have not the time ordinarily to give attention to all details, even de-

tails connected with the matters with which they are intimately asso-

ciated.

Mr. Untermyer. That does not apply to this report, because this

report was drafted and brought here to Washington. Then we had

meetings of .the committee, at which that draft was revised. Then

30578—14 6
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we put it in galley proof. We had a number of galley proofs. We
spent a great deal of time, and night after night, around the table

with the members of the committee, changing, correcting, and revis-

ing this report. Each one took a copy of the draft and came in with
suggestions, and never, in my judgment, in the history of legislative

proceedings was a report more carefully prepared and gone over. A
great many suggestions that were contained in the original draft

were eliminated in the report. Others were changed. It is perfectly

evident that you, in common with a great many other people, have
been misinformed and misled about the action of this committee.
There were very able men on that committee, and they gave to that

the same study which you gentlemen gave to the currency question,

except that they had about eight months in which to do it, and they
were present at the hearings and asked a great many questions

through counsel, arid were familiar with everything that went on.

Senator Weeks. I want to make the suggestion that I do not think
I have been misinformed, and I know the members of the committee,
or many of the members, and I have high regard for them; but I

know the way business is done in legislative matters, and that all the

members of a committee do not give the detailed attention to reports

and other matters, which they sometimes sign, which would warrant
one in saying they were in accord with everything they had signed or

everything they voted for. I never have voted for a bill, since I

have been in Congress, of which I fully approved—not one.

Mr. Unteemyek. Of course, that need not be so with respect to a

report of this kind, because every man can file his own views.

In connection with this report, the minority and the majority sat

together in all the conferences. Mr. Hayes, one of the minority
members, will tell you that many of the things in this report are the
result of his suggestion. He is in the House now, from California.
Other Republican members will tell you that there are things in this

report which are the result of their suggestions, and changes were
made at their suggestion. Up to almost the last moment it was sup-
posed this report was going to be signed by all 11 members of that
committee, but within a day or two before its signing the Republican
members conferred among themselves, and they split on the question,
three of them making one report and one of them making another
report ; so this is perhaps an exceptional situation with respect to this

report.

Referring again to the New York Stock Exchange, the Pujo Com-
mittee went on to say

:

The last named (tlie New York Stock Excliauge) wages bitter warfare
against the Consolidated for no other apparent reason than that the latter is

a competitor. It has adopted and rigidly enforces a rule prohibiting any busi-
ness transactions between its members and members of the Consolidated, and
any communication by telegraph, telephone, messenger, or otherwise, directly
or indirectly, between the places of business of its members and the places of
business of members of the Consolidated. Following the adoption of this rule
members of the Consolidated Exchange having accounts with the New York
Exchange were required to close them out.

That is the testimony of a number of men who were required to
close out their accounts.

A member violating the rule is punished by suspensiou, usually for one year,
during which time neither he nor his partners, if any, can execute orders on
the exchange nor employ other members to do so and divide the cnmniissions.
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That is the testimony of Mr. Ely and Mr. Mabon.

So far-reaching is this prohibition that a member of the Consolidated Ex-
•change owning securities listed only on the New York Stock Exchange could
not sell them there, and therefore would be without a market, except by private
sale.

That is the testimony of the secretary of the New York Exchange,
and again of the president of the exchange.

The president of the New York Stock Exchange admitted that the purpose of
the rule is to drive the Consolidated out of business.

Here is his testimony at page 387 of the record

:

Mr. Un'J'ermyek. Do you not regard that as a most oppressive and unjust rule?
Mr. Mabon. I do not.

Mr. Untekmyer. How do you justify it? You are the president of the stock
exchange. We would like to know how you justify it.

Mr. Mabon. I justify it by the fact that the Consolidated Exchange is an
organization that is a rival organization of our own, and this is a business that
we have and is a business that we should be able to keep. I do not see any
reason why we should not strengthen our institution as much as we can.
Mr. Untermyeb. But do you not keep all that business when your own

listed stocks are sold on your own exchange through your own brokers?
Mr. Mabon. What business?
Mr. tiNTEEMYEE. The business to which you refer. It does not take any busi-

ness away from you, does it, for a member of the Consolidated Exchange to

sell through your exchange stocks that are not listed on his exchange, but it

gives you business, does it not?
Mr. Mabon. Yes.
Mr. Untermyee. And your refusal to take it really takes away business, does

It not?
Mr. Mabon. Yes.
Mr. Untermyee. But you are willing to take away business, you are willing

to drive away business, are you not, in order to prevent a man who is a member
of another exchange from doing any business at all, and to drive him out of

business?
Mr. Mabon. Yes.

The committee then says

:

The committee can find no justification for the methods adopted by the New
York Stock Exchange to exterminate its weaker rival.

Members of the New York Stock Exchange may engage in transactions on
the " curb " so long as no issue of securities dealt in on the former is allowed

to be dealt in on the latter. When an issue theretofore dealt in on the " curb "

is listed on the New York Stock Exchange, trading therein on the former must
cease, or reprisals from the latter may be expected.

That is the testimony of Mr. Mabon, at pages 460-462 of the

record. Mr. Mabon was the president of the New Yorlc Exchange.

Some of the more important mining shares have recently been so transferred

from the one market to the other. The " curb " lives by the mere sufEerance of

the exchange, and only so long as it meekly permits to be taken from it such

business as the exchange concludes to take unto itself.

This is, I say again, quite beside the question. I had not intended

to refer to it. I did not in my discussion yesterday refer to it be-

cause I felt it had nothing to do with the scope of this matter. I

have now done so in answer to your questions. Senator "Weeks.

Senator Pomerexe. Mr. Chairman, it seems from the little colloquy

between the Senator and Mr. Untermyer that it is contended by Mr.

Untermyer that the apparent reason which inspired the fight of the

New York Stock Exchange against the Consolidated Stock Exchange

was to destroy it as a competitor. It is indicated that there were some

other reasons for this fight. I would be interested at this point in

knowino- what those reasons were, if there were other reasons.
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Mr. Untermyer. Senator Pomerene, these gentlemen were upon
the witness stand and they developed no other reasons. "V\Tiat I said

in answer to Senator Weeks was what I understood to be the talk of

the street, and I suppose it has come to you in that way. too, Senator

Weeks?
Senator Weeks. It did not come to me in that way at all, Mr.

Untermyer. I want to say, for the benefit of Senator Pomerene,
that the reason that I raised this question is the apparent tendency
of that report, which may have been justified by the testimony—I am
not quite sure whether it was or not—to develop a prejudice in the

minds of people against the New York Stock Exchange on account
of having attempted, by coercive methods, to destroy a rival in busi-

ness, and that it was for that reason, and for that reason alone, that

this action was taken. What I want to say is that, in my judgment,
the president of tlie stock exchange, in that testimony which Mr.
Untermyer has quoted, did not go fully and completely into the
question. I do not know whether he had opportunity to do so or not.

Mr. Untermyer. Yes, he had every opportunity.
Senator Weeks. He may have had every opportunity, but there

were other reasons, and I think probably several reasons which
might be developed why this interchange of business was sought.
It did promote manipulation and illegitimate and improjjer manipu-
lation, but that could be easily enough developed through witnesses,
if the witnesses were here; and it was for that reason, in my judg-
ment, and that was the primary reason for the rules which were
adopted by the New York Stock Exchange.
Mr. Untermyer. I do not think there is any justification in the

record for saying there was any reason other than that of destroying
the competition of the Consolidated Exchange.

Senator Weeks. I do not think there is any reason, so far as you
have read it.

Mr. Untermyer. If you had been on that committee, you would not
have made any other findings.

Senator Weeks. But I would have asked some questions.
Mr. Untermyer. You would have asked no questions that were not

asked, in my judgment. Furthermore, I asked him what were the
reasons. Just see how unfair your attitude may be.

Senator Weeks. Not " is," but " may be "
?

Mr. Untermyer. " Is "' in that respect. I do not think " is delib-
erately," but " is somewhat partisan."
My claim is that my point of view is entirely unpartisan.
See what the questions were that were asked the president of the

stock exchange.
The Chairman. That is President Mabon?
Mr. Untermyer. Yes.
Senator Weeks. I do not want to leave in the record, even for a

minute, the suggestion that my position is partisan. I try to be a
dealer in facts, and all I want is facts in this case.

Ir. Untermyer. Have not you ignored them?
Senator Weeks. I do not think so.

Mr. Untermyer. I read you this question

:

Q. How do you justify if.' Xou are the president of the stock exchange We
would like to know how you justify it ?
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Could a question be broader than that?
Senator Weeks. I said I thought, based on the testimony which

you read
Mr. Unteemyee. But " How do you justify it? " I asked the man

and he says

:

1 justify it by the fact that the Consolidated Exchange is an organization
that Is a rival organization of our own, and this is a business that we have and
is a business that we should be able to keep. I do not see any reson why we
should not strengthen our institution as much as we can.

Then I go on to sift that reason, and it is not a reason at all, be-
cause they have driven business away instead of getting it. Each of
these witnesses had the right to make any explanation he saw fit.

They would have been permitted to come in the next morning and
read statements if they wanted to do so.

I want to disabuse your mind of the idea that there was anything
in that investigation that was not very broadly fair and impartial.
Do not you think you are wrong about that ? Did not these men have
the fullest opportunity for explanation ?

Senator Weeks. If I had been there and a member of that com-
mittee, I should have insisted on asking questions, and I should have
asked some questions which would have led the president of the stock
exchange to make additional and qualifying statements as to what
he had said there—and they exist, too.

Mr. Unteemyee. But, Senator Weeks, those gentlemen were not
New York bankers or Boston bankers or brokers, and those men on
the committee did not know local conditions there as you would.
They are not familiar with them, and therefore if you were on all

the committees of the House and Senate, with your accumulated
experience in banking, I have no doubt a great many investigations

would be conducted on different lines.

Senator Weeks. I simply used myself in an impersonal sense.

Every member of this committee would have done it.

Mr. Unteemyee. When you ask a man, "How do you justify a

thing," it opens the door for him to say everything he chooses, and
if he answers fully you would not have asked anything else on that

subject.

Senator Weeks. I am bound to say I think the president of the

stock exchange did not answer that question completely, and he had
no opportunity to do it.

Mr. Unteemyee. How do you know? Perhaps he did. I think

he will answer it the same way again if you will ask him. I do not

think he will say there was any other reason.

Senator Weeks. I am going to ask somebody, out of curiosity, be-

fore this hearing is completed.

Mr. Unteemyee. I have concluded what I have to say, Mr. Chair-

man. I do not want any misunderstanding on one point, however.

We do not claim that the controversy between the exchanges is a

matter with which this body has any concern, or that it is the basis

of any legislation, and the report so states.

The Chaieman. That is obviously not within the scope of this

Senator Weeks. There is a vast amount of prejudice in the public

mind against stock exchanges, some if it may be justified and has
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been in the past and quite likely may be to-day. Any attempt to

bhow the New York Stock Exchange is destroying a rival by im-
proper methods increases the justification for that prejudice, and I
was trying to bring out and am going to continue to do it, until I
have satisfied myself through you or through others, that there were
other reasons, than improper reasons, for the action taken by the

New York Stock Exchange.
Mr. Untekmyee. I think, Senator Weeks, they took the position

which many people in business take, and which has been quite a
prevalent idea, that competition is war and that when two exchanges^
like two businesses, are competing with one another, they have a

right to fight. That was the attitude they took, and it is not an un-
usual attitude.

We brought before the committee a number of witnesses who had
made efforts to sell their securities that were not listed on the con-
solidated through the New York Stock Exchange. We showed in-

stances in which brokers, who sold securities for years for consoli-

dated members—very responsible men—were notified by the stock
exchange that they must drop that man's account and must not deal
with him and must not sell his securities. He had never speculated,
but had been a man of high responsibility.

Senator Nelson. Mr. Chairman, had we not better go on with the
hearings ?

The Chairman. I think so.

Senator Hitchcock. That evil has been cured since by legislation

in New York State, has it not?
Mr. Untekmtee. Yes.
Senator Weeks. I want to ask Mr. Untermyer one more question,

Mr. Chairman.
Mr. Untermyer, you spoke of fundamental reasons for this legis-

lation. In just a sentence, what do you think are the absolute
essentials? What do you think are the absolute essentials which we
should incorporate in a bill to carry out what you think is necessary
to prevent abuses in the New York Stock Exchange ?

Mr. Untermyer. Simply. such regulations as will make it possible
for some authority to see to it that the quotations of the securities
on the exchange that go through the mails are genuine quotations of
genuine transactions, and not manipulated transactions. That is all,

and that is the scope of this bill. Everything in it is adapted to that
end. In my judgment, that can only be done if the power resides
somewhere to do what the governors of the exchange can now do, if
necessary—to go into the books and find out whether the quotations
have been manipulated ; I mean the books of the members. If they
can not do that, there is no more hope of finding it out than there
would be of finding the rebates in the railroads without access to
their books.

I want to say that I believe nothing will so rehabilitate the ex-
change, nothing will give so much confidence in it, nothing will add
so much to its power, as some such legislation.

Senator Weeks. Do you think, if there were no manipulated quo-
tations on the exchange, that in other respects the business of the
exchange, as now conducted, would be satisfactory?
Mr. Untermyer. With certain changes. Do you want me to name

those?
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Senator Weeks. Yes.
Mr. Ukteemyer. Shall I summarize them?
Senator Weeks. Yes.
Mr. Unteemtee. One change is in the listing department. As the

bill sets forth, I think the public should know, through the informa-
tion gi^ven to the listing department, what the stoclfs represent,
whether they are wind, water, or assets.

Second, I think they should know what the promoters have re-

ceived out of the transaction, and W|hat the properties really were
sold for and what the intermediate commissions and charges of the
banks were. etc. I think there should be lists of the shareholders
available, and a few other minor things; that is, in the listing.

The third condition I would make Ivould be one that would mini-
mize short selling and make it less irresponsible; not entirely do
away with it, but to very much minimize it. I discussed that yes-

terday. The brokers should not be permitted to lend the stocks of
their customers, even with the customer's consent. That is in the
interest of minimizing gambling transactions. You know—I am
sure you know—that if I have an account with a broker, and I own
100 shares with him, on which I owe money, he charges me interest

on my loan right along. He also lends that stock to fill short sales

and get paid for it when he lends it, and gets the money; so he draws
interest on that money and he keeps on charging me interest on my
account. That is a very prevalent practice. He does not stop charg-
ing me interest on my account because he has been paid for that stock

by the broker to whom he loans it. He keeps right on charging it

to me. You loiow of such practices, do you not?
Senator Weeks. Absolutely.

Mr. Unteemyee. It is not right?

Senator Weeks. You mean to continue the practice of selling short

or loaning stock?

Mr. Unteemyee. No; the practice of the broker lending his cus-

tomer's stock and getting paid for it, and still charging his customer
interest on the money should be stopped.

Senator Weeks. As I told you yesterday, under the laws of Massa-
chusetts, the stock is not his customer's as long as the customer owes
any money on it. It is the broker's.

Mr. Unteemyee. It does not make any difference.

Senator Weeks. The transaction about which you are talking is

between the customer and the broker, and it is all right for the cus-

tomer to pay interest on the money that he owes.

Mr. Unteemyee. He can not owe the money and the broker still

own the stock, can he? If the Massachusetts rule is right, then he

does not owe the money ?

Senator Weeks. Yes ; he does.

Mr. IXntermtee. Who owns the stock?

Senator Weeks. The broker owns the stock until it is paid for

in full.

Mr. Unteemyee. The broker has both the stock and the money?
Senator Weeks. He has ; he furnishes you the money.

Mr. Unteemyee. He charges his customer interest on that loan,

does he not?
Senator Weeks. He charges his customer on the amount of money

which the customer owes on that particular stock?
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Mr. Untbemyer. He charges interest on that loan and he holds the

stock as collateral to that loan. You say he has the legal title, but

that is immaterial. He holds the stock. Is it right he should go on
charging the customer interest on that loan when he has loaned that

stock out to another broker, who has been paid for it ?

Senator Weeks. You will get me in the position of a witness and
you will be occupying your usual position unless we adopt a different

course.

Mr. Unteemyee. I am perfectly willing.

Senator Nelson. What is the sense in listing a stock like this:

Eock Island, 11, 9|, 10, 7 shares ; Eock Island, preferred, 16, 14f , 15f

;

Great Western, common, 14, 13 ? What is the use of listing that kind

of stock on the stock exchange to gull people with ? I am sorry you
have not anything to say on that question.

Mr. Untermyee. I have a great deal to say on it. Senator Nelson.

It would take a long time to say it.

Senator Nelson. A stock exchange that will list pure water and
give it a market—give it a credit on the exchange—ought to be

reached in some way.
The Chairman. If it gets sufficient newspaper publicity it may

find a market among the innocent of Minnesota.
Senator Nelson. Yes ; they might capture them.
Mr. Unteemyee. May I suggest you ask some gentleman from the

stock exchange that question?
Senator Nelson. I am sorry you do not go for the real root of this

matter.

Mr. Untermyee. I do go for the root, but this is where I have en-

deavored to draw the line : I am trying to reach one thing at a time.

I do not think we can do everything at once. That stock that is

quoted at 11 may have been worth 100 some day; I do not know what
it was worth when it was listed. In the next place, the stock-exchange
governors can not fix the value. You know a great many railroads
have been built in this country, of which the stock was ;worth very
little at the beginning, and the people could not have gotten the
money to build them if that stock could not have been sold and dis-

tributed?
Senator Nelson. Given away, you mean?
Mr. Unteemyer. Even given away. The country would be 50 years

behind where it is to-day if it were not possible to take a security and
market it for what it is Avorth. My contention is that as long as the
people know the facts and are given all the facts, so they can
find out what a thing is worth, it is for them to determine. What
I am trying to reach now is to get a disclosure of the facts and to
prevent fraudulent quotations from going through the mails.

Senator Nelson. Your argument is like that of the old-time pirate
we used to have, who said he helped to promote commerce and ship-
ping.

Mr. Untermyee. I think you will find that neither Mr. Hill nor
any of the great railroad builders of this country coidd have built
their roads without help from the bankers.

Senator Nelson. Mr. Hill built his road, not on wind and on con-
sequences. He built it on money.
Mr. Unteemyer. He had to give away his stock with his bonds

when he started, like everybody else; and he had to do the same
thing they all have to do.
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Senator Nelson. He built the transcontinental line with his own
money ; without any money, subsidy, or land grant, and the only one,

too, of its kind, that we have in the country.
Mr. Unteemyee. But he had to do it through the bankers, and he

had to- pay them for it, and his stocks were not always worth $100.

Suppose you take a, new enterprise that is starting : A man is start-

ing in business, and his securities are not well known. They have to

take their chances on the market.
Senator Nelson. You have become demoralized from your en-

vironment up there, as well as the rest of them.
Mr. Unteemyee. You are mistaken. I am trying to show both

sides of it. You are so far away you only see one side.

Senator Shafboth. Is it your contention that, according to this

bill, the publicity that will be given such stocks as the Rock Island,

and the Great Western, would have a tendency to wipe them off the
slate from quotations ?

Mr. Unteemyee. Yes; if speculation in stocks continues, and as

long as it continues the speculator likes a low-priced security. It

takes little money and little margin, and you will always have specu-

lation in those low-priced securities that have not paid, and prob-

ably never will pay, a dividend.

Senator Shafeotii. You think the publicity of the status of those

companies would prevent people from buying, and therefore there

would be no market in the stock exchange for them?
Mr. Unteemyee. No ; I do not think it would prevent them from

buying, but I think it would enable them to know what they are buy-

ing; and when they buy, it would enable them to pay honest prices

for them, and not the price at which somebody is holding them up by
manipulation.

Senator Nelson. I find that 200 shares of Wabash were sold at

3 cents yesterday. [Laughter.]

Senator Weeks. Have you finished the summary which you were

discussing, when we were interrupted?

Mr. Unteemyee. I had not finished it; no. There are other fea-

tures that lead in the same direction. For instance, I referred yester-

day to the stock exchange clearing house and to the fact that by re-

quiring that the certificates should all be brought there and ex-

changed you would to some extent reduce gambling transactions.

Senator Weeks. Do you think the stock exchange clearing house

is an evil ?

Mr. Unteemyee. No; I think it is a very necessary benefit to the

exchange, but I think it could be very much more of a benefit if they

did not simply settle balances, but did as they do in the New York
Clearing House Association with checks, if they handed around the

certificates. If a man bought 9,000 shares and sold 8,000 shares, if

he had to bring in the 8,000 shares that he sold and get back the

9,000 shares that he bought
Senator Weeks (interposing). Of what benefit would a cleanng

house be if he did that ?

Mr. Unteemyee. Because they would make the exchanges there as

it is done in clearing houses, instead of his having to go to 50 brokers

with whom he dealt. He would go there and deposit his securities as

they do in the clearing-house association with the checks.
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Senator Weeks. Do you not know that is all that is done in the

clearing house to settle the balance with a check ?

Mr. Untermtee. On the contrary, I know that in the New York
Clearing House Association each bank brings in all its checks.

Senator Weeks. They go into th« clearing house ?

Mr. Unteemyer. Each bank comes in with all its checks.

Senator Weeks. The transaction really means the paying of a bal-

ance with a check ?

Mr. Unteemyee. In the end, yes; but if you should apply that

principle to the stock exchange clearing-house association, you would
minimize those speculative transactions to some extent, if it is deemed
wise to do so. That is a question of economics as to which there is

plenty to be said on both sides.

Senator Weeks. Is there any other fundamental ?

Mr. Unteemyee. I do not recall any other, except the question of

striking securities from the list, to which I very fully referred yes-

terday.

The Chaieman. If there are no further questions, we will hear

from Mr. Mabon, of the New York Stock Exchange, or his repre-

sentative.

Mr. Mabon. Thank you very much, Mr. Chairman, for the oppor-

tunity of being heard here. Mr. Van Antwerp will speak for the

stock exchange. He is a member of the stock exchange.

(Mr. Untermyer, in closing, submitted the following written argu-

ment which he had expected to make before the committee, but was
unable to do so because of the many interruptions to which he was
subjected. Although much of this argument is contained in Mr.
Untermyer's verbal statement, at his request and by direction of the

chairman it is made a part of the record:)

Mr. Chairman and gentlemen of the committee, unless I wholly misappre-
hend the operations of our financial system the regulation by law of the stock

exchange Is an indispensable condition precedent to the destruction of the con-

trol of great financial credits by a few men or to any effective corporate reform
In this country. It is through the illegitiniiite use of the facilities of this, the

world's greatest security market, that the vast predatory fortunes have been
filched from the public. The relation and importance of the exchange to cor-

porate independence of banking domination are little understood. We shall

accomplish nothing substantial toward reaching tln' coveted goal for which we
are striving until this factor in appreciated.
This discussion has thus far proceeded on the nssumptifin on the part of the

exchange that there are no official data to guide us and that the field of irre-

sponsible assertion is wide open. Permit me to suggest at the outset that the
opponents of this legislation seem to have lost sight of the fact that this bill

was favorably reported by a committee of the House of Representatives of the
Sixty-second Congress by the unanimous action of the seven Democratic mem-
bers of that committee, based upon a voluminous record of sworn testimony
supported by documents and statistics.

I quote from thejr report on this subject as follows

:

[Page 11.5.]

" The general public, which has grown to look upon the exchange with distrust
because of the practices that have been permitted, will be given new confidence
In it when It is under legal supervision.

" Notwithstanding these facts, it contends that it should be permitted to con-
tinue its voluntary organization with the privileges and freedom of action of a
private club and should not be made sub,1ect to legislative or judicial control
or supervision, and that it is not amenable to Federal regulation in its use of
the mails and of the telegraph and telephone in interstate commerce and in

the dealings of its members with foreign countries,
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"To this contention your committee is unable to agree. It is incongruous
that such an Institution wielding such power and equipped to perform such
useful and important functions in our economic system should be uncontrolled
by law.

" On the other hand, your committee believes that incorporation and regula-
tion would banish from the exchange transactions which now disgrace it, bring
ing in their place a greater volume of business of an investment and otherwise
legitimate character, and marking the dawn of a new era of prosperity for its

members and of usefulness to the public."

[Page 116.]

" In other words, the facilities of the New York Stock Exchange are em-
ployed largely for transactions producing moral and economic waste and cor-

ruption ; and it is fair to assume that in lesser and varying degree this is true
or may come to be true of other institutions throughout the country similarly

organized and conducted.
" Your committee believes, therefore, that Congress has power unconditionally

to prohibit the mails, the interstate telegraph and telephone, the national banks,

and all other instrumentalities under its control, from being used In executing,

negotiating, promoting, increasing, or otherwise aiding transactions on such
stock exchanges."

It seems also to have been overlooked that three of the four Kepublican
members of that committee joined in the recommendation of the majority on
this subject in their minority report. I quote from the minority report as
follows

:

" Many abuses are disclosed by the evidence produced before the committee, a

number of which are well known to the public and recognized by everybody at

all familiar with the business conditions in this country. Abuses on the stock

exchange, of quite long standing, were disclosed before the committee, as were
also abuses existing in clearing-house associations, especially in New York City.

" Evils existing in both stock exchanges and clearing-house associations could

be corrected by the exchanges and associations themselves, if they were so

Inclined. They having failed and neglected to remedy the abuses existing in

their conduct and operation in our opinion, it is the duty of each State in which
these exchanges or associations are located to compel their incorporation and
to regulate their management by appropriate legislation. Should the exchanges

and the associations, as well as the various States, neglect this plain and im-

perative duty, then we believe that it is the duty of Congress to exercise any
jurisdiction or power conferred upon the Federal Government by the Constitu-

tion to pass such restrictive and regulative IcgislaLIon a? may be necessary.

This duty arises from the fact that these evils are not such as ai¥ect only the.

local communities in which they exist, but their results are as broad as the busi-

ness interests of the country, and affect in their most intimate and important

business relations all the people thereof.
" While agreeing substantially with the majority upon many of the abuses to

be corrected in the financial system, the stock exchanges and thy clearing-house

associations, the undersigned have doubts as to the wisdom of some of the reme-

dies proposed by the majority to correct these abuses."

(The last clause refers to other subjects discussed in the report—not to stock

exchanges.) ^, . ^ i, ^ „ • ,. .-

The opponents of the bill also ignore the circumstance that the mvestigation

disclosed and the committee found the existence of an incredibly deplorable

state of affairs which demands prompt and drastic correction for the public

protection and which can be corrected' in no way other than that proposed by

The' following language of Chief Justice White in Lewis Publishing Co. v.

Morgan decided by the Supreme Court in June, 1913, in which the right of Con-

gress was sustained to exclude from the second-class privileges of the mail

newspapers that did not make certain disclosure, is peculiarly applicable here

:

" Under that six-word grant of power (referring to the post-roads clause of

the Constitution) the great postal system of this country has been built up,

involving * * * the suppression of lotteries and a most efficient sup-

pression of fraudulent and criminal schemes impossible to be reached m any

otliGr Wtiy "

It was impossible in the yery nature of things for the committee to go

further in the taking of testimony within the limited time at its disposal than
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to present selected instances by way of illustration of the character of the
wrongs and abuses that were being perpetrated upon the community, but the

disclosures made were such as to shock and amaze the country and to demand
redress.

So blindly reckless was the action of the exchange members that the com-
mittee was able to establish, by way of illustrating the extent of the abuse
and the persistent unwillingness of the exchange authorities to interfere with
these vicious practices, an operation that was actually being conducted in the

manipulation of a newly listed security day by day on an enormous scale by
prominent members, with two leading banking houses as allies and associates,

whilst the inquiry was in progress.

The details of this particular transaction, which is typical of the method
of " making a market " in the securities of a new company, are summarized
at pages 50-52 of the report, in the following language

:

" The California Petroleum Go. flotation.—A typical instance of manipulation
for the purjKise of stimulating speculation in a new security is the operation in

the stock of the California Petroleum Co., begun in October last, whilst this in-

vestigation was in progress and the sub.iect of manipulation of securities on the

stock exchange was under active discussion.
" This company was organized in September, 1912, with nn authorized capital

of $32,500,000—$17,500,000 preferred and $15,000,000 common—of which $11,-

997,024 preferred and fl.3,513,081 common was given in payment for tlie stocks

of two California oil-producing companies. (Henry, R., 1251-1253.) Simulta-
neously, and as part of the plan, William Salomon & Co., bankers, of New
York, and associates, namely, Hallgarten & Co. and Lewisohn Bros., of New
York, and a fourth, not named, for $8,215,662 in cash, purchased from the
vendors $10,000,000 of the preferred and $7,572,845 of the common stock of the
California Petroleum Co., which the latter had accepted in payment for the
stock of the two producing companies, William Salomon & Co., Hallgarten &
Co., and Lewisohn Bros, each taking 294 per cent and the unnamed associate
12i per cent. (Henry, R,, 1253, 1255, 1270; Exs.. 149-153: R.. 1261-1266.)

" Thereupon the bankers, as we shall hereafter call them, formed a syndicate
in New York to underwrite $5,000,000 of the preferred and $2,500,000 of the
common stock at the price of $5,000,000, and sold to a London syndicate the
same amount at the same price, leaving the bankers at this point with a profit
of .$1,784,338 in cash and $2,572,845 in common stock, which latter they sold at
40 and 45. (Henry. R., 3271, 1285.)

" The bankers also joined the New York syndicate, in which altogether there
were 104 members, including (a) three corporations affiliated with national
banks—two of them in New York, one of which had a participation of $500,000
and the other $50,000, and one outside with a participation of $50,000; (6) one
trust company in New York, with a participation of $50,000: and (c) 24 offi-

cers of banks, among them officers of four national banks in New York, two in
Chicago, and one in Detroit, whose aggregate participations were .?535.000. the
largest single participation—$50,000—going to an officer of a Wall Street bank
which lends on stock-exchange collateral. (Henry, R.. 1271-1275.)

" The stock was all sold at an advance of nearly $500.0(X) above the jn-ice at
which it was underwritten on the day it was deli\ered to the bankers—October
2, 1912—and before any appreciable number of the syndicate had accepted the
offers of participation. Thus, nearly all the undei-writers, including the bank
officers, got their profits without having made any commitment, and none of
them put up any money or had to take any stock. (Henry, R., 1277, 1278.)

" Mr. Henry, of Salomon & Co., who was called as a witness in regard to this
transaction, having refused to divulge the names of the national-bank officers
who received participations in this syndicate, his contumacy was certified to
the House, and from there to the United States attorney for the District of
Columbia for prosecution under sections 102, 103, and 104 of the Revised Stat-
utes. Your committee is of opinion that the information sought from Mr.
Henry is germane to the question—whether national-bank officers are being
influenced by any form of reward to lend the money of their banks on newly-
listed and unseasoned stocks. It was impossible for the committee, without
knowing the identity of the banks and officers, to determine whether these
participations to officers were given for the purpose of inducing the banks they
served to accept these new securities as collateral for loans or whether they
were so accepted.

" The stock of the California Petroleum Co. was listed on the New York Stock
Exchange on October 5, after the portion underwritten by the syndicate and
the separate holdings of the bankers had all been sold. (Henry, R., 1281

)
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"Thereafter an oiieratiou in the stock was conducted (principally in the
common) on the New York Stock Exchange by Lewisohn Br(js. for the joint
account of the bankers, for the purpose, as described, of ' making a market.'
(Henry, R., 1282, 1283.) Under the general direction of Salomon & Co.,
Lewisohn Bros, would put in separate orders to different brokers on the morn-
ing of every day to sell on a scale up and to buy on a scale down, so adjusted
that at the end of the day they would have bought and sold, so far as market
conditions permitted, substantially the same number of shares. (Henry, R.,

1282, 1284.) There is in the record a table showing the purchase and sales
by Lewisohn Bros, and the prices day by day from October 5, when the stock
was listed, through the end of that month, from which it appears that during
that period of about 21 business days 163,000 shares were purchased and
172,900 sold by Lewisohn Bros, for account of themselves and associates. Ex.
134i, R., 1186.)

" Under the influence of this o])eration the price of the common stock, start-
ing at about 62i, quickly rose to 72 ; it had fallen to 50 by December. ( Henry,
R., 1285-1286.) Mr. Henry, of Salomon & Co., stated that he supposed the
public bought largely on the rise. (R., 1286.)

" The total purchases and sales on the exchange during these 21 days were
362,270 shares, which was equal to over three and one-half times the total
outstanding common stock."

It may be remarked in passing that this stock, which was thus manipu-
lated to $72 per share and distributed to the public, has since sold as low as
$16 and is now selling at $28.

The only comment that would appear necessary in answer to the claim
of the exchange that the disciplining of its members should be left exclusively
in its hands without interference or review by the courts or by Government
officials is to refer to the fact that neither in this nor in the many other
instances of manipulation uncovered by the committee was there any effort

made to punish the offenders, except where the operation resulted in in-

solvency. The transactions were, on the contrary defended and sought to be
justified. Yet they amount in effect to a mock auction with the public as the
victims and are vastly more dangerous and far-reaching because conducted
under the cloak of respectability of an honorable calling. The following from
the testimony of Mr. Frank K. Sturgis, a then governor and former president
of the exchange, is illuminating on this point:

" Q. Very well ; that is an answer. How do you justify as legitimate the
transactions of a pool or syndicate in giving out buying and selling orders to

brokers for the purpose of lifting the price of the stock or of depressing it?

—

A. Those are the acts of individuals. I can not be responsible for what
thousands of people throughout this country do. .

" Q. Do you seek to justify it?—A. It depends entirely upon circumstances.

I have already said that under certain conditions—orders given out, commis-
sions paid, no collusion whatsoever—the broker who buys, not having the

slightest idea where the order comes from, that the broker executes to sell—

I

say it is not an illegitimate transaction.*******
" Q. * * * Will you be good enough to answer that question? Is not

the operation, at times, resorted to to depress prices and at other times to

lift prices?

—

A. Yes; I can consistently answer that.*******
" Q. Y'ou approve of those transactions, do you?—^A. I approve of transac-

tions that pay their proper commissions and are properly transacted. Yon are

asking nie a moral question, and I am answering you a stock-exchange question.
" Q. vrhnt is the difference?—A. They are very different things.
" Q. I thought so. There is no relation between a moral question, then, and a

stock-exchange question?—A. Sometimes."

Another witness (Mr. Morse at p. 719) described the mechanism of manipula-

tion as practiced on the exchange as follows:

" He is the gentleman who manipulates the stock, giving the buying and

selling orders. (Morse, R., 710.)
" If he merely wishes to make a stock appear active, he gives buying and

selling orders in about equal volume ; if he wishes to put up the price, he gives

an excess of buying orders: if he wishes to depress, he gives an t-xcess of sellhig

orders. (Morse, R., 710, 711.)"
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There is not time to rehearse here the inaumerable ways in which the ma-
chinery of the exchange is shown by the testimony to have been used with
impunity over a long series of years and up to the conclusion of the inquiry
for the practice of fraud and deception upon the public.
The cases of the Columbus & Hocking coal and Iron pool, Rocls Island &

California Petroleum Co., described at pages 47 and 50 of the report, are illus-

trations of one phase of the evil to which I refer.

Suffice it to say that there is overwhelming evidence to support the findings

of the committee. The testimony comes, not from hearsay nor from muck-
rakers or enemies, but out of the mouths and records of the members them-
selves. The exchange was represented by eminent counsel, as astute and
resourceful as any in the land, who submitted a lengthy printed argument
dealing with every phase of the law and facts, the witnesses who testified to its

general methods and practices were selected by the exchange at the invitation

of the committee and they were afforded the most ample opportunity for
•explaining and supi)lementlng their testimony.

There Is no basis for the Impression that the exchange, through its press
bureau, has industriously sought to create, in order to excuse the deplorable
showing it made, that there was anything unfair or onesided about the manner
of conducting the inquiry. Every witness whom It asked to have examined
was called, it was invited to submit whatever questions it desired to have
asked, and all such questions were put, and every witness was given the oppor-
tunity to exalnine' and correct his testimony, and to make such additions, ex-
planations, and statements as he chose at the conclusion of his evidence. Avail-
ing himself of that permission, Mr. Sturgis delivered a carefully prepared
address, which will be found at the end of his testimony. I do not deem it

necessary or appropriate to enter upon a defence of the fairness of an inquiry
by a committee of the House of Representatives against such Irresponsible
and unfounded attacks. The record and the unanimity of the conclusions
reached regardless of partisan lines speak for themselves.

In the face of the record accompanying the report of the Pujo committee, it

is worse than idle to assert that the exchange will ever be able to bring about
its own reformation.
The unanswerable figures presented by the diagrams at pages 1120-1178

-of the report demonstrate that no such result will ever be achieved. Nothing
short of legal regulation and restraint will ever be effective.

A few further quotations from the testimony of Mr. Sturgis will give a
fair iden of the prospect for reform from that direction

:

" Q. We are speaking of transactions that are made by members of your
-exchange in the way of short selling. Would not their books show whether
or not they were selling short?—^A. If the broker is operating for his own
account; yes.

" Q. And you say from a quarter to a half of the transactions on the ex-
change are for the broker's own account?—A. We agreed upon a third, I
-think."

One of the most notorious and' disastrous instances of manipulation in the
recent history of the exchange was that of the Hocking pool in 1009, of which
•the late James R. Keene was manager, the operation.s of which will be found
described on pMges 47-49 of the report. Ten stock exchange firms participated
in it. The stock, which was earning only one-half of 1 per cent, was forced up
from $24 to $92.50 per share. The entire iiumber of shares listed was 69,304.
In a single month (March), when the pool operations began, 14,8,400 shares were
traded in. Upon the termination of the pool the stock declined to $2 per share
und then disappeared.
More remarkable even than the neglect of the authorities of the exchange to

stop this, operation when they knew it was going on was the theory on which
, they infilcted punishment after the pool collapsed. Of the 10 firms'engaged in
the pool, only the three that failed were punished. They were expelled from
the exchange. The others were neither expelled nor suspended, but merely
'• censured." Thus the punishment was inflicted not for the character of the
oprations, since all were equally culpable in that regard, but for becoming
insolvent in consequence of dealing beyond one's means.
This was admitted by Mr. Sturgis (R., 846) :

" Q. I shoiiUl like to know why you should expel two members of a pool out
of seven stock exchange firms for doing the same thing that the other five did
simply because those two happened to fail at it?—A. Because they went away

' beyond their means."
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Mr. Sturgis further stated tli.it the members of this pool who did not fall
were not punishable under the constitution of the exchange for the character
of operations in which they engaged, and that he did not think they ought to be.
(Sturgis, R., 846, 847) :

" Q. Do you mean to say that the things these seven firms did were not pun-
ishable under the constitution?—A. No; they were not punishable.

" Q. Do you not think they ought to be?—A. We have not thought so here-
tofore.

" Q. Do you not think so?—A. I do not think so; no."
The following extract from Mr. Sturgis's testimony fairly represents the

stock exchange view of .short selling and the arguments that are advanced to
support It (Sturgis. R.. 830, 831, 832, 833) :

" Q. Certainly. What is the purpose of short selling?—A. Generally speaking,
to make a profit.

" Q. To make a profit by what process?—A. By repurchasing the short sale
at a declining price.

" Q. That is, by selling a security that you have not got and gambling on
the proposition that you c;in set it cheaper and deliver the thing that is sold?
Is not that It?—A. That is the usual process—selling when you think the price
is too high and repurchasinfc when you think It has reached the proper level.

" Q. But is it, or not, the process of selling a thing you have not got?—A.
It is.

" Q. And is it. or not, with the idea that it will go lower, or can be depressed
lower, and bought cheaper and delivered?—A. Truly.

" Q. Do I understand that you regard that as legitimate and defensible?—
A. Do you wish my personal expression of opinion?

" Q. Yes.—A. I think it depeuds entirely upon circumstances.
" Q. Under what circumstances would you regard that sort of short selling

as legitimate and proper?—A. I would regard it so if there was a panic raging
over the country and it was desirable to protect interests which could not bn
sold. I think it would be a perfectly legitimate thing to do.

" Q. Let us see about th.nt. If there was .i panic raging over the country
and a man sold stocks short, would not that simply add to the panic?—A. It

might. Self-preservation is the first law of nature.
* * * <>;;:,*

" Q. But, as I understand it, if there is a panic raging over the country, you
think it is defensible tor a man to depress stocl^is by selling, stocks he has not
got, with the Idea of adding to the panic?—A. Mr. Untermyer, if a person has
property which is absolutely unsalable and he can. so to speak, protect his posi-

tion by selling something for which there is a broad market
" Q. That he has not got?—A. (continuing). I do not consider It wrong.
" Q. Mr. Sturgis, let us .iust analyze that, because I do not think I under-

stand you. You do not want to be misunderstood, do you?—A It is not my
wish.

" Q. And I do not want you to be misunderstood. Do you mean to say that
if there is a panic raging it Is a defensible thing for a man, under any circum-
stances, to sell stock that he has not got, with the idea of getting it bfick

cheaper?—A. I do think it Is defensible. I certainly think it is defensible.
" Q. For what purposes does he do that except to try to make money?—A. To

try to save his credit, perhaps.
" Q. How does he save his credit in a panic by selling stocks that he has not

got, with the idea of adding to the panic and getting them cheaper?—A. Be-
cause if he can make a profit on that sale It may repair the losses that he has
made on stocks he can not sell.

" Q. I see. You know that that would simply accentuate the fierceness of

the panic, do you not?—A. It could not be otherwise.
" Q. Certainly. And his only purpose in doing a thing of that kind in time

of panic would be to make money, would it not?—A. To protect himself.
" Q. It would be to make money, would it not?—A. Yes; and that would pro-

tect him.
" Q. Of course, it always protects a man to make money, no matter how he

makes It, does it not?—^A. Yes, sir.

" Q. And that, you think, is justifiable?—A. I think under those circum-

stances it is.

" Q. You do not want to make any further explanation of that proposition, do

you?—A. I do not.
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" Q. Is it any more justifiable for a man to sell short in a panic than in a

normal market?—A. It depends very much upon his financial necessities.
•' Q. Do you regard it as justifiable in a normal market for a man to sell a

thing he has not got, with the idea of depressing prices in order to buy in the

stock at a lower level?—A. I think it is a question between a man and his own
conscience.

" Q. I am asking for your judgment. You have been many years in the ex-

change, and you are a earefi'l observer, tmd I would like to know your judg-

ment.—A. I think a great niai)y people deprecate it. Otliers jipprove it.

" Q. Do you approve of it?—.\. You ask me personally?
" Q. Yes"—A. I nevei- sold a share of stock short in my life.

"Q. Then you do not approve of it, do you?—,\. I just happen not to have

done it. My private business, if j'ou please, I beg you to omit.
" Q. I have not asked you your private business.

—

A. Yes; you asked me what
I did myself.

" Q. I did not ask you that, sir; I asked you what j^ou thought about it.*******
"Q. Do you approve of short selling in others?—A. Under what conditions?
" Q. Under any conditions.—A. Yes: under some conditions.
"' Q. Do you approve of short selling in a normal market?—A. I will answer

that question by saying it is a moral question with the individual himself. It

is not up to me to express my opinion upon it.

" Q. Do you personally approve of short selling in a normal market?—^A. Not

I, personally ; no.
" Q. You do not. And is it or not the fact that the bulk of the short selling

is done in a normal market?—A. I should say no; more often on an excited

market.
"Q. It is done every day, i.« it not?

—

A. Oh, yes; to some extent.
" Q. And it is done in large volume, is it not.

—

A. At times.
" Q. The stock exchange does not discou.rage it, does it?—A. The stock ex-

change does not enter into it at all.

" Q. The stock exchange does not discourage short selling, does it?—^A. The
stock exchange takes no position in the matter at all.

" Q. Has the stock exchange any rule or regulation against short selling?

—

A. None.
" Q. Why is it not Just as simple a matter for them to have a regulation

against short selling as to have a regulation against a broker splitting his com-
missions?—A. There is no regulation against short selling; that is all I can say

to you about it."

The demand of these gentlemen that they be further intrusted with the task
of self-reformation, which would involve the sacrifice by them of the bulk of

their business, is an unreasonable and unthinkable proposition. If these acts

are to be hereafter prohibited as unlawful, the suggestion that the machinery
for uncovering the offense and the punishment therefor be left exclusively in

their hands to deal out justice to one another is certainly both naive and
unique, to say the least. Not more so, however, than the further argument of

the exchange that it is now mending its ways and that there should therefore
be no means provided by the law for discovering and punishing future offenses.

Truly a most remarkable process of reasoning

!

If a member divides any part of his commissions with his customer or with
anyone through whom he secures business, eximlsiou and ruin are the im-
mediate results.

" Splitting commissions is the most heinous oflfense a member can commit,"
says Mr. Sturgis, far more heinous than "wash sales" or fraud. One would
imagine that these gentlemen would have sufficient sense of humor to pause
in their expressions of righteous denunciation of those who have dared suggest
that they have not quite demonstrated the justice of their demand that they
be permitted to continue in the conduct of their business free from the lega"l

regulation and restraints that pertain to other occupations affecting the public.
The extreme gravity and importance to the public of the situation we are here

discussing are little understood outside the very restricted circle that has to
do with large corporate business. Even to the latter the mechanism of the
stock exchange and the way in which prices are made are largely a closed
book. It is technical and complicated in the extreme, which accounts for the
endless opportunities for misrepresenting the issues and misleading the public.

I claim that incorporation and rigid regulation of the exchange have become
essential to the ptiblic protection; that they will vastly add (o the value and
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Stability of meritorious securities aud to the usefulness of the exchange as a
legitimate ami necessary part of our financial system and that they are the only
means of preventing fraud and deception in the quotation, purchase, and sale
of securities on public exchanges. I claim further that there can be no effective
regulation vrithout incorporation, nor without the accompanying all-important
power to inspect the books of members of the exchange in so far as concerns the
transactions on the exchange. In making this claim it is not necessary to
impugn the good faith and honest purposes of the general body of membership
of the exchange. Nor am I unmindful of the earnest efforts that the exchange
has recently been making to correct existing defects in its management in certain
directions nor the inherent difficulty in bringing about reforms, but the chief
abuses remain, and so it will continue until the law renders them impossible.
My contention is that without the aid of incorporation the exchange will be

unable to put an end to Illegitimate practices and that the best element in Its

membership, whose business does not depend upon these practices, should wel-
come the proposed legislation instead of short-slghtedly arraying itself with the
other element against public sentiment and opposing every measure that is

intended to restore and maintain public confidence, on the mistaken theory that
the exchange must be permitted to continue to be a law unto itself.

A comprehensive understanding of the complex machinery by which prices are
controlled is necessary to form a judgment on the question. This knowledge is

of far greater importance to the masses and in more ways than is generally
appreciated. Those who have never bought or sold or owned a bond or share of

stock, and never will, are as deeply concerned in the rigid regulation of this vast
instrumentality of finance as are those who deal in the securities that are

listed on the exchange. Their interest will be found not only in the close rela-

tion between fictitious values of securities and the prices of the commodities of

the companies represented by these securities, but in many public aspects of the
subject connected with its qaotations of securities.

But for the incentives and opportunities offered by the stock exchange, most
of the great trusts would have been impossible. Inflation of prices of com-
modities means dividends, thus increasing security prices; the control of the

market for a given product, with the accompanying power to levy tribute on

the public, is capitalized at all that the traffic will bear, and the securities

representing no actual property and nothing but this artificial control find a
ready market on that basis. In order to support the fictitious values thus

created, that control must at all hazards be maintained.

The merits of the controversy over this question of whether the stock ex-

change should be required to incorporate and be subject to regulation have,

with few exceptions, been unrecognizable from the newspaper reports.

The exchange maintains a publicity department disguised under the euphoni-

ous title of the " library committee." The latest accomplishment of this bureau

is only a few days old, when there was distributed from Washington and pub-

lished all over the country a canard to the effect that the President had ex-

pressed his disapproval of the bill now under discussion. So persistent and
circumstantial was the rumor that an explicit denial from the White House
was considered advisable to prevent the discrediting of the legislation. Such

methods are most unfortunate, for they are bound to react against the exchange

and thus obscure the merits of the controversy, which the champions of this

measure are anxious to have impartially and impersonally discussed.

In many cases the facts and arguments in favor of regulation have been

willfully distorted and suppressed by financial writers in the employ of

inspired press bureaus. In other cases the result has been due in part to the

fragmentary way in which technical and complicated questions are dealt with

by our overworked press. The result is, however, chiefly attributable to the

fact that, under our recent practice of press agents and press bureaus, repre-

senting powerful special interests, only one side of the controversy gets before

the people. They accordingly form their judgments upon premises that are

often grossly misleading and sometimes designedly false.

It is in the nature of things impossible for the most enterprising and beet-

equipped newspaper to maintain a staff or to find the time in the hurry with

which news must be supplied, that will assure thoroughness and accuracy on

the endle«s topics that go to make up the day's news or, except in cases of

importance to give the subjects the study necessary for intelligent editorial

comment. It is this situation rather than any deliberate design on the part of

30578—14 7
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the newspapers that has created this new occupation of the press agent with
all its perilous possibilities.

Day by day we lean more heavily on the newspapers for our lijformation of
the affairs of Government, institutions, and individuals.
Even those of .us who are fairly familiar with the defects and abuses of the

existing methods of reporting and distributing news allow ourseUes to be
unduly influenced by what we read, forgetful of the personal friendships,
hostilities, mlstalies, and other Influences that at times inspire or influence
these publications. On the whole, however, the policy of the paper, the clientele

on which it depends, and the desire to furnish the most attractive news service
are the chief factors.

The great corporations and other special interests with their endless ramifica-

tions have been alert to seize upon this situation. Able men, experienced in the
newspaper business and with wide acquaintanceships in that field, are tempted
into the service of these private interests by the brilliant opportunities which
they alone are able to offer. Most of the important corporations and many of

our great capitalists are now thus equipped for their so-called publicity carti-

paigns. The employee through whom the advertising patronage is distributed,

and who in that way comes into intimate relations with the newspapers not
infrequently also acts as press agent. High officials in the service of the
Nation, State, and city find it to their interest nowadays to attract to their

service men with these facilities for securing access to the columns of our great
newspapers. In that way there has been built up in the last few years a new
industry that is exerting an important and not always a wholesome influence

on public opinion.

These men are expert in preparing material in the form in which it is most
attractive for publication. They have access to the columns of the papers.
They understand the demand. They save the papers the expense of gathering
and preparing the facts that concern the questions of the day with which the
special interests are concerned. This sort of material is naturally acceptable
in the most impartial quarters. Yet the stories are at times so cleverly or par-

tisanly constructed that they tell half-truths or less and may be more mislead-
ing than clumsy falsehoods.

It is important to the people that these public questions in which the special

interests are concerned should be impartially presented. But the people have
no press agents. There is no one to collate and present the public view of the
facts in its most attractive form or press it for consideration unless the news-
papers do this worii on their own account, which they frequently do when time
permits or interest is sufficiently aroused to justify the expense. But this la

not true of the bulk of the news of the day and especially not of financial news.
The public has no financial advertising or other patronage to offer and no means
of securing the respectful attention of those in authority or of correcting honest
misapprehension and there is no one charged with that duty. If you will looli

at the advertising pages of some of our great metropolitan papers that have
been persistent in their opposition to stock-exchange regulation you will see

what I mean by saying that stock-exchange houses are substantial and steady
patrons.

I suppose It is natural that the press, like other business associates, should
to some extent unconsciously absorb and share the views of their business as-

sociates, for I am satisfied that these papers are acting in good faith in the
expression of their views, and freely concede that the form and manner of reg-

ulation are debatable questions. They are dealing with a te;Unical subject
that is little understood, and in the nature of things they have heard only one
side of the case, and that side presented by experts or by men of influence on

' whose judgment they dely. Their financial writers are so iieriueated with the
atmosphere in which they live that they share and reflect the views of those
among whom they move and are virtually part of the system. Have they ever
warned against or exposed any great financial operation of th' ])owerful interests
until after it has collapsed? The public is just now witnessing with amaze-
ment the spectacle of the silence of our metropolitan press, with a few hon-
orable exceptions, over the exposures of mismanagement and ruin of a great
railroad system, that is one of the financial scandals of the age. It is impos-
sible to measure the injury that has been thus inflicted upon our credit in the
financial markets of the world where oUr securities were eagerly sought. Are
the judgments of those who control our organs of public opinion overawed by
these powerful men in the world of high finance, whose slightest doings they
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Chronicle from day to day? Maybe. But, tiaijpily, the people no longer share
that obsession.
No great legislative reform that threatens to interfere with important special

interests has been attempted of late years that has not been met by the bugaboo
that it was unconstitutional, no matter how insincere and untenable may be
the claim. The controversy over this bill Is no exception to that rule. The
committee that reported the bill the day of the expiration of the last Congress
has anticipated this objection in an extended argument supported by the au-
thorities that will be found on pages 119-128 of the report, and which it Is not
necessary to repeat here.

If Congress has not the power to adopt such means as it may deem adequate
and as are germane to the purpose, to protect the public against being swindled
through the distribution broadcast over the country of false, fictitious, and
misleading quotations of securities by means of the mails, telegraph, and
telephone, the post-roads clause of the Constitution, which is supposed to
embody the broadest grant of power anywhere to be found in that great docu-
ment. Is indeed meaningless. The exercise of this power invuhes no extension
of the authority that Congress is now constantly exercising under well-settled
principles in protecting investors.

Since the preparation of the legal argument embodied in the Pujo report
the Supreme Court again expressed itself on this question in no uncertain terms
in the case of Lewis Pub. Co. v. Morgan (229 XJ. S., 288), above referred to.

The distinguished counsel for the exchange professes to find consolation in the
concluding paragraph of the opinion of the Chief Justice, which reads as fol-

lows:
" Finally, because there has developed no necessity of passing on the question,

we do not wish even by the remotest implication to be regarded as assenting
to the broad contentions concerning the existence of arbitrary power through
the classification of the mails, or by way of condition embodied in the proposi-

tion of the Government which we have previously stated."

To anyone who has read the revolutionary contentions advanced in the brief

of the then Attorney General there will be cold comfort in this statement. He
contended for the most sweeping and unrestricted power of Congress over the

mails, and for the exclusion of anything it saw fit, without rhyme or reason.

What connection there is between the use of the mails and the public state-

ment by a newspaper of its circulation, it is difficult to comprehend. Yet the

court held that the power of Congress o\-er the mails was so all embracing that

those who did not conform to the requirements might be excluded, without

thereby Infringing upon the constitutional liberty of the press.

Here it is not necessary to plead for any such broad extension of the prin-

ciple as is announced in that case. Nor is any question of the liberty of the press

involved here. It is the plain right and duty of the Government to exhaust

every reasonable precaution to prevent the use of the mails to defraud the

public. It is actively exercising that privilege and punishing its violation every

day. What could be more plainly and legitimately within the lines of that

power and duty than to prohibit the records of transactions of public ex-

changes purporting to fix prices on the faith of which the public buys and sells

from being carried through the mails unless they are subject to inspection so

that the Government may at all times be able to Satisfy itself that they are

genuine and that they are not being made the instrument of fraud? There are

none of the elements of a close or " border-line " case of constitutionality here.

It is as plain as a pikestaff.
.^ j, .

Taking up now the question of the wisdom and necessity of mcorporatmg the

stock exchange I think you will find that no legitimate reason has yet been

advanced against incorporation and that regulation is impossible without it.

The only debatable propositions, to my mind, are (1) whether there can be

effective regulation by Congress without requiring Incorporation, and (2)

whether if incorporation Is necessary it should be directly under Federal law

or whether the Congress should enforce State supervision by prohibiting the

use of the mails telegraph, and telephone in interstate communication to stock

exchanges that are not incorporated under the laws of the States in which they

are located with State supervision and witb such other safeguards as Congress

may prescribe To permit them to longer remain unregulated and uncontrolled

is quite outside the realm of reasonable discussion

In answer to the question. Why should the stock exchange be incorporated?

We might with far greater justice ask. Why should It not? It is to-day the

most iwwerful and far-reacjiing of all the instrumentalities of national and
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international finance. Its records, whether genuine or fictitious, honest or jug-
gled, are the guides by which transactions are conducted and values fixed by
millions of people here and abroad. Its vast and delicate machinery, with its

endless opportunities for the perpetration of fraud and pillage (unfortunately
too often accomplished in the past) should not be in the uncontrolled, unregu-
lated, and irresponsible power of any body of men, however unselfish and
altruistic may be their aims.
Without yielding here to the temptation to rehearse the history of the past

15 years of the exchange as the instrumentality by which billions of dollars
have been filched from the public through the absence of control over Its

operations, it is sufficient to remind you at this point that the plea for in-

corporation and regulation does not necessarily involve any reflection upon the
exchange or its membership.
Why should any public utility or instrumentality be subjected to control?

Why should banks, trust companies, life and fire insurance companies, casualty,
accident, burglary, insurance, and other industries that might equally well
be conducted by individuals be required to be incorporated? Why should not
you or I have the right to insure lives or property if we are considered suffi-

ciently responsible and otherwise acceptable by those who are concerned?
There was a time when this was permitted. It is no reflection upon your
honesty, or mine, that these things are no longer tolerated in any civilized

country.
Why should auctioneers who buy and sell any kind of personal property,

except securities, require licenses and have their books of account and all

their transactions subject to public inspection, whilst the brokers who deal

in securities are free from such inspection? Is not such a broker an auctioneer
in the largest and broadest sense? How does a manipulated stock transaction
difCer from any other kind of mock auction? It is the worst form of mock
auction, because you can not even see the goods you are buying. You Imagine
that you are purchasing in an open competition in which true values are fixed

when, in fact, the cards have been stacked against you.
Why are the books of employment agencies, hotels, boarding houses, etc.,

now required by law to be subject to public inspection? Why are barbers,

plumbers, pharmacists, liquor dealers, warehousemen, steamship ticket agents,

public accountants, and innumerable other occupations required to be licensed
and regulated?

I mean no disrespect to the calling of the stockbroker and suggest no com-
parison except in the principle involved in asking why the pawnbrokers should
be open to the inspection of the public authorities if, as is now claimed, there
is no power to compel the transactions of brokers on an open board to be sub-
jected to examination by State or Federal authority? There is no argument
in support of the constitutional power in the one case that does not apply to
the other.

They are all conducting legitimate business, but the right to regulate them
Uke that of dozens of other industries that might be named is recognized.
Their occupations may be more humble than that of the stockbroker in the
sense that the transactions may not be of such magnitude, but they are quite
as legitimate.

The reasons in favor of regulation and control of the exchange are vastly
more weighty than those appertaining to any of the occupations mentioned.
The exchange is in no sense a private or local enterprise. It is grossly inaccu-
rate and misleading to say, as has been argued by the defenders of its present
irresponsible form of association, that it is not engaged in business and that
Its only function is to provide a meeting place where its members may deal
with one another under prescribed rules.
The exchange is engaged in business and of a highly important and distinctly

national character. It owns the entire stock of the New York Quotation Co.,
which for a specified rental supplies members' offices south of Chambers Street,
New York City, with a ticker service that registers, impartialy and without
earmarks, every genuine and fictitious transaction that takes place on the floor
of the exchange. For $100,000 a year, under contract terminable upon one
day's notice, it sells these quotations to a subsidiary of the Western Union,
the Gold and Stock Telegraph Co., which also maintains a like ticker service.
The latter, however, can supply the quotations to such persons only as the
exchange approves, and under no circumstances to members' offices south of
Chambers Street, or to any competing exchange in New York City. The quota-
tions are gathered upon the floor of the exchange by Its employees and trans-
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mitted by its own operators to the officers of the New York Quotation Co., and
the Gold and Stock Co., and thence distributed throughout the United States,
but the exchange retains the right to determine absolutely who shall and who
shall not receive these quotations. There is no other method by which quota-
tions of transactions on the exchange are obtainable.

It is the market place of the entire country and of foreign countries for
securities, and the only public market in the United States where money is
loaned and borrowed.
The business transacted by its members has no relation to State lines. It

comes to them from almost every corner of the civilized world. It is not only
Nation wide, but internationl in scope. Its members maintain private wires
to all the principal cities of the United States, and the transactions conducted
on this open board are for the account of customers from all parts of the
country and from foreign countries.

Its hall mark as to the genuineness of a certificate of interest in a corpo-
ration passes current everywhere and It is rightly super^ is4^d with jealous care
and at considerable expense to the corporations concerned.

It undertakes to prescribe the form iind conditions of every corporate
security in which it authorizes deiliugs and its cietermin.-ition is final through
its control over the listing of such securities. It reserves the right to exact
the minutest details of the business and affairs of the issuing corporation, to
impose its will in the matter of the procedure by which such corporation shall
declare and pay interest and dividends and in the matter of the transfer
agent and registrar and as regards endless other details ; all this very properly
on the ground that it is performing a public function national in its scope.

It jealously controls the reports of every ti'ansnction on its floor, issues
and distributes the records of every purchase and sale, or offer of purchase and
sale, which it thereby impliedly represents as an honest and genuine transac-
tion. Courts of justice, trus.tees, financial institutions, tax ofHcials, State super-
intendents of banks, trust companies, and life insurance companies, and other
corporations that are subject to supervision in the se\'eral States throughout the
country, and the Comptroller of the Currency in fixing the value of securities

of national banks, and the public the world over, act on this information. It

exacts compensation for the service of listing securities, sells the quotations
to interstate and international telegraph companies for large sums of money,
and scatters them broadcast through the newspapers, over the telephone and
telegraph, but always under its control.

In the face of this array of undisputed facts this stupendously powerful
national and international agency of finance contends that it would not be a

reasonable or legitimate exercise of the power of Congress to jorevent the use
of the mails, telephone, and telegraph in interstate business as a means of
perpetrating frauds upon the public. Congress not only has the unquestioned
power—it has become an imperative duty. It is a necessity of modern finance

from which there is no escape. It is far more important thiui the power now
exercised by the Post Office Department over letters and prospectuses that are

circulated through the mails, under which there h.ove of recent years been so

many wholesome convictions for fraudulent use of the snails.

Regulation through incorporation is not only needed as a preventive of

fraud—it will accomplish still greater results as m constructive measure.
Great and much-needed reforms in the organization and methods of our

corporations may be legitimately worked out through the power wielded by
the stock exchange over the listing of securities. Much of the confusion and
many of the defects in corporate regulation due to the diversity of State laws
and to the bidding of the States against one another in laxity of administration

in order to attract corporations within their borders may be corrected and uni-

i'orniity of methods introduced through the listing department of the exchange.

Thus complete publicity as to all the affairs of a corporation may be uni-

formly enforced. It may and should require as a condition of listing a security

that all the intermediate profits and commissions of bankers, brokers, and mid-

dlemen shall be fully disclosed, thus throwing about the investor the protec-

tion afiCorded by the " companies act" of Great Britain and of other civilized

countries. Every new security should be required to lie publicly issued and
offered to the public through the publication of a prospectus so as to eliminate

the secret profits of the middleman as far as possible. It is the only way to

create confidence in and to popularize investments in corporate securities.

Detailed annual statements should be exacted from all corporations whose
securities are listed, disclosing all iinyments made or profits or emoluments
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received, directly or indirectly, hy officers, directors, bankers, and brokers
from the corporation, so that every security holder may know whether and to

what extent his company is being exploited.
The scandalous practices of officers and directors in speculating upon inside

and advance information on the action of their corporations may be curtailed,

if not stopped, by requiring that the officers shall make full disclosure of all

their transactions in bu.ving and selling securities of their companies. The act
incorporating the exchange should provide that all statements required to be
made by corporations shall he under oath and that false swearing shall con-
stitute per.iury. At present they are extra-judicial.

In short, the opportunities of the exchange as an agency of corporate reform
are almost endless, provided its own practices can be reformed so .ns to entitle

it to exercise these broad powers. Instead of the investment business of the
country abandoning the exchange, as is now and has been to some extent the
case for some time past, it will become necessary to the reputation and sala-
bility of a security that it should be listed. by renson of the protection thereby
afforded the investor. The general public, which has grown to look upon the
exchange with distrust because of the practices that have been tolerated in

the past, will be given new confidence in it when it is under legal sujjervision.
The principal ob.iection urged by the exchange against incorporation is that

it will interfere with its power of discipline over its members and thus lower
the standard that has been reached and that can only be maintained by an
unquestioned and spmmary final authority. In that connection it may be said
that the discipline maintained by it under freedom from governmental super-
vision has not been of such character as to constitute a valid reason against
such supervision. An examination of the record of punishments inflicted fur-
nishes the most conclusive argument in favor of the wisdom and necessity of
judicial review. The offense most severely punished is the splitting of com-
missions or any infraction of the uniform commiesion rule. Fraudulent and
fictitious transactions by which the public has been grossly swindled on an
enormous scale and which have brought the exchange into world-wide disrepute
have heretofore been treated as mere venal offenses beside the crime of allow-
ing a customer part of the commission. The latter crime was, as above stated,
characterized under oath by an old and influential governor and former presi-
dent of the e.vchange as " the most heinous crime a member could commit."
Notwithstanding these peculiar views of the duty of the exchange to the

public, it urges the importance of its unrestricted control ovei- the discipline
of its members as the sole reason why it should not be forced to incoi-porate
I regard it as an added reason in favor of incorporation.

I do not perceive why such results as have been suggested by the exchange
should follow from giving to an accused member whose reputation and entire
business career and means of livelihood depend on the action of his comembers
and competitors the ordinary measure of justice of a right to review by au
impartial authority. There is no danger that the courts will deal less severely
or less effectually than has the exchange with the frauds practiced upon the
public which it is the purpose of incorporation and regulation to prevent and
punish. That would be difficult. Nor are they likely to regard manipulation
with any less disfavor than the spokesmen of the exchange, who have steadily
insisted on attempting to defend and justify such practices by arguments that
are surprising for their speciousness and lack of understanding of the public
aspects of the business of the exchange.

It is next suggested that if there is to be incorporation it should be under
State and not national authority, and yet when the former is attempted it is
opposed with equal bitterness. Apart from the fact that efforts at State legis-
lation have proven a farce, as will be hereafter seen, there can be no efficient
relief from that direction. It would he manifestly unjust' to have one set of
conditions on which the New York Stock Exchange could use the" mails and
another or none for the Boston, Chicago, Denver, or San Francisco Exchange
Uniformity of regulation is essential: Boston and Chicago should no more
than New York be permitted to prey upon the country because their respective
States do not see fit to restrict them.
The three fundamental reasons, in addition to a number of subsidiary ones

for requiring the incorporation of the stock exchange mav be summarized as
follows

:

. - - . .

1. To prevent detect, and punish the practice of frauds upon the public
through manipulation, matched orders, wash sales, and like fictitious trnns-
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actions, by meuns of which apparent values are created for securities in the
world's marliets.
This can only be accomjilished through incorporation and the accompanying

delegation to public authority of the right to examine the books of members,
through which alone these transactions are discoverable.
The argument that has been urged against tfye constitutionality of such a

provision is not worthy of serious consideration. The State and" the Nation
have each, separately and independently, the unquestioned right to safeguard
the public against imposition on a subject that so nearly affects the interests
of all its citizens. Neither is bound to permit an institution so preeminently
public in its character and so vitally affecting the financial interests of the
entire country and of other countries to remain uncontrolled. Such regulation
Involves no attempt to Interfere with the individual in buying and selling
securities except in a public market. Its purpose is to secure fair dealing in
such a market. No one need become a member of such a corporation; but if,

as a condition of membership, the law requires that his books shall be subject
to inspection, none of his constitutional rights are violated nor is it an inter-

ference with such rights to prohibit the individuals engaged in that calling
from combining for the creation and operation of such a public market except
through incorporation and under such regulations as the State or Nation may
prescribe.

At the 1913 session of the Legislature of the State of New York, following
the disclosures of the congressional inquiry, a number of bills were passed
that were supposed to be intended to meet some, but by no means all, of the
existing evils. The stock exchange points to these bills as demonstrating that
incorporation is not now necessary in order to regulate the exchange.

I consider none of them as of any value. None of them meets or even
attempts to deal with the worst evils under the present system. None of them
offers or is able to offer the opportunities for enlarging the power and useful-

ness of the exchange as a constructive force to secure corporate reforms. A
bill to require incorporation was defeated, as it deserved to be. I opposed it as

a mere " blind," as are those that were passed. The most important, and in

fact the only relatively important bill passed is that which purports to prevent

manipulation, but it does no such thing.

The bill reads as follows:
" Manipulation of securities.—Any person who inflates, depresses, or causes

fluctuations in, or attempts to inflate, depress, or cause fluctuations in, or com-

bines or conspires with any other person or persons to inflate, depress, or cause

fluctuations in the market prices of the stocks, bonds, or other evidences of debt

of a corporation, company, or association, or of an issue or any part of an issue

of the stock, bonds, or evidences of debt of a corporation, company, or associa-

tion, by means of pretended purchases and sales thereof, or by any other ficti-

tious transactions or devices, for or on account of such person or of any other

person, or for or on account of the persons so combining or conspiring, whereby,

either in whole or in part, a simvltaneoiis change of ownership of nr interest in

such stocks, bonds, or evidences of debt, or of such issue or part of an issue

thereof, is not effected, is guilty of a felony, punishable by a fine of not more

than $5,000 or by imprisonment for not more than two years, or by both.

"A pretended purchase or sale of any such stocks, bonds, or other evidences of

debt where'by, in whole or in part, no simultnneous change of oirnership or in-

terest therein is effected, shall be prima facie evidence of the violation of this

section by the person or persons taking part in the transaction of such pretended

purchase or sale."

(The italics are ours.) ,.,.,.
The fact is that the manipulation of securities is not accomplished to any

appreciable extent by fictitious transactions and that as now practiced upon the

exchange it does result in a change of ownership, so th'it the most widespread

forms of manipulation practiced on the exchange are not reached by this bill.

When a banker or a broker wants to create a fictitious appearance of activity

in a given securitv for the purpose of stimulating dealings in it or to advance

or depress the market price, he no longer does it through matched orders or

washed sales He gives at the same time a number of different brokers

orders dav by day—and sometimes hour by hour—to sell the security on a

scale either up or down, dependent on whether he wants to advance or de-

nress the price- and he gives at the same time and as part of the same opera-

Won another set of brokers orders to sell on a scale. These brokers are not
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supposed to know—and often do not know—of the counter orders that have been
given. The effect of these transactions is, however, to create a nominal
change of ownership acconipanjnng every transaction, and yet at the end of

the day the operator has probably neither bought nor sold the stock on gen-
eral balance although the records and quotations of the transactions a,s pub-
lished and scattered throughout the country will show great apparent activity

and heavy dealings and rising or falling prices, when there have been in fact

no dealings other than those of this operator on both sides of the market,
except the purchases and sales of such victims and the gambling transactions
of such "room traders" as have been attracted to the stock by this false ap-
pearance of activity.

No law will reach these transactions unless the exchange is subjected to
legislative control through incorporation, with the right to some public author-
ity to examine the books of its members. The mere existence of such power
will in and of itself be a powerful deterrent. In view of the concession that
one-third of all the transactions are those of the members themselves for their

own account and of the statistics showing that upward of 80 per cent are
purely speculative, there would appear to be urgent need of every determent
that can be lawfully applied.
As illustrating the insincerity of the proposed bill requiring Incorporation,

to which I have referred as having been defeated in he last New York Legis-
lature, the bill empowered the superintendent of banks to examine the books
of the exchange, but not the books of its members. As the exchange claims
that it conducts no business and keeps no books, that was rather an empty
formality. What is needed is the power to examine the books of the members.
Without that power no law against manipulation is of the slightest avail.

The governors of the stock exchange now have that power and occasionally
exercise it summarily. Are public officials less entitled to be trusted? Few
would dare to take the risk of conviction. The law against railroad rebates
would be a dead letter unless tbe commission had power to examine the books
of the railroad companies. The same is true as to the members of the ex-
change to discover manipulation. Nothing short of that will ever do so. As
matters now stand there is not the slightest peril in such transactions. Strange
to say, many of the most prominent members defend manipulation for the pur-
pose of creating a false appearance of activity as entirely proper. The com-
mission appointed by Gov. Hughes confirmed and apiiroved that astonishing
point of view. But that was in 1909 and was the judgment of a body that had
no offlciiil authority to investigate or to subpoena witnesses or administer oaths
and no appropriation. It was not a legislative inquiry. The mode of pro-
cedure adopted by that voluntary commission was inquired into by the Pu.io
committee (Ely. R., .319-.322; Mahon, R., 363-365; Sturgis, R., 789-792, 82.T

;

Keppler, R.; 853-854). The commission prepared lists of questions that were
considered for weeks by the governors of the exchange who in secret session,
with their counsel, formulatfd the replies.

And that was in 1909. Nothing could better illustrate the rapid advance in
financial morals in thef^e few yeai-s. No such point of view as that expressed
by the distinguished commission would be tolerated to-day.
And yet under all these disadvantages, having in effect heard only the care-

fully prepared arguments of the exchange, the commission had this to say of
the plea of the exchange (upon which, by the way, it continues to insist) in
favor of speculation and nuinipulation

:

"It is unquestionable that only a small part of the transactions upon the
exchange is of an investment character; a substantial part may be characterized
as virtually gambling.

" The rules of all the exchanges forbid gambling * * * but they make
so easy a technical delivery of the property contracted for that the practical
effect of such speculation, in point of form legitimate, is not greatly different
from that of gambling. Contracts to buy may be privately offset by contracts
to sell. The offsetting may be done in ii systematic way, by clearing houses,
or by ' ring .settlements.' Where deliveries are actually made property may be
temporarily borrowed for the iiurpose. In these ways, speculation which has
the legal traits of legitimate dealing may go on almost as freely as mere wager-
ing, and may have most of tlie pecuniary and immoral effects of gambling on a
large scale.

"A real distinction exists between speculation which is carried on by persons
of means and experience and based on an intelligent forecast, and tliat which
is carried on by persons without these qualifications. The former is closely
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connected with regular business. While not unaccompanied by waste and loss,
this speculation accomplishes an amount of good which offsets much of its cost.

The latter does but a small amount of good and an almost incalculable amount
of evil. In its nature it Is in the same class with gambling upon the race track
or at the roulette table, but is practiced on a vastly larger scale. Its ramifica-
tions extend to all parts of the country. It involves a practical certainty of
loss to those who engage in it. A continuous stream of wealth, taken from the
actual capital of innumerable persons of relatively small means, swells the
income of brokers and operators dependent on this class of business; and in
so far as it is consumed, like most income, it represents a waste of capital. The
total amount of this waste is rudely indicated by the obvious cost of the vast
mechanism of brokerage and by manipulators' gains, of both of which it is a
large constituent element. But for a continuous influx of new customers,
replacing those whose losses force them out of the 'street,' this costly mechanism
of speculation could not be maintained on anything like its present scale."

Another of the many abuses exposed by the inquiry of the Pujo committee,
which the exchange claims has been corrected by the New York State legisla-

tion of 1913 is that of the hypothecation by brokers of the securities belonging
to their customers for loans to the brokers in excess of the amount owing by
the customer to the broker. As the result of this practice, whenever the broker
became insolvent the customer lost his stock through its sale by the creditor of
the broker. The customer might owe 50 per cent of the value and the broker
may have borrowed 80 or 90 per cent of such value. The law of 1913 pretends
to, but does not correct this flagrantly dishonest practice which the exchange
permitted to go unchecked all these years until thus exposed.

In other States where there has been no attempt at legiflation following these
exposures the stock exchanges continue to tolerate this form of fraud without
even the modification that has been introduced in the New York Exchange.
The New York broker now goes through the formality of requiring from his

customer a consent to the use of his (the customer's) securities for an amount
greater than is owing the broker by the customer. This has little less justifica-

tion than the other. Why should the broker be permitted to exact the right

to do business on the capital of his customers? Is it any wonder that one-third

of all the transactions on the exchange are for the broker's own account? One
of the most effective means of checking the worst form of speculation is to pro-

hibit this practice. Still another remedy will be to require every purchase and
sale to be delivered or " cleared " through the stock exchange clearing house,

as checks are now cleared in the various clearing house associations instead of

permitting a mere delivery of balances as is now the rule in the stock exchange
clearing house. Still another remedy will be to require that at the time of pur-

chase the broker be paid 20 per cent of the then purchase price. It would not

be necessary to keep good any such margin. Its requirement at the beginning
would be a wholesome deterrent against the worst form of gambling by those

who can least afCord it and who are always the surest victims.

Still another rule of the exchange quite as reprehensible as any that were
exposed and quite as repugnant to the sense of justice is that which assures

to all the members of the exchange a preference against the estate of a bankrupt
member for all debts owing such member to the full extent of the value of the

membership seat over the claims of the victimized customers of such bankrupt.

It often happens in such cases that the " seat," which is worth from $40,000 to

$100,000, dependent on the activity of speculation, is the only valuable asset of

the banljrupt. Every dollar of that money Is applied toward paying the cred-

itor members in full to the exclusion of the outside creditors. If the broker

has rehypothecated your securities for twice what you owe him and they have

been swept away you get nothing except your share of what is left after the

members of the exchange have been fully paid.

Such an intolerable condition would not be pei-mitted to survive incorporation

and regulation.

This rule is defended as essential to the present system, under which the

meniibers accept one anothers' obligations for large sums: The defense appears

to me most inadequate. What becomes of the much-prized code and standards

of honor, of which the members are so proud, if it must be fortified by a prefer-

ence over other creditors? There is a fine spirit among the members in that

respect that is unique and that makes it possible for them to conduct large

transactions in the heat of excitement by mere word of mouth with amazing

smoothness and freedom from repudiation or controversy, and which should

render this injustice to their customers unnecessary. It should be made

Impossible.
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The suggestion that the discipline of members for manipulation be left_ in

the hands of the stock exchange governors, without the right of judicial review

if seriously advanced, demonstrates that these gentlemen give the public very

little credit for a sense of humor. It is like relegating to the Association of

Railway Presidents the punishment of one another for granting rebates. Or to

an association of the presidents of the trusts the power to determine violations

of the antitrust law and to inflict punishment. In what other department of

the administration of justice is the punishment of crimes left with the col-

leagues of those who are charged with the commission of such crimes? Tet

it is now seriously proposed that whilst the evidences of these crimes shall be

available to the governors of the exchange (as it now is under its rules), so

that they may inflict punishment, such evidence shall not be made available to

the public authoriies.

Could the law against r.-iilroad rebates ever have been enforced but for the

power of the Interstate Commerce Commission to examine the books of the

railway companies and thereby discover the violations? How could the manipu-
lation of a given stock be discovered except by comparing the accounts of the

manipulating brokers?
I have yet to hear of any plausible argument against according this neces-

sary power to discover illegitimate practices on the exchange through access

to the books of the members. It can be accomplished by (1) denying the

use of the mails to the quotations of the transactions of public exchanges

that are not incorporated, and (2) requiring that the books of all members of

such exchanges be subject to inspection.

2. The second important result to be gained by incorporation will be to

secure complete publicity of the proflts of bankers, brokers, and intermediaries
in the flotation of companies and the exposure of all the salaries, commissions,

and other proflts of officers und directors, through the control of the department
of the exchange for the listing of securities, and to prevent securities that have
once been listed from being stricken from the list without notice and the

right of review. ^

Listing on the New York Stock Exchange gives to a security a public market
and a deflnite current value, rendering it salable and available as collateral.

Securities are not generally available as collateral for stock-exchange loans

unless they are listed.

The constitution of the New York Stock Exchange provides that the com-
mittee on stock list " shall have power to direct that any such securities or

temporary receipts be taken from the list and further dealings therein pro-

hibited " ; and that the governing committee " may suspend dealings in the

securities of any corporation previously admitted to quotation upon the ex-

change, or it may summarily remove any securities from the list."

A regulation dated March 27, 1895, further provides that " whenever it shall

appear to the committee on stock list that the outstanding amount of any
security upon the stock exchange has become so reduced as to make inadvisable
further dealings therein upon the exchange, the said committee may direct that
such security shall be taken from the list and further dealings therein
prohibited."

Acting under this authority, the governing committee and the committee on
stock list have frequently removed securities from the list. Stocks have been
so removed on the ground of an insufficient amount outstanding, simply because
a large proportion of the issue has been absorbing by some other corporation.
Taking a security from the list is a serious injury to the holders by depriving

them in large part of a market and making borrowing upon such security diflS-

cult, if not impossible.

Obviously, therefore, the effect of prohibiting further dealings in the stock
of a corporation when the great bulk of it has been acquired by one person,
group, or corporation is, whether Intentionally or not, to coerce small stock-

holders into selling out to the majority holders. It destroys their market.
Striking illui^l-ralioiis of the operation of this regulation are not lacking.

Thus, on the reorganization of the Southern Railway Co. by J. P. Morgan &
Co. a majority of its stock was plar^ed in a voting trust, which deprived the
stockholders of all reiiresentation and voting powers, and vested the absolute
control of the rompany in the trustees—J. P. Morgan, George P. Baker, and
Charles Lanier—who. upon the transfer of the stock into their names, issued
the usual trust certificates, which were listed and traded in on the exchange
Instead of the stock certificate. When this voting trust expired in September,
3902, the trustees, through J. P. Morgan & Co., requested certificate holders tQ
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extend the trust. Kew trust certificates were issued to tliose assenting to theextension and these were listed on the exchange. In March, 1903, the old
trust cei-tiheates were removed from the list, although thhere were at that timewhich was six months after .Messrs. Mor-an had requested the extension of the
voting trust, certificates representing 183,938 shares whose holders were ap-
parently unwilling to further resign their voting powers. The result was that
those not assenting to the extension of the trust, and hence not taking new
trust certificates, found themselves with a security jiot Used on the exchange,
and therefore without a ready market and not available as collateral The
listing of the extended certificates and the removal from the list of the old
ones, whether so intended or not, operated as a means of coercing the holders
or these lSi!,9ci8 shares into exchanging their old certificates In order to get a
listed security which could be sold or made available for borrowing purposes.
It IS now 19 years since that voting trust was created, and it has not yet been
dissolved. j »^

=

Again, in the development of the Tobacco Trust, those who were in control
of the management organized a new company known as the Consolidated
lobacco Co., to the stock of which they a'one were permitted to subscribe They
paid in 2.5 per cent of the $30,000,000 capital (which thcv shortly thereafter
repaid themselves in the form of a dividend), and thereupon offered the 4
per cent bonds of the new Consolidated Co. at par in exchange for the shares of
the old American Tobacco Co. and the Continental Tobacco Co. at 200 and par,
respectively. The bonds had no security behind them other than the stock
that was being received In exchange and the subscriptions to the stock of the
Consolidated Co. The exchange of securities having proceeded until the Con-
solidated Co. had acquired all but 11,357 shares of the common stock of the
old American Tobacco Co., application was made in the interest of the Con-
solidated Co. to remove the tobacco stock from the list and to list in its place
the new convertible bonds of the Consolidated Co. The request was granted
without notice to the holders of the outstanding 11,357 shares of the Tobacco Cu.

It is admitted by the governors of the exchange that the effect of this action
might be to further the schemes of the promoters of this enterprise to take
from the stockholders their equity and transfer that equity into the pockets of
the promoters. When that stock was stricken from the' list it ceased to be
readily available as collateral, as it had lost its market quotation. Its best
market thereafter was manifestly among the insiders, who understood its in-
trinsic value.
The holders of this stock, as did the holders of Southern Railway securities

and of a number of others that ha-i e been stricken from the list, presumably
made their purchases while the securities were listed. They did nothing to
forfeit their right to have them remain on the list and therel)y keep the market
they had when they acquired their holdings. Yet, without reison or notice,

the holders find themselves confronted with the alternative of selling at a
price fixed by the purchaser or having their market destroyed.
The rule authorizing the removal of a stock from the list is defended on the

ground that where all but a small proportion of an issue is held in a single con-
trol it is easier to manipulate the price of it and create a corner in it. This
contention, when analyzsd, amounts to the assertion that an investor who bought
his stock, relying upon its being a listed security, must be penalized in order
to protect a speculator who may sell stock that he does not own and is unable
to buy It to make deliverj'. Xo one who owns what he is selling is in danger of
a " corner."
Through the incorporation of the stock exchange there is offered to the country

an opportunity to secure uniformity of corporate regulation that is possible

through no other agency. The exchange should be made the most powerful
weapon for enforced publicity of corporate afCairs, and its business should be
augmented many times over. whilEt at the same time it would be performing
the highest order of public service.

The fact that this incongruous form of irresponsible government of the great-

est of our national agencies of finance has been tolerated all these years fur-

nishes no reason why it should longer continue. It demonstrates the dangerous
power that the financial interests have wielded over governmental agencies. I

do not mean by this that the stock exchange has knowingly exercised a corrupt

influence. I mean only that we have not yet begun to understand the potency

for evil of this unrestrained power, and have, therefore, been content to be le<l

by specious arguments to leave undone some of the most important functions
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of government. It is high time that we direct our attention to this and like

important branches of regulation.

Pray do not misunderstand me. I have not intended in anything I have said
to reflect upon the integrity of the membership of the New York Stock Ex-
change, taken in its entirety.

Judged by the standards of the past, I venture to assert that there is no
body of men in this country with a greater respect for their obligations or a
higher sense of commercial honor than the members of the New York Stock
Exchange. But happily our standards are improving. Practices that were
considered legitimate 10 years ago and that are still practiced in many quarters
of the financial world are now seen to be disreputable and intolerable. Others,
such as the dealings of officers and directors with their corporations that are
still tolerated, will soon be defined as crimes, as they are in other countries.
It will not, for instance, be long before bank officers and directors will be pro-
hibited from borrowing from their banks, and other corporate officers will be
prevented from withholding information and speculating on advance knowledge.
In judging, however, the point of view of the members of the Stock Exchange

we must remember how difficult it is for one to adjust his perspective to
changed conditions and public sentiment that conflict with self-interest and
long-continued license. All of our judgments are apt to be warped where self-

Interest obstructs our -cision. But the strange part of it all is that these gen-
tlemen are not only blind to the possibility of inflrmlty in their judgments as
to the necessity for governmental control but are not even willing to accord
to the critics of their methods the common justice of good faith and honest
public-spirited motives in maintaining a different point of view.

I am convinced that the time will come, and before long, after incorporation
and regulation have been enforced, when those who are now bitterly assailing
and slandering the champions of this legislation will find that it has marked
the dawn of a new era of usefulness and prosperity for them and the exchange,
and will feel grateful to those who have pointed the way.

STATEMENT OF WILLIAM C. VAN ANTWERP, NEW YORK, N. Y.

The Chairman. Will you give the reporter your name, address,
and relation to this matter ?

Mr. Van Antwerp. William C. Van Antwerp; a member of the
firm of Van Antwerp, Bishop & Co., 15 Broad Street, New York.
Mr. Chairman and gentlemen of the committee, I have the honor

to appear before you representing my coileag-ucs. the members of the
New York Stock Exchange, who have asked me to appear to ex-
plain their opposition to the pending bill.

Before dissecting the bill paragraph by paragraph, I should like,
with your permission, to clear up one or two obscurities that re-
sulted from yesterday's discussion. One of those obscurities had to
do with the organization of the London and Paris exchange, which
I think we should have stated correctly in the record, lest misappre-
hension exist as to their resemblance in any way to the New York
Stock Exchange. I will dismiss the subject very briefly without
taxing your patience.

The London Stock Exchange is an unincorporated body, with a
present membership of 5,000, who are elected only for one year.
For that reason, and for the fact that 5,000 are too many to handle
the business, big as it is, memberships have very little financial
value, and hence a diminishing sense of responsibility goes there-
with. The rules of the London Stock Exchange are, of course very
much more lax than those in New York, and all the conditions which
we regard here of the utmost importance in effective stock-exchange
work are to a greater or less degree lacking there.
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To cite but a single instance, before we allow the listing of any
securities in New York, it is necessary that the company should
show at least one year's earnings. Nothing of that sort is necessary
or insisted upon in London, because if it were so the bankers would
not finance the new undertaking at all. They must have, as a con-
dition prerequisite, at least an admission to what is Imown as the
" official settlement " on the London Exchange to make the securities
desirable collateral for the purposes of the bankers.

Senator Shafeoth. What is the rule about the bourse in Paris?
Mr. Van Antwerp. I will come to that in just a moment. May I

finish this first. Senator Shafroth ?

Senator Shafeoth. Oh, certainly.

Mr. Van Antwerp. There is almost no publicity in the London
Stock Exchange, although the necessity of it seems to be very great
by reason of the fact that their dealings are vastly larger than ours.
The number of securities traded in on the London Exchange exceeds
9,000, whereas in New York, bonds and stocks added together, listed

• on the New York Stock Exchange, are less than 1,600. Speculation
on the London Stock Exchange also vastly exceeds ours. It is a
matter that admits of no doubt whatever. You frequently hear of
" Yankee " speculation, but I have seen much wilder speculation in

London during the Kaffir " circus," and the more recent speculation
in rubber shares.

I was speaking about the absence of publicity. One of the great-

est safeguards the public has in a large speculative market is the
quotation of prices and volume of securities on stock tickers, whence
they find their way into the newspapers and through all the various
agencies to which the public looks for its safeguard. There is no
ticker in London, nor in Germany, nor in Paris, worthy of the name.
They have a ticker which at intervals through the day will in a

mechanical way quote a few bids and offers of a few active stocks.

Many bankers and brokers do not even install them in their banking
houses because they are so inadequate and so unsuited to the business.

Then, too, the business of the London Stock Exchange is confined

to dealings between brokers and jobbers, a distinction of which we
know nothing in New York. Our dealings are all made in the

open; the brokers trade with each other, and everything is known
about it. Price and volume are reported at once on the tape, and the

reporters for the various financial agencies hasten to get all the pos-

sible details entering into any transaction or any series of trans-

actions which seem to possess public interest.

In London the dealing is confined between the broker and the

jobber; it is necessarily a secret dealing, something we should regard

as highly inimical to public interests here.

Senator Hitchcock. Will you define a jobber?

Mr. Van Antwerp. Yes. A jobber can best be defined, perhaps,

as a dealer. For example, if I, as a London broker, receive a order

to buy 10,000 steel, I have to go, under the rules, to you as a dealer.

There is a long row of these jobbers standing there, competing with

each other, but competing silently, each one trying not to let the

others know what he is doing. In New York I go right into the Steel

crowd and bid for my Steel, and 50 or 60 other brokers competing

with me make what we think is a free market, with the fullest possible
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publicity. In England the dealings with this jobber are necessarily

secret. He asks me what I want to do, but I do not let him know
whether I want to buy or sell. I hem and haw around with him,

and parry
I
and fence, and finally he quotes a price. If the price is

satisfactory to me and to my customer, I close. Now, as he is a dealer

it is highly important to him that he should be in a position to pro-

tect himself, having committed himself to such a large bargain ; con-

sequently he does not want the other jobbers to know what he has

done, nor does he want the public or anybody else to know what his

position is, lest in his efforts to adjust it they make it difficult for him.

Senator Hitchcock. He may be there either buying or selling ?

Mr. Van Antwerp. He is doing so all the time. Senator Hitchcock.

Is that quite clear ?

Senator Hitchcock. Yes.

Senator Shafeoth. You say he is a dealer. Is he a jobber also?

Mr. Van Antwerp. I am using it as a synonymous term. There-
fore I say our dealings and our publicity are far and away superior

to those in London. I will not pursue the subject of the London
Stock Exchange. I have only done so to illustrate the impossibility

of attempting to arrive at a comparison between the London Stock
Exchange and the New York Stock Exchange.
The Chairman. Before you leave the London Stock Exchange

will you explain what relation the general companies acts have as

bearing upon the validity of stocks dealt in ?

Mr. Van Antwerp. Yes. I will do so now if you insist upon it,

but I would like to discuss it under the head of listing securities. I

am going into it more at length then, with your permission.
The Chairman. Please do so at your pleasure.

Mr. Van Antwerp. In London and Paris the conditions are so

wholly dissimilar to those in New York that it is almost impossible
to make comparisons. The Paris Bourse is an absolute Government
monopoly. There are only 70 stock brokers in the Paris Bourse ; and
they are ministerial appointees, and hence officers of the Government.
This arose in a curious way, which I will explain, because I think the
mere existence of a stock brokers' monopoly is sufficiently unique to

warrant a word of explanation.
It arose under Louis XIV, whose extravagances had so depleted

the exchecquer that he sold a lot of " offices " f6r cash to almosl
everybody who was engaged in any line of business. He classified
them, and made it a condition prerequisite to their continuing in that
business that they should buy from him the right to do so. Among
them were the people dealing in the streets and coffee houses in
securities; he grouped them together and classified them as stock
brokers. That was in 1705. He sold to them the right to do busi-
ness for a cash consideration. There were only 20 to start with. As
time went on the King's exchecquer became depleted again and
again, and it was his practice and that of his successor, Louis XV,
to sweep all these people out of office on these occasions and sell a
lot of new " offices." In that way it became a permanent fixture
of the French stock-market routine, and it was not until 100 years of
that sort of thing had gone by that they secured any permanent status.
The number of stock brokers, originally 20, is now 70.

Senator Hitchcock. They pay the Government for the privilege
of doing that business ?
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Mr. Van Antwerp. Yes, sir ; they deposit a bond.
Senator Shafroth. About how much ?

Mr. Van Antwerp. The " right of introduction," as it is called,

now sells. Senator Shafroth, for about $360,000 and the bond is

$50,000. The Government has created a Frankenstein, from which it

can relieve itself only by indemnifying it.

Senator Hitchcock. Each membership is for that account?
Mr. Van Antwerp. Yes.
There is a great popular outcry against the monopoly over there,

and this is especially true in Paris.

Senator Hitchcock. The Grovernment is not privileged to sell ad-

ditional seats?

Mr. Van Antwerp. I do not know whether the Government could
do so or not. The Government did, some years ago, at the request of

the Chambre Syndicale, the central governing board, assent to the

sale of 10 additional seats. They are much sought after. There are

a great many people who would be glad to have them sell 10 more,
but I think such action is very doubtful. It is a very powerful finan-

cial monopoly, and naturally the insiders do not want to increase

the number if it can be avoided.

Senator Hitchcock. The Government gets nothing except the

original purchase price?

Mr. Van Antwerp. That is all that is paid. It goes to the mem-
bers nowadays. Originally the Government got it.

Senator Hitchcock. It does not get any yearly income tax ?

Mr. Van Antwerp. No, sir; not to my knowledge.

Senator Shafroth. Is it a life membership or perpetual member-
ship?
Mr. Van Antwerp. It is during good behavior; of course bank-

ruptcy would result in the sale and transfer of a membership.

Senator Shafroth. It can not be transferred by a firm or corpora-

tion?

Mr. Van Antwerp. I believe it can. The " right of introduction

can be transferred with the consent of the Government.

'Senator Shafroth. What is the limitation? Is it forever?

Mr. Van Antwerp. The limitation is 70 men.

Senator Shafroth. No; I mean the limitation of membership.

What is the length of time it may continue?

Mr. Van Antwerp. Until the member dies or until the transfer

of his " introduction " to another who buys his seat.

Senator Shafroth. Then that seat is paid for forever, as long as

liG tr&nsfGPS it ?

Mr Van Antwerp. In case he simply transfers it, the Govern-

ment requires a bond of 250,000 francs for security. There is no

possible way, you see, of comparing either of those exchanges with

our own. .,^„^„„„„ ti jo
Senator Hitchcock. When you said $360,000, did you mean francs i

Mr Van Antwerp. No ; I meant dollars. It is 1,500,000 francs to

2,000,000 francs. They vary in price, as all memberships do

Senator Hitchcock. Suppose a man dies m oflice, does the estate

Mr Van Antwerp. No; it is transferred to somebody else, who

buys "it at the market price. That is what constitutes the price.
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The Berlin Bourse I will not speak about, because Prof. Emery,
of Yale, who has made a study of it and who has been on the ground,
will shortly be here, and he will speak on that subject.

To change the subject somewhat abruptly, I find, on referring to

a document left here for the purpose of insertion in the record yester-

day
Senator Hitchcock (interposing). Before you leave the subject of

the Paris Bourse, state whether the Gavernment regulates its transac-

tions.

Mr. Van Antwekp. Oh, yes; it not only regulates it but controls

and restricts the actions of members with an iron hand. Being an
absolute Government monopoly, they are very glad to have the Gov-
ernment do so. knowing that the Government will safeguard that

monopoly.
Senator McLean. What are the regulations for listing?

Mr. Van Antweep. The French have their companies act. I will

come to that later.

The Paris Bourse is not held responsible for company organizations,

which are under rigorous statutory control.

At the conclusion of the hearing yesterday the speaker who had
addressed you during the day asked permission to have inserted in

the record a brief, which we assumed embodied his remarks of yes-

terday. I find on referring to that brief and to the New York morn-
ing papers some matter that did not appear in his verbal remarks,
but which has, as I say, found its way into the newspapers and done
us of the stock exchange a very great injustice.

Mr. Untermyer. I do not think, if I may interrupt, that any mem-
ber of the committee understood that I had stood here all day and
had put into the record just a formal argument. On the contrary,

I stated I had not been able to do so because of the trend the discus-

sion had taken, and stated I had a formal argument.
The Chairman. The chairman so understood it.

Mr. Van Antwerp. So did I understand it. I am not implying in

any way that it was not understood. Still the fact remains that the

harm has been done, as the matter I am about to refer to has been
given widespread publicity.

On page 15 of the brief left with the committee yesterday appear
these words

:

The exchange maintains a publicity department disguised under the eupho-
nious title of the " library committee." The latest accomplishment of this

bureau is only a few days old, when there was distributed from Washington and
published all over the country a canard to the effect that the President had
expressed his disapproval of the bill now under discussion. So persistent and
circumstantial was the rumor that an explicit denial from the "White House
was considered advisable to prevent the discrediting of the legislation. Such
methods are most unfortunate, for they are bound to react against the exchange
and thus obscure the merits of the controversy, which the champions of this
measure are anxious to have impartially and impersonally discussed.

I am a member of the library committee of the New York Stock
Exchange referred to. No member of that committee, directly or in-

directly, nor anyone acting for them or representing them, at any
time has caused to be circulated in any way, shape, or form such a

canard or rumor as the one here described.

Mr. Untekmter. "Was not Mr. Van Antwerp in Washington the
day before that appeared in the papers ?
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Mr. Vak Aktweep. I was.
Mr. Untekmyer. Did he not see a newspaper man I

Mr. Van Antwerp. I did not.
Mr. Untehmyer. "i ou did not see a newspaper man ?

Mr. Van Antwerp. I did not.
Mr. Unteemyer. And Jlr. Van Antwerp is chairman of that com-

mittee ?

Mr. Van Antwerp. I am not.
Mr. Untermyer. He is in charge of the bureau ?

Mr. Van Antwerp. I am not.
Mr. MiLBTjRN. Mr. Chairman, might I raise a question ? We pur-

posely, all throughout Mr. Untermyer's statement on yesterday and
this morning, refrained from interrupting him. thinking he was en-
titled to make his statement in his own way, and that it would not be
fair—of course the Senators are different—for us to question his
statements or to interrogate him. We religiously and faithfully
observed that rule. I think it should be observed with Mr. Van Ant-
werp.
Mr. Untermyer. I agree with you, Mr. ililburn. I shall not in-

terrupt again.

Mr. MiLBtJRN. There will be ample opportunity for Mr. Unter-
myer to question Mr. Van Antwerp later.

Mr. Van Antwerp. J did not know Mr. Milburn was going to say
that. So far as I am concerned, Mr. Untermyer may ask any ques-
tions at any time.

I should like, in view of the statement I have just made to you, Mr.
Chairman, to ask Mr. Untermyer to withdraw from the record the
paragraph under discussion.

Mr. Untermyer. I should first like to make this statement: The
fact is, is it not, that a circumstantial account did appear in the news-
papers all over the country shortly prior to the date fixed for this
hearing, to the effect that the President disapproved of this legisla-

tion? I happened to reach Washington the morning that appeared
in the papers and saw it in the papers. I did not believe it was true,

so I called up the White House, as I felt it would have an injurious
effect and would prejudge this legislation. The statement was cor-

rected from the White House. It was stated the President had not
said any such thing or intended that any such thing should be said.

What he had said was that only those measures were strictly admin-
istration measures which were specifically mentioned in the platform,
such as interlocking directors, holding companies, and that the stock

exchange measure had not been specially mentioned in the platform
and therefore it Avas not an administration measure; but he had not
expressed nor implied any disapproval of the matter.

Then I learned that Mr. Van Antwerp, whom I knew had been

concerned in the publicity end of the stock exchange business, had
reached Washington that afternoon, and I also learned from somer

newspaper men—or at least I was told he had seen some newspaper
men or they had seen him. I knew Mr. Van Antwerp had been very
active in the literary department of the stock exchange for quite ai

long time. I do not mean to say improperly active. I do not imply
anything of the kind. But he had been before he became a governor

30578—14 8
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of the exchange, which was very recently, quite active in the publicity

department of the exchange.

That is the only basis I had for the statement, and in view of Mr.
Van Antwerp's statement now made I would like to withdraw it

except to the extent which I have stated.

The Chairman. Proceed, Mr. Van Antwerp.
Senator Weeks. May I ask Mr. Untermyer with whom he com-

municated at the White House and who gave him the information
which he has just stated to the committee?
Mr. Untermyer. I do not think I care to say that. Senator Weeks,

although it is not a matter of any secrecy that I can see. The news-
papers show that it was corrected that daj^ and the correction did
appear.

Senator Weeks. Yes, I recall; that is true.

Mr. Untermyer. It does not seem to make much diiference.

Senator Weeks. I do not know that there is any more basis for the

correction than there was for the original statement.

Mr. Untermyer. I think when the President authorized it to be

corrected, he knew what he had stated.

Senator Weeks. Did the President authorize the correction ?

Mr. Untermyer. It appears from the newspapers reports that it

was authorized. What I mean is it was a White House statement, as

the other had been.

Senator Weeks. Do you knoAv Avhether the President did authorize
the correction?

Mr. Untermyer. No; I assume it as I assumed the other, and I

have the right to assume them both.

Mr. Van Antwerp. May I proceed, Mr. Chairman?
The Chairman. Proceed, Mr. Van Antwerp.
Mr. Van Antwerp. Referring again to the pamphlet or brief

which was filed here for the record last night, I have to refer to an-
other feature of this discussion which is very unpleasant, and one I
will get through with as rapidly as I can for that reason.
On page 8 of the brief left with the committee yesterday by Mr.

Untermyer—and in almost every page of his statement made to you
yesterday—there appear these words or their equivalent

:

There Is no basis for the impression that the exchange, through its press
bureau, has industriously sought to create, in order to excuse the deplorable
showing it made, that there was anything unfair or one-sided about the manner
of conducting the Pujo inquiry.

I only discovered this this morning, but to make the record clear I
want to read two citations only from the testimony adduced at the
hearings of the Pujo committee.
One of our witnesses, testifying on a most important matter, the

Stock Exchange Clearing House, was attempting to explain what was
accomplished by the exchange of tickets, balancing of differences, etc.,

when this colloquy occurred, which you will find on page 866 of the
printed record of the Pujo committee. Mr. Streit, in answer to a
question

:

Mr. Streit. Anything that increases the facilities of the exchange may be
conducive to speculation, but the clearing house is simply

Mr. Untermyer (interrupting). I do not want to have a general discussion of
the subject, and I have not asked for it. You understand that, do you not?
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That is rather an important subject and that is the way it was
treated.

Turning to page 496 of the record, there is another illuminating
illustration of the matter which the gentleman who addressed you
yesterday spoke of as " the entire fairness of the inquiry." One of
our witnesses, Mr. Pomroy, a former president of the exchange, had
been testifying in the matter of striking securities from the list, and
especially the matter of the American Tobacco Co., which was briefly
referred to yesterday. Counsel asked him the question

:

Mr. Untermyer. There came a time, did there not, when application was
made to the stocli exchange to remove the stoclts of the American Tobacco Co.
and the Continental Tobacco Co. from the list?

Mr Pomroy. No, sir; no application was made.
Mr. Untermyer. You did it of your own motion?
Mr. Pomroy. We did it of our own motion.
Mr. Untermyer. Have you any documents on which you based your action?

All the documents asked for were produced and are printed in the
record at pages 501 and 504. They fully substantiate Mr. Pomroy's
testimony.

But counsel was plainly not satisfied with that, and the following
colloquy ensued in an effort to connect us with Thomas F. Eyan, one
of the disgraceful episodes unfairly suggested in the word " fraudu-
lent " in the title of this bill

:

Mr. Untermyer. Did you know who was in control of the Morton Trust Co.?
Mr. PoMEOY. No.
Mr. Untermyer. You never heard of that? You never heard that Mr. Thomas

F. Eyan was in control?
Mr. Pomroy. I saw by 'the letterhead that Thomas F. Ryan was vice president.

Mr. Untermyer. Did you not know that he was the controlling man?
Mr. Pomroy. No.
Mr. Untermyer. You did not laiow anything about it? How long did you

say you had been in Wall Street?

Mr. Pomroy. Since 1878. And I did not know that.

Mr. Untermyer. You did not know that?

Mr. Pomroy. No.
Mr. Untermyer. You did not know that Mr. Ryan was the dominating spirit

in the Consolidated Tobacco Co. and in the American Tobacco Co. and the Con-

tinental Tobacco Co.?
Mr. Pomroy. No.
Jlr. Untermyer. Did you know he was one of them?
Mr, Pomroy. I presume I did. That has been 10 years ago.

Mr. Untermyer. That is as much as you want to say, is it?

Mr. Pomroy. That is as much as I say.

Mr. Untermyer. It is as much as you want to say?

Uv. Pomroy. What I have said is the truth.

Mr. Untermyer. That is not the question, etc.

Mr. Pomroy was the only witness who testified on this point. He
was under oath. Here is his testimony and here are the papers called

for in support of it. If we struck these securities from the list at the

request of Thomas F. Eyan, or of his company, or of any of his

subordinates, we were plainly open to a serious charge. You have

seen that we did not do it, and you will see from the record that no

possible reason exists for thinking that we did do it. Yet see what

the Pujo committee reports in its conclusions at page 41

:

The exchange having proceeded until the Consolidated Co. had acquired all

but 11357 shares of the common stock of the old American Tobacco Co.. the

Morton Trust Co., whose vice president, Mr. Thomas F. Ryan, was one of the

dominapt factors in the Tobacco Trust, requested that this issue be taken from

the list. The request was granted.
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I have no further comment to make on that subject, gentlemen.

I am a stockbroker, accustomed to calling things by their right

names, which could not be employed here.

All day yesterday you were asked to listen to the repeated asser-

tion that " fraudulent " transactions were taking place daily on the

Exchange. " Fraudulent " is a feature and a conspicuous feature of

the title to this bill. It is injpossible that you should understand

some of our objections to this bill unless we go rather fully into this

question of whether these transactions on the stock exchange are

fraudulent or whether they are not.

Senator Hitchcock. Is that testimony which you have read, Mr.

Van Antwerp, all the testimony that relates to the process or method

of striking off stocks ?

Mr. Van Antwerp. Of the American Tobacco Co. ?

Senator Hitchcock. Yes.

Mr. Van Antwerp. No ; I would not say that. Senator Hitchcock,

because 1 do not know; but I do know that it is all the testimony

that relates to Thomas F. Ryan's connection with it.

The Chairman. Mr. Van Antwerp, we are obliged to suspend at

this time. The committee will take a recess until half past 1.

(Thereupon, at 12 o'clock noon, the committee took a recess until

1.30 o'clock p. m.)

AFTER RECESS.

The committee met, pursuant to the taking of recess, at 1.30

o'clock p. m.

STATEMENT OF WILLIAM C. VAN ANTWERP—Continued.

The Chairman. The committee will come to order. Mr. Van
Antwerp, you may proceed.

Mr. Van Antwerp. At the time of adjournment, we were about

to discuss the question of the so-called manipulation, which was
variously referred to in the remarks of yesterday as " fraudulent."

On page 4 of the brief- submitted to you yesterday reference is made
to the " blindly reckless action of the exchange," to the " abuse and
persistent unwillingness of the exchange authorities to interfere with

these vicious practices " ; the " enormous scale upon which these

various practices were conducted " ; and " that this was being done
whilst the inquiry was in progress"—meaning the Pujo inquiry.

If this is a statement of fact it is a very serious matter, indeed.

If " fraudulent " transactions were being conducted on the stock

exchange at that time or at any other time, and if the evidence reveals

such a state of facts, it becomes of very great moment to this com-
mittee and to the public to find out about it. Not only is it of great
importance to this committee and to the public, it is of monumental
importance to, the investors of this country whose confidence in the

New York Stock Exchange is daily revealed. I refer to the 4,000,000
shareholders in this country; and I call your attention to the fact

that their number is increasing all the time ; securities are constantly
receiving a wider and wider distribution. Recent compilations un-
dertaken by an authority in such matters show that while in 1906
the average holding per individual investor was 219 shares that
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amount has steadily decreased until to-day the average holding per
individual is 92.8 shares.

Senator Hitchcock. Does that mean shares dealt in on the New
York Stock Exchange?
Mr. Van Antwerp. No, sir ; all shares held per individual.
Senator Hitchcock. In what corporation?
Mr. Van Antwerp. Throughout the country in all corporations.

In other words, the corporations are no longer owned by a few rich
men and rich families able to look out for themselves, but by the
small shareholder, the small investor, the widow and the orphan.
We hear a great deal about the greedy owners of these great corpo-
rations and about the bloated bondholders; but when you come to
trace these bloated bondholders to their lair you find from these
figures that the securities are not owned by them but by a multitude
of small or odd-lot holders of securities:

Senator Shafroth. How did they get this data as to the amount ?

Mr. Van Antwerp. As I understand it, Senator Shafroth, they
called upon all the important corporations to furnish them with the
data from their transfer books.

Senator Shafroth. You mean the Stock Exchange of New York?
Mr. Van Antwerp. No. This was compiled by a financial au-

thority of New York. I think his name is Jacob Seibert, th^ editor
of the Chronicle, a well-known authority, who continues this com-
pilation from year to year. It is one of the features of his paper.
We have come to regard them, and I think everyone else has, as the
best authority we have.
An article from the pen of Mr. Seibert, if I am correct in his

name, I would like to read to you. It is as follows

:

Educational, religious, charitable, and other Institutions for public benefit
rather than accumulation, together with savings banks and insurance com-
panies, are bottomed upon railway stocks and bonds. It might be truthfully
said that there is hardly a person living who has a handful of savings not
hidden in stockings or buried in the ground but is in reality an investor in
these securities, because he is an informal investor in institutions which are
formally such.

Now, if it is a fact that we are indulging in " fraudulent " prac-

tices, the confidence of these people is bound to be seriously shaken.
I think there can be no dissent from that fundamental proposition.

Furthermore, as to the members of the stock exchange themselves,

this bill carries with it in its title the words " fraudulent transac-

tions," which is also of very grave importance if it is true; if it is

not true, it is an insult to the whole membership. In an address de-

livered before the Illinois Manufacturers' Association at Chicago on
January 5 counsel for the committee that offers this bill said of the

exchange membership

:

The great body of the membership is composed of men as honorable as in

any other calling.

And again he says

:

There are men in its ranks who will compare favorably with the most public-

spirited citizens.

There is something irreconcilable about this allegation of fraud

and these statements of honorable dealing. " The voice is the voice

of Jacob, but the hand is the hand of Esau."



118 REGULATION OF THE STOCK EXCHANGE.

Now, let US inquire into the principal case cited yesterday, the case

of the California Petroleum Co., to find out whether or not these

allegations of fraud are true. The definition of "manipulation,"

given in this bill at page 10, says

:

Any purchase or sale that artificially depresses, inflates, or otherwise in-

fluences the market price.

Now we are getting somewhere. We will begin to know soon what

these " fraudulent " transactions are, whether they constitute ma-

nipulation or whether they do not, and unless we can arrive at a very

real understanding on that point the issue is hopeless. If this means

what it says, " artificially depresses, inflates, or otherwise influences

the market price," no broker could ever execute an order without

submitting himself to the possibility of being charged with the in-

tent indicated in this bill. Every purchase and sale does tend, to a

greater or less degree, to depress, inflate, or otherwise influence a

market. It is the necessary result of any purchase or sale. This bill

makes a man a manipulator, and hence a violator, of the law if he

makes or gives an order, foreseeing its natural effect. If you will

write a clause, into this bill prohibiting all transactions of this char-

acter at the same price, where the buyer and the seller meet by col-

lusion, and there is a clear intent at manipulation, we will agree with

you that that is important and that it is just exactly what we our-

selves are trying to prevent. But left as it is, it is altogether mis-

leading and may accomplish a great deal of harm.
Coming down, then, to the specific case of the California Pe-

troleum Co., the one that was investigated at great length by the

Pujo committee, you will find the testimony set forth on pages 1282

and 1283 of the stenographer's minutes of the Money Trust investi-

gation. The part of this testimony which bears most directly on the

point in issue is this

:

Mr. Untermyek. Do you know, Mr. Henry, that the market operator,

Lewishon Bros., were doing the buying and selling themselves every day?
Jlr. Heney. Surely.
Mr. Untermyer. In other words, they were putting in orders to buy and

orders to sell?

Mr. Henry. Certainly.
Mr. Untermyer. Every morning?
Mr. Henry. Certainly.
Mr. Untermyer. And you were a party to that?
Mr. Henry. They were acting under our general direction.

Mr. Untermyer. Every morning they would give orders to certain brokers to

buy and orders to certain brokers to sell?

Mr. Henry. They would put in selling orders on a scale up and buying orders

on a scale down.
Mr. Untermyer. Yes.

Mr. Henry. That is done to steady the price of the stock.

Mr. Untermyer. You think so? It is done to make an appearance of activity
,

in the stock, is it not?
Mr. Henry. No, sir ; it is done to steady the price of the stock.

Jlr. Untermyer. Why should you, for instance, give orders to half a dozen
brokers or more to buy a given amount of stock and orders at the same time

to sell stock, w}th the idea that you would not at the end of the day have any
stock either bought or sold?

Mr. ITenby. Will you let me answer that in my own way?
Mr. Untermyer. Yes.

Mr. Henry. When a new stock is put on the exchange, on any great exchange
like the New York Stock Exchange, there is one thing that is very necessary

and that is that its price shall be steadied. When you have no active market
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in a stock, when you are building up an active marliet in a new stoclv, tlie first
tiling a banking house does, what it wants to do, and what it must do, whether
it makes a profit or a, loss out of it, is to steady the price of the stock. If
people come in to buy 6,000 or 7,000 shares of stock, and there is not much
around, if they do not sell the stock it will be bid away up and have a big
advance. On the other hand, if somebodjy comes in to sell 6,000 or 7.000 shares
and there are no large buying orders in there the price of the stock is going
to be a great deal lower than it would otherwise. If you put in buying orders
on a scale down and selling orders on n scale up the effect of that is to steady
the price of the stock. Its fluctuation is not as violent or as wide as it would
be otherwise.

From the testimony of this witness who Avas the principal wit-

ness in the case, it appears that the bankers, who, by the way, had
previously disposed of their stock and had no interest in the buy-
ing and selling orders other than that of creating a stable market,
gave orders to their brokers to buy the stock on a descending scale

and to sell it on an ascending scale. When this testimony came out,

coupled with the conclusion of the Pujo committee, there was an
inference on the part of a great many unthinking people that this

was manipulation, rank manipulation. It forms the very basis for

the use of that word " fraudulent " in the title of this bill. It be-

comes, therefore, of primary importance to us of the stock exchange

to have it clearly understood, and I beg of you gentlemen to in-

terrupt me as I go along, or question me, until we can have it un-

derstood. ,

Here was a new security, making its first bid in the usual way on

the stock exchange for public support. The public had no long

familiarity with the property, and would only buy the stock upon
an assurance or a feeling of certainty that a market for its shares

could always be had. "Very many people buy into such properties

because they feel they can get out whenever they want to.

The Chairman. I should like to ask you a question, on your in-

vitation.

Mr. Van Antwerp. Yes, sir ; as many as you like.

The Chairman. This stock went to 72, did it not ?

Mr. Van Antweep. Yes.

The Chairman. It went down to 16 afterwards, did it not?

Mr. Van Antwerp. Yes. I am accepting your figures as correct.

I haven't them with me.
, j

The Chairman. Then the public were led to believe that it had

a stable market value by these buyings and sellings to stabilize the

price, were they not?

Mr. Van Antwerp. Yes.

The Chairman. And, after the stock had been sold to the public,

then the public discovered that it did not have a stable price, did

they not?
Mr. Van Antwerp. There was a price there all the way down at

which the public could sell.

The Chairman. Down to 16? ....
Mr. Van Antaverp. Yes, sir. I am coming to that m ]ust a mo-

ment. I think, perhaps, we should throw a little more light on that.

Senator Weeks. How long after the stock was placed on the mar-

ket was it before it went to $16 a share?

Mr. Van Antwerp. How long before?

Senator Weeks. Yes.
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Mr. Van Antwerp. I do not remember when it sold at 16. I

remember when it sold at 72. That was the day it was put on the

board—the very first day. I am coming to that a little later. I was
in the crowd myself, Senator.

Senator Weeks. In what year was that ?

Mr. Unteemyee. That was between October and December, 1912.

Mr. Van Antwerp. October, 1912.

Senator Weeks. Incidentally, I want to ask you this question,

because I may forget it. I think you stated in the early part of your
testimony that a stock was not listed until the company had been in

operation a year?
Mr. Van Antweep. The company must show at least one year's

earnings.

Senator Weeks. One year's earnings.

Mr. Van Antwerp. Yes, sir.

Senator Weeks. This company, according to the statement made
yesterday by Mr. Untermyer, was listed on the stock exchange
within a month or two of the time the company was organized.

Mr. Van Antwerp. At the time the coordinate properties were
amalgamated into this company—

—

Senator Weeks. Then these were operating and producing com-
panies
Mr. Van Antwerp. They submitted to us all the earnings of the

subsidiary companies.
Senator Weeks. They were operating and producing companies,

which were brought together and called the California Petroleum
Co.?
Mr. Van Antwerp. Yes.
Senator Weeks. And listed under that name ?

Mr. Van Antwerp. Yes.

Senator Weeks. Although they did show earnings for a year?
Mr. Van Antweep. Oh, yes. They could not have been listed on

our board otherwise.

Before we follow the price of the stock, I want to go a little further
into this particular phase of this discussion. It is necessary, as I
said, in establishing a market for a new stock when it makes its

appearance for the first time, to see that buying orders are put in and
that selling orders are put in. It is being done all over the world in

new securities. The stock having sold, let us say, at 60, the plan of
these bankers was to put in orders to buy at 59|, at 59^, at 59J, and
so on, each quarter of 1 per cent down. They also had orders to sell

it at 60i, at 60^, at 60f, and so on on a scale up, thus providing a
Stable market at all times for the new shares. That process is kept
up, I may say, until after a time the securities, if they have value,

find their way into public confidence, into the investment market, and
become standard stocks. Of course, you will recognize that it is not
necessary to do such a thing as that with an old security like St.

Paul, or a stock like Great Northern. Those stocks have their
market ; they have their place in the minds and in the confidence of
investors and speculators all over the world. It is not necessary to

place supporting orders on a scale down or selling orders on a scale

up. These seasoned securities take care of themselves, but until they
have reached-a point where they can take care of themselves this form



BEGULATION OF THE STOCK EXCHANGE. 121

of stabilizing the market has become general, and I will show you
that it has the approval of very eminent authority.
That approval to which I refer finds expression in the report of

the committee appointed by the then governor, now Mr. Justice
Hughes, of the Supreme Court. They went even further than we
of the stock exchange thought of going in supporting what is called
here "manipulation." There are forms of manipulation that they
support that we, being ultraconservative, do not. Therefore, I think
if they can support methods that go further than our rules permit,
we can safely rely upon their dictum as applying to the metnods I
have just described to you. They say

:

Tliis has certain advantages, and when not accompanied iiy matched orders
is unobjectionable per se. It is essential to the organization and carrying
through of important enterprises, such as large corporations, that the organizers
should be able to raise the money necessary to complete them. This can only
be done by the sale of securities. Large blocks of securities, such as are fre-

quently issued by railroad and other companies, can not be sold over ,the

counter or directly to the ultimate investor, whose confidence in them can, as
a rule, be only gradually established. If the securities are good, and bids
and offers bona fide, open to all sellers and buyers, the operation is harmless.

It is merely a method of bringing new investments into public notice.

Now that, gentlemen, is precisely what was done in the case of the

California Petroleum Co.
Senator McLean. If I understand you, the owners first put the

price of this stock at 69 or about there ?

Mr. Van Antwerp. You say you understood me to say that?

Senator McLean. Yes ; the owners oif these banlts, in the first in-

stance, put it on the market. There was none on before, and they

put it on at $59 a share ?

Mr. Van Antwerp. I will have to interrupt you there, Senator.

They do not put it on at any price.

Senator McLean. They want to get a price for this stock, as I

understand you, and stabilize that price ?

Mr. Van Antwerp. Yes.

Senator McLean. And that price is fixed in the first instance by

their representatives in some manner, is it not ?

Mr. Van Antwerp. Yes, sir.

Senator McLean. Upon what basis is that price fixed?

Mr. Van Antwerp. In our board, after it is listed?

Senator McLean. Yes ; after it is listed upon the stock exchange

upon what basis do these owners fix its first price?

Mr. Van Antwerp. Let me answer that by illustrating what hap-

pened in fixing the first price on the stock exchange for this very

stock. Mr. Milbum calls my attention to the fact that the stock had

been traded in on the curb for a long time before it was admitted to

the board ; but I would like to confine this discussion to what hap-

pened on the board, because there I speak of what I know. Now,

then, what happened on the board ? Here is an immense speculative

market, open to all the people of this country. In some way, which

is not to be discussed here, the fame of this new thing had become

tremendously disseminated ; everybody seemed to have heard of it.

The Chairman. Was great publicity given to it ?

Mr. Van Antwerp. If so, it was not done by the stock exchange,

Senator. You will bear us out there. On the morning of the day it

opened on the stock exchange for the first time there was a crowd
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gathered such as I do not think I have ever seen duplicated in my
experience there. The new oil stock had been talked about by every-

body.
Senator Weeks. You mean gathered on the floor of the exchange

around the pole where the stock was being traded in ?

Mr. Van Antweep. Yes: gathered around the post were the stock

was being traded in. It was a tremendous crowd—an unusual and
spectacular crowd. I was, unfortunately, in the middle of it with

some orders. There was pandemonium when the gong rang
indicating the opening of business. I do not remember the exact

figures, but men on one side of this crowd were trying to buy stock,

we will say, at 72, while men on the other side of the crowd were
selling it in the sixties. It was one of those immense openings that

perhaps are duplicated only once or twice in a decade on the stock

exchange.
The Chaikman. Were these prices published in all the newspapers

of the country ?

Mr. Van Axtweep. The prices on the stock exchange?
The Chairman. Yes.
Mr. Van Antaverp. Oh, yes.

The Chairman. Those quotations were sent, were they, to the dif-

ferent newspapers, or given out to the newspapers ?

Mr. Van Antwerp. Through the Western Union Telegraph Co.

and the Associated Press. I presume the newspapers had access to

them in that way.
The Chairman. You mean they did not get it from the stock ex-

change ?

Mr. Van Antaverp. We sell our quotations to the Western Union
Telegraph Co.
The Chairman. You sell the quotations?
Mr. Van Antwerp. Yes. I think that was brought out yesterday.
The Chairman. And the Western Union sends them to all the

papers in the country ?

Mr. Van Antaverp. The Associated Press does
;
yes.

The CHAiR:\rAN. They have the exclusive right to get these quota-
tions ?

Mr. Van Antwerp. No ; not the exclusive right, because the ticker
service south of Chamber Street is supplied by the New Yor];: Quota-
tion Co.

Senator Shafroth. These people who were arranged in two classes

on the sides of the pole were all brokers, were they ?

Mr. Van Antwerp. Yes.
Senator Shaeroth. Members of the stock exchange?
Mr. Van Antwerp. Of course; nobody else is allowed there.
Senator Shafroth. Could that condition have been worked out by

the owners, or the original promoters, of this stock?
Mr. Van Antwerp. It is conceivable that it could have been. This

is a matter of opinion, you understand. They could have caused the
fame of this stock to be spread broadcast throughout the country.
But I have been told, and I have every reason to think it is true, that
they were as much surprised as anybody else was at the size of the
opening of the market on that day. Certainly. I was very much sur-
prised.
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Senator Hitchcock. Had there not been any opportunity to buy
that stock before that day ?

Mr. Van Antwerp. Not on the stock exchange.
Senator Hitchcock. Where could it have been bought before that?
Mr. Van Antwerp. On the curb.
Senator Hitchcock. Why should there have been such a stampede

to buy it on the stock exchange if it had been open to anybody to buy
on the curb ?

Mr. Van Antwerp. I can not answer that because I do not know
enough about the previous market on the curb. As I have never been
out there, I do not know.

Senator Hitchcock. It was not like a tract of land being thrown
open for the first time. It had been open for anybody to buy on the
curb, had it not?

_
Mr. Van Antwerp. Yes ; there had been a market there for a long

time.

Senator Shafroth. Could this have been brought about by this
very transaction you refer to, these houses saying " sell at a certain
price and buy at a certain price," and a number of those houses in-

ducing the brokers to do this ? Could that have been the process by
which the interest could have been worked up ?

Mr. Van Antwerp. That is conceivable, yes. But there is nothing,
so far as I am able to learn, in the Pujo evidence, supporting the
statement that such a thing was actually done. It is conceivable, of
course, that it might have been done, but I do not believe it was done.

The Chairman. These quotations, then, were fixed by members of

the stock exchange offering to sell and offering to buy ?

Mr. Van Antwerp. Yes by actual bona fide transactions in each

case.

The Chairman. And the publicity given to them was, as I under-

stood you, very widespread through the Western Union sending it to

the metropolitan press, and the press throughout the Union that takes

the Associated Press dispatches?

Mr. Van Antwerp. Oh, yes; it was a sensational incident on the

exchange, and hence it found its way into the newspapers.

The Chairman. So these prices, which you say are stabilized by
this method of buying and selling at the same time on a rising and
falling scale, are fixed in that way, and the public is impressed with

the value by these actual occurrences to which you refer?

Mr. Van Antwerp. No ; I do not quite follow you there, Senator.

The Chairman. No? I would be glad to have you explain it.

Mr. Van Antwerp. The process of stabilizing this market in Cali-

fornia Petroleum would certainly not have been operative in any

such market as took place the irorning it opened. Even though there

had actually been an attempt somewhere to manipulate that market

it would have been unavailing. No plans of any manipulators—

I

am speaking as one who was in the crowd—could have prevailed in

that particular market for that first hour, because it was too much
of a sweep ; there were too many outside people there.

The Chairman. But there were those who were buying it at a

certain fixed price, as I understand you, taking any that was offered

up to a certain limit at a fixed price?
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Mr. Van Antwerp. The specialists and various other people pre-

sumably had orders from customers to buy on a scale and to sell on
a scale.

Senator McLean. Just what part did you play in this? You say

you were there?

Mr. Van Antwerp. That is what I am trying to describe to you.

I had an order to buy, I think, 500 shares at the market. This
word " oil,'' Senator, is a word to conjure with among the speculative

fraternity, and its fan.e had become so widespread that almost every

firm in the street, it seemed to me, had an order from some customer
in its office to buy the stock. I had an order to buy 500 shares at the

market, I think. I began to buy at 65. It had opened, I think, at

62. At any rate I bought 100 shares at 65. I could not get any more
stock. I was swept all over the place, through an area almost as

large as this room. I finally got another hundred, I think, at 67. I

got a hundred as high as 70 and then I waited for a minute, exercis-

ing the ordinary caution or a broker in a wild market, and I think
I got the rest around 65. In that way I completed my order.

Senator McLean. Were you employed to help steady the market?
Mr. Van Antwerp. Not in the least.

Senator McLean. Or were you employed to buy for investment?
Mr. Van Antwerp. I do not know whether it was to buy for an

investor or a speculator. I had an order from a merchant uptown
to buy the stock, and he certainly was not in any way concerned in

any scale orders or manipulating orders.

Senator McLean. So you personally knew nothing about any
preconceived plan among the brokers for the purpose of steadying
that stock?

Mr. Van Antwerp. No, sir; and no other broker on the floor of
the stock exchange had such a plan.

Senator McLean. Was there not a pretty active market for that
stock the very day it opened?
Mr. Van Antwerp. Very.
Senator McLean. Without the assistance of this manipulation ?

Mr. Van Antwerp. That is precisely what I maintain.
The Chairman. Without the assistance, you say?
Mr. Van Antwerp. Precisely. I am going to illustrate that point

further, with your permission.
Senator Shafroth. How many shares of stock were on the market

being offered?

Mr. Van Antwerp. That morning?
Senator Shafroth. Yes.
Mr. Van Antwerp. I do not see how it would be possible, if this

room were a seething mob of brokers, to tell how many shares there
were in the market.

Senator Shafroth. What was the total issue?
Mr. Van Antwerp. I have forgotten the total issue.
Mr. TjNTERMrER. I think it was 62.000 shares of common listed.
Mr. Van Antwerp. Common stock, $9,000,000, and two millions

and a half of preferred stock.

Senator Shafroth. Was that the amount that was listed ?

IVfr. Van Antwerp. Yes.
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Senator Hitchcock. The records will show the amount of the
transactions for the day, will they not, in that stock?
Mr. Van Antwerp. Oh, yes ; the tape would show it.

Senator Hitchcock. You do not recall what the volume was ?

Mr. Van Antwerp. No, sir ; I do not.
Senator McLean. If my recollection is correct, that stock was very

widely advertised in the press.
Mr. Van Antwerp. The newspapers talked about it at great length

at the time.

The Chairman. In 21 days there were 362,000 shares actually sold.
Mr. Van Antwerp. The syndicate had previously disposed of its

stock, before it was listed on our board, and they had no interest in
conducting any so-called " fraudulent " transactions.
Senator McLean. Do you know what they disposed of their stock

for?
Mr. Van Antwerp. I have not any idea, no. It shows in the

testimony.
Senator McLean. You do not know how the value was originally

fixed?

Mr. Van Antwerp. No, sir; I do not. I would rather not testify

as to what happened before it came on the board. We are dis-

cussing the stock-exchange bill, Senator, and the operations of
bankers are past finding out.

To continue a description of that crowd—I think it may interest

you—I saw a great many men whom I kiiew quite well in the course
of the 24 hours preceding and following the opening in this stock;

men who were ordinarily extremely conservative in their specula-
tive operations; men as far removed from the insiders in this mat-
ter as you gentlemen here; who knew nothing whatever about it,

but who had become obsessed with the lure of the word "oil" in a

big speculative market. A great many of them did things I never
knew them to do before. They bought large quantities of this stock

for their personal accounts, believing they had some sort of a " gold
mine."

Senator Weeks. This is preferred stock you are discussing, is it?

Mr. Van Antwerp. No, sir ; I am discussing the common stock.

Continuing this discussion of the theory and practice of stabilizing

a market—^which is exactly what has happened in almost every new
security—if such a practice' is prohibited, if such a practice is " fraud-

ulent," as defined under the terms of this bill, let us pursue it a little

further and see how entirely proper it is in reality. Take a firm such

as Lee, Higginson & Co., a reputable, high-grade American banking

house. That firm sells, let us say, the bonds of thp Fort Smith (Ark.)

Street liailway Co. Those are new bonds. It is a very inactive

security. Suppose a man buys one of these bonds from them, and he

then decides to sell it. The only people to whom he can apply for a

market are Lee, Higginson & Co. They are the only ones who know
anything about it. They are the market. As a result, Lee Higginson

will make a market for it ; they will create a market ; they will take

the bonds back from him every time at a fair market price. If this

customer found that Lee, Higginson & Co. would not make such a

market for him in this new bond, what would he do? He would lose

his confidence in the investment market utterly, and he would have

nothing more to do with that banking house. I think that is funda-
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mental. Yet there will be no dissent from the opinion that under
the wording of this bill that is an artificial market. But is it a
" fraudulent " market? The bankers who create this sort of a market,
as in the case of California Petroleum, just cited, were not doing it

for their own personal benefit; they were doing it to stabilize the

property behind the security; to maintain a market for it until it

became generally recognized and until sellers and buyers could find

each other.

Senator Hitchcock. Was there anything to show how long they
stabilized the market?

^Ir. Van Antwekp. For how long?
Senator Hitchcock. Over what period of time ?

The Chaiejman. It fell to 50 in December, did it not, immediately
following this October movement ?

Mr. Van Antwerp. I dare say. I remember distinctly that per-

sonal friends of mine bought on that wild market at the opening as

high as 70 and sold out at 50 and lower.

The Chairman. You spoke of certain very conservative men who
were not in the habit of speculating in the market having been ob-

sessed with the idea that they had a gold mine. How did the get
obsessed ?

Mr. Van Antwerp. Obsessed with the lure of the word " oil," I

said.

The Chairman. That was all, the lure of the word " oil " ?

Mr. Van Antwerp. Yes.
The Chairman. That was all that obsessed them, in your opinion?
Mr. Van Antwerp. Yes. Think about that a minute. Let us

argue that point. The only big oil property in this country was the
Standard Oil. You know the price at which their shares had sold.

It had gotten up to a fabulous figure. The people who bought Stand-
ard Oil stock at the outset made enormous fortunes. There are many
speculators in this country, and I am well within the facts when I say
that with this example before them they became obsessed with the lure
of the word " oil."

The Chairman. You do not think it was on account of this sta-

bilizing process you speak of that they were attracted to this market ?

Mr. Van Antwerp. Why should they have been attracted for that
reason at that time? The stock was just listed; these people were
buying it at the opening on the first day.

Senator Weeks. Were there many advertisements in the news-
papers of this company, describing the properties, speaking of the
possibilities of the company and the value that might accrue from
the consolidation?

Mr. Van Antwerp. My impression is there was very little in the
way of paid advertising, but there was a great deal of that kind of
advertising which came through the news columns; its career on the
curb had made it a subject of a great deal of comment, and in that
way it had become widely talked about, very much more so than any
new stock I have heard about in recent years.

Senator Weeks. Do you think that 'was paid for by the bankers
who had floated the company?

]\fr. Van Antwerp. I know it was not, because to imply such a
thing. Senator Weeks, is to imply that the financial news columns of
the New York press c^n be bought and paid for.
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The Chairman. You do not believe that is really true?
Mr. Van Antwerp. I know it is not true. A higher grade body

of men than the financial writers of the New York press to-day could
not be found anywhere. They are not only honorable and upright
men, but they are students of A-alues; they are men who go to the
fundamentals in analyzing these properties. They are men who have
reputations to maintain. You could not possibly buy the news
columns of the financial press in New York City.

Senator Weeks. I suppose, as a matter of fact, if a newspaper in

New York, or anywhere else, through its financial columns described
a property and induced people to buy the property at very much
higher prices than its real value, that column, as a result. Avould be
discredited and it would injure the value of the paper as a natural
result, would it not?
Mr. Van Antwerp. Absolutely. It would be discredited from the

outset. It is inconceivable to-day that such things could happen.
It has happened in the remote past in New York, I have no doubt,
but it is inconceivable to-day that any newspaper could be found, to

use the vernacular, " touting " a new property. It is apparent on its

face, and nobody would pay anj' attention to such a thing even if it

were done.

The Chairman. I wanted to ascertain how far this process of

stabilizing the market went, and how long it was maintained.
Mr. Van Antwerp. I think to a certain extent it has perhaps been

maintained to this day.

The Chairman. Let me call your attention to some very remark-
able occurrences during 1907, when Allis-Chalmers stock ranged
from $27 a share to $4 a share; Amalgamated Copper from 130 to

33 ; American Beet Sugar from 36 to 7 ; American Telegraph & Tele-

phone from 186 to 88 ; and such stock as Third Avenue from 141 to

15 ; Westinghouse S. & N. from 133 to 32. I want to know what effect

this stabilizing process had on those stocks?

Mr. Van Antwerp. That was during the most demoralizing panic

that has occurred in this country in your day or mine.

Senator Weeks. I would call the chairman's attention to the fact

that American Beet Sugar was selling at 118 a share within a year,

and is now selling at 20.

The- Chairman. This is not permanent, then?

Mr. Van Antwerp. It does not rest with us of the stock exchange

to decide whether it shall or shall not be.

The Chairman. I was only undertaking to ascertain to what ex-

tent this stabilizing process went, and how far it extended.

Mr. Van Antwerp. I think that is a matter entirely in the hands

<?f the people who own the property. They are the ones most inter-

ested in it and who have most at stake in the way of their reputa-

tions as bankers. I could carry it out in the case of this Fort Smith,

Ark., bond with Lee, Higginson. How long ought it to continue?

It ought to continue until a market is created that people Imow about

and can depend upon.
, , ^ . .

-r

Let me finish with this phase. It is exactly what 1 say it is. 1

have explained it, and I justify it against all possible criticism. I,

as a broker, have an order to buy this stock—any stock—we will say

California Petroleum, on a scale down, 59J, 59-J, o9i. You, as an-

other broker, have an order to sell it at 60^, 60^, 60^. They are mde-
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pendent orders. You know nothing about my orders, I know noth-

ing about your orders. We can not possibly trade with each other.

Who trades with us? Anybody who pleases, from one end of this

country to the otlier, can iDuy j'our stock or sell me mine. If per-

fectly legitimate operations of that sort are conducted, as they are in

every one of these instances, everybody having access to your market,

everybody having access to my market, where does the word " fraudu-

lent " come in in the title to this bill ?

The Chairman. Let me ask you a question. Suppose this stabil-

izing process, which is accomplished by those who have stock for

sale, and who offer to buy this stock at a certain price between 65

and 70, we will say for illustration, and they keep the market prac-

tically around that until the public have acquired this stock, relying

in good faith upon the stablized price fixed, and then this stock falls

to 16, and the public finds itself ruined ; do you think the public is

concerned in that ?

Mr. Van Antwerp. Is there any evidence before the Pujo com-
mittee that such a thing happened ?

The Chairman. You have not answered my question.

Mr. Van Antwerp. Then you are asking me for an expression of

opinion ?

The Chairman. I am.
Mr. Van Antwerp. I am unwilling, of course, to express an

opinion, but I think that would have a very distressing effect upon
the public.

The Chairman. That is all I am asking you. I am not asking you
as a witness : I am asking you your opinion.

Mr. Van Antwerp. I think such an incident as that would have a

very distressing effect.

The Chairsian. By this stabilizing process one stock after another
is sold at a high price to the public, and when it is unloaded, it drops
to a low price, and men find themselves ruined by this process; do
you think the public is concerned in that?
Mr. Van Antwerp. The answer to that is, do men generally find

themselves ruined by the process of stabilizing a market on the

New York Stock Exchange?
The Chairjian. You have not answered the question.

Mr. Van Antwerp. I will try to answer it in another way. Take
the case of Steel Preferred.
The Chairman. I asked you whether the public was concerned

in that process ?

Mr. Van Antwerp. Very much concerned in the process you de-

scribe.

The Chairman. Do you think that in effect it is an honest trans-
action when men outside of the stock exchange use members of the
stock exchange, one here and one there, to buy and sell, and in that
way fix an artificial price on a stock, and afterwards the public finds
that it was deceived by that price? Is the public concerned in that?
Mr. V.\N Antwerp. Yes; the answer is, the public is concerned.

The public would be still more seriously concerned if it resulted in

the disaster you have indicated; but it does not. I remember the
case of Steel Preferred stock. When it come on the board it was,
to use the vernacular, " pegged " for a long time around one price,

90, while the distributing process was going on. The people who
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bought that stock M-ere very much interested; they are the public
that you say is very much interested. But they are verv much
^atihed to-day that they got in at 90. That happened to be one of
tne good ones. Suppose we assume another case ; let us say Union
^acihc. Suppose it was necessary to stabilize the market in Union
racihc, when it was a new stock. The bankers, the insiders, put in
their orders to buy on a scale down, every quarter of 1 per cent.
Suppose it keeps on going down and does not recover at all Who
has lost money by it? The bankers. Who has saved money by
it« Have not the public, who have been able to find a market to sell
out on all the time ? Certainly, there could be no charge that in that
case there was any impropriety, and the public would have benefited
greatly.

The Chairman. You refer to the panic of 1907, and perhaps that
would be an explanation, during the year 1907, of these remarkable
fluctuations to which I refer. But I call your attention to the manner
in which these stocks fluctuated prior to the panic of 1907: to Adams
Express, which between 1900 and 1907, went from 315 to 114; or
AUis-Chalmers, from 27 to 4: Amalgamated Copper, from 130 to
33; American Beet, from 36 to 9; American Cotton Oil, from 57
to 24 ; American Express, from 272 to 142 ; and so on.
Mr. Van Antwerp. Yes.
The Chairman. These fluctuations do not seem to be confined to

one year.

Mr. Van Antwerp. I can point out real estate in New York City
that declined just the same way during the same period. I can point
out merchandise, goods on the shelves of merchants, that declined
the same way in that seven-year period. I can point out stocks on
the Paris Bourse and the Berlin Bourse and the London Stock Ex-
change that went through the same fluctuations. What does it prove?
Where does it get us ? It does not prove anything. Is there anything
" fraudulent " in the fact that these stocks have declined, or that
others have advanced?
This whole question gets back to one of speculation, which the pur-

pose of this bill clearly seems to be to link up in some way with
" manipulation " and " fraudulent " transactions. They seem to be
inseparable to the framers of this bill. This question of speculation
has so much to do with the matters that we have been discussing that
I would like to take up one feature submitted to you yesterday in
the shape of a diagram or chart, which formed, I believe, a part of
the Pujo committee's report, Exhibits 74 to 108, inclusive, in the Pujo
record. Emphasis was laid on the fact that the entire issue of various
stocks was turned over and over again in the course of a single year,

while the number transferred on the books of those companies was
comparatively small. The " Conclusions of the report," as expressed
on page 45, are that this "is excessive and indiscriminate specula-

tion." Again, that it is " hurtful in the way that all public gambling
is hurtful." And again, " It serves to withdraw from productive

industry vast quantities of capital." Those are assertions that re-

quire a little illumination from the standpoint of the stock exchange.

The impression goes abroad that if a security changes hands in any
such 'volume as this, manipulation, or some sort of crookedness, lies

behind it; but this is not true.

30578—14-
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You gentlemen can not possibly sit down here at Washington and
understand the forces that ebb and flow through the New York Stock
Exchange. I should like nothing better than to have you come up
there and visit the floor itself' and see what is going on. I should like

to have you come with me to the Steel crowd, for instance, as we
call it, the biggest, most active stock that we have there. In Steel

there are gathered 30 or 40 traders. They are not brokers. They do

not accept orders. They are traders who make it a business to stay

there all the time and watch these fluctuations in Steel. In any
normally active market the group of traders on the floor of the stock

exchange in Steel, 30 or 40 of them, will trade in 50,000 shares of

Steel in a day.
Senator Shafkoth. Are these traders or brokers members of the

exchange?
Mr. Van Antwerp. They are Inembers of the exchange, but not

brokers.

Senator Hitchcock. What do they do in trading?

Mr. Van Antwerp. They catch the fluctuations.

Senator Hitchcock. They are buying and selling just like brokers?

Mi". Van Antwerp. Buying and selling for their own account.

Senator Pomerbne. How would you differentiate between traders

and brokers ?

Mr. Van Antwerp. A broker is one who accepts orders from other

people foi" a commission.
Senator Pomerene. What is a trader?

Mr. Van Antwerp. A trader is a man who is catching a turn, who
buys and sells for himself, buys at a quarter and sells at a half or

buys at a half and sells at three-quarters. I do not know how else

to explain it. Is it quite clear to you ?

Senator Pomerene. I think I understand your position now. I did

not before.

Senator Hitchcock. He is a principal, not an agent ?

Mr. Van Antwerp. That is it, exactly. There are, as I say, 30

or 40 of these men who stay in the Steel crowd all the time, and they

will trade in a day easily in 50,000 shares of Steel in any normally
active market. Then there are 500 commission houses, all members
of the stock exchange. They have on their books, we will say, any-

where from 5 to 50 customers who are active in the market, men m
all walks of life. Let us assume that out of these 500 houses of stock-

exchange members only one customer in a day buys 100 shares of

Steel. Certainly that is a very moderate estimate. That makes an-

other 50,000 shares of Steel. Then, there are 500 branch offices of

members (a little over 500, but we will call it 500) scattered all over

the land, connected by private wire and telephone. There, too, you

will have from 30 to 40 or 50 customers, always ready to trade in

Steel whenever there is a big market, as there almost always is in

Steel. Assume that of these 500 houses only 100 shares of Steel are

traded in from each house; there is another 50,000 shares. London
is very fond of Steel as a speculative and investment security. The
orders from London on a good day in Steel certainly equal 40,000

shares. I think that is a very conservative estimate. I have known
it to exceed that four or five times over. Therefore we have a total

for one day in Steel of 190,000 shares.
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Senator Hitchcock. You mean London buys that much of New
York?
Mr. Van Antwerp. Very often.
Senator Hitchcock. They trade in London between themselves,

do they not?
Mr. Van Antwerp. Yes. Sometimes they will buy from us in

the morning and sell back in the afternoon and vice versa. There
is a conflict of orders coming all the time from London and Paris,
too. We have thus reached a total of 190,000 shares, conservatively
estimated. But, to make sure we are right, let us cut it in half, and
we get 95,000 sharfes. Three hundred business days in the year at
that rate and we have about 28,000,000 shares of Steel, which is

more than five times the entire capitalization. That explains it,

and those are the forces that are operating all the time. But is it
" fraudulent," as the Pujo report indicates?
The same thing is going on in London all the time. Take British

Chartered South African shares, known as "Chartered" shares;
they are traded in every year five, six, ten, thirty times the entire

capitalization. The same thing happens on the Paris Bourse in
" Tintos," and the same thing is happening on the Berlin Bourse in

the German Iron and Steel issues. ,It is going on all the time ; it is

the rule rather than the exception. So that when you look at these

charts and see that a stock had been traded in so many, many times"

in a year, please bear in mind that there is nothing sensational or
improper about it; it has always been so and it always will be so.

The Chairman. Is it your argument that because of the magnitude
of the buying and selling it follows it is not fraiidulent and that

there is no element of wrong about it in any way ?

Mr. Van Antwerp. Oh, no; I have not made that assertion.

The Chairman. No
;
you did not make that assertion, but you did

make that implication by asking the question. After you had made
the statement of the premise, then you asked the question, " Is this

fraudulent ?
"

Mr. Van Antwerp. Then I will strike out that question and put it

this way, " Is it necessarily fraudulent?"
The Chairman. That does not alter the substantial point.

Mr. Van Antwerp. It is legitimate speculation. Senator, and it is

going on all the time. I wish I could induce j^ou. Senator Owen, to

come up to the stock exchange and study it a little at first hand.

The Chairman. You will have no difficulty about that ; I will be

there.

Mr. Van Ant^verp. I wish you would.

Senator Hitchcock. You are now endeavoring to answer the state-

ment that has been made that the large volume of business in excess

of the capitalization has indicated nominal or washed or fictitious

sales ?

Mr. Van Antwerp. There is nothing in the Pujo evidence to

show fraud in any form.

Senator Hitchcock. And you do it by saying that they are really

speculative transactions ?

Mr. Van Antwerp. Precisely.

Senator Hitchcock. And the size is due to the very large number
of offices and people who are anxious to speculate?
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Mr. Van Ant\veep. Precisely.

Senator Shafeoth. Do you think it is a good thing that stock

should be sold within one year five times the total capitalization of it,

irrespective of whether it is fraudulent or not?
Mr. Van Antwerp. I think, Senator Shafroth, that anything that

creates a stable speculative market, in stocks or anything else, serves

a useful economic purpose.

Senator Shafeoth. It serves a tendency to rise, does it not, but

not to fall?

Mr. Van Antaveep. No. We have just seen from the figures that

Senator Owen gives that it also operates when they fall.

Senator Shafeoth. We do not know how many were operated
when that got down to 16.

Mr. Van Antwerp. Let me call your attention to another point.

The total issue of stocks, as distinguished from bonds, listed on the

New York Stock Exchange is 13 billions of dollars. In the year
in which these very transactions occurred the total transactions in

all stocks on the stock exchange were only about 13 billions of dollars.

In other words, they were just about equal to the total amount listed.

But if you select for your illustration only five or six stocks, highly
popular speculative media all over the world, the impression goes
abroad that that same thing is happening in all the stocks on the
stock exchange. But it is not. The total, as I say, coincides very
closely to the total amount listed.

Senator Beistow. I would like to know what useful ecomonic pur-

pose this speculation serves ?

Mr. Van Antweep. You are going to hear a great deal on that
subject, thanks to this committee for giving us so much time. I am
going to tell you what I can about it, but very much more able men
than I are coming down here to do that very thing, to whom you will

be glad to listen. They will be here before this hearing adjourns.
Senator Beistow. Have you any objection to stating now what

useful economic purpose you think it serves ?

Mr. Van Antweep. I will tell you in my own way what I think
about it. The price-making machinery is one of the most important
adjuncts of economics. That is fundamental. I think you will

agree with me there, whether it is stocks or anything else; Every-
thing entering into the making of an accurate price is of great value.
If you and I, and perhaps the few people in this room, meet to trade
in a given security, competing with each other, bargaining and hig-
gling and sharpening each other's wits, the epitomized judgment ar-

rived at in the shape of a price is the fairest price that our wits and
ingenuity in this room can arrive at. It is a very much better price
than it would have been if arrived at by only two or three men com-
peting with each other. Do you agree with me. Senator ? Do you
not think it would be a better price if we had 40 than if we had 2 ?

Senator Beistow. As a speculative proposition, that may be true.
But I was seeking the economic purpose it serves, not the speculative
purpose. Of course, I see how the smartest man will win and make
the most money in this gamble. But the economic question was what
attracted my attention.

Mr. Van Antweep. Then let us put it in another way : Supposing
it was a piano you were going to buy. To buy a piano you have to
go to a man who deals in pianos. If there is no competition you
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have to take the piano at his price. But if there were 40 dealers in
that room competing with each other you would get a better bargain,
than you could possibly get trading with one man. Do you not
think so?

Senator Beistow. It depends on circumstances. Normally, I would
say yes.

Mr. Van Antwerp. Normally I would say yes, and normally that"
is what is happening in the economics of the stock market. You do
not see these speculative forces; they do not stand out; they are nof
conspicuous. But they are the unearned increments ; they are the little

things that go to stabilize prices and bring about that close relation-
ship between prices and values so highly essential in all markets and:
in all commodities. You do not see them, but they are there. They
are at work all the time. You do not realize, perhaps, that every
loaf of bread consumed is a factor in the price of wheat; but it is,

You do not realize that every purchase of one share of stock that
finds lodgment for investment contributes its share to the price, of
the mass. Those are what Eicardo called the " imperceptibles of
commerce," and any considerable number of millions of such trans-

actions going on all the time does unquestionably contribute to the
safety of any economic situation.

Senator Beistow. Taking your illustration as to the consumption
of a loaf of bread having an influence on the market price of wheat,
I think that is true. But, following out the illustration, the man of
brain in trade would have a corresponding effect upon the value of

the stock of a company or its bonds. But I can not see how one man
speculating with another from morning to night on the stock ex-

change is going to have any effect on that except an artificial effect,

absolutely independent of its economic merit.

Mr. Van Antwerp. If one man traded with another, yovi would
be right. Senator; but that one man in trading with another is also

trading with many thousands of others, which results in a sound
price.

Senator Bristow. You take this oil illustration. What economic

purpose did this boom have on the development of this oil property ?

What relation did that have to the value of that stock—its real,

actual, earning value?
Mr. Van Antwerp. You are selecting one single day's operation,

perhaps, to arrive at a conclusion as to the ultimate value of prop-

erty. I do not take that ground. I think it is the aggregate of all

the transactions, extending over a period of years, that ultimately

results in a market price for the property which lies behind these

securities. It is a continuous market all the time that is going on

here. It is not an hourly or a day-to-day market; it is a continuous

market, where anybody can buy or sell at any time. But, above all

things, relieve your mind of the impression that it a " fraudulent

"

market.
Senator Hitchcock. If it were not for speculation, do you think

the market would not be continuous; that is, if it were confined to

actual transactions ?

Mr. Van Antweep. I think very many markets would be unques-

tionably seriously hampered, and often there would be no market at

all.
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Senator Hitchcock. It is only by speculative transactions it is kept

continuous ?

Mr. Van Antwerp. Yes; it is only through speculative transac-

tions that the continuity of the market is guaranteed.
Senator Hitchcock. The illustration which you gave to Senator

Bristow partly fills the bill. That was an actual market and not a

fictitious matter.
Mr. Van Antwerp. Is not this also an actual market? If any-

body can go in and sell any amount of stock at a price, is it not a

real market?
Senator Hitchcock. But he does not deliver it. It is a paper

transaction.

Mr. Van Antwerp. My dear sir, do you think these transactions

on the stock exchange are any of them attended by nondelivery?
There is an actual transfer of the certificates, and it is paid for in

cash every day, and not one share escapes that routine.

Senator Pomerene. You spoke of these traders buying and selling,

30 or 40 of them, right on the floor of the exchange.
Mr. Van Antwerp. Yes.
Senator Pomerene. Is there a physical delivery of these certifi-

cates of stock each time a trade is made ?

Mr. Van Antwerp. In every case
;
yes, sir.

Senator Weeks. You ought to explain that these deliveries are

made through the clearing house.

Mr. Van Antwerp. Of course. I assumed the Senator knew that.

Senator Weeks. There is a settlement for each transaction?

Mr. Van Antwerp. Yes.

Mr. Untermter. The balance. There is no delivery.

Mr. Van Antwerp. I assumed the Senator from Ohio had read

the Pujo report and knew the operation of the clearing house was
thoroughly well explained there.

Senator Bristow. As I understand it, these traders will have a

large number of transactions during the day, and they make a record

of every transaction and then at the end of the day they settle it and
square up their accounts.

Mr. Van Antwerp. The first thing next morning, they do.

Senator Bristow. But during this operation they might buy 100

shares, changing from one to the other; a man might buy in the

morning and sell two hours later, and then buy two hours later

again and at the end of the day the business of the day is adjusted

and the balance is taken ?

Mr. Van Antwerp. Yes.

Senator Bristow. But it is purely a speculation. That is not a

purchase of a thing for ownership. It is a purchase of it to make
something on it during the day's proceedings.

Mr. Van Antwerp. It is with these traders we are discussing
now; yes, sir; but each one contributes to the establishment of the

price.

Senator Pomerene. No memorandum of these trades is on the
books of the corporation, of course ?

Mr. Van Antwerp. Oh, no. The memorandum on the transfer
books of the corporation, Senator Pomerene, goes back to the ques-
tion of the actual transfers. That was brought out yesterday. The
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surprising disproportion between the number of shares sold and
actually transferred on a corporation's books was also suggested. It
seems to me that should be cleared up a little bit, too. I would like
to tell you about that.

,.
«^!^®

Chairman. In effect, a man might sell 5,000 shares and buy
5,000 shares, and at the end of the day he would be just even and
would not have to either receive or deliver.
Mr. Van Antwerp. Through the operations of the clearing house,

that IS true.

Senator Bristow. But he might have made or lost quite a sum of
money that day nevertheless.
Mr. Van Antwerp. Yes.
Now, referring to this disproportion between the number of shares

actually bought and sold, and the amount that is transferred on the
books of the company, I would like to make the point that this does
not only apply to speculative transactions. A great many securities
bought for investment are not transferred on the books of the com-
pany issuing them. Many investors do not care to have their owner-
ship revealed. Others live abroad and find it simpler to allow the
stocks to rest in the names of the bankers or brokers who bought
them. This will explain a number of discrepancies. Another ex-
planation lies in the practice of some commission houses in permit-
ting stock in their possession to remain in the name of the house in
which it was issued, avoiding the transfer and the consequent tem-
porary deprivation of capital involved, by paying to the other house
the usual fee charged for collection of dividends. I have been told
the amount of stock not transferred on the books of the company
each quarter, although it is actually bought for investment, would
amount to 50,000 shares, and that would equal 200,000 shares in a
year. The transfer of the stocks on the books of a company is

almost always done only for the purpose of getting a dividend. The
only one of the many through whose hands flie stock has passed, who
is interested in that dividend and in the consequent transfer, is the
one who holds the stock when the books close, and such an oppor-
tunity arises only four times a year, and in many securities only
twice a year. In the interval between these dates the stock may have
passed through many hands and through many countries, thus swell-

ing the volume of transactions. Some of its holders may have been
speculators and others investors. In either case I maintain they
were frpe agents, and nothing that has been revealed in the testimony
of the Pujo committee indicated that they were committing frauds,

as the title of the bill implies.

There are 300 days in the year on which stocks may be traded in,

but there are at most only 4 days in thie year when they may be trans-

ferred on the books of a company.
Senator Pomeeene. Do you mean that ?

Mr. Van Antwerp. There are only four dividend days.

Senator Pomerene. When they may be or when they actually are?

Mr. Van Antwerp. There are only four days in the year when
any substantial reason arises for transferring them on the books of

the company.
Mr. MiLBTJRN. Dividend days?
Mr. Van Antwerp. Yes.
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Senator Pombrene. My attention was attracted to your language
that there are only four days in the year when they may be trans-

ferred ?

Mr. Van Antwerp. I mean when good reason exists for it.

Senator Weeks. When you were answering Senator Bristow's

question about the amount of value which is derived from speculation,

you used the illustration of the piano and the case of 40 sellers and 1

buyer, and suggested that the buyer would be able to get a better

bargain. Could not you reverse that with equal accuracy and equal

aptitude, that if there were 40 buyers and 1 seller the seller would be

quite apt to get a better price for his piano than he would if there

were only 1 buyer?
Mr. Van Antwerp. That is true, undoubtedly.
Senator Bristow. Does not that depend on whether the man wants

to use the piano or to sell one piano 1,000 times and make 60 cents on
it or lose 50 cents? I think, if you will pardon me, it is a ridiculous

illustration and has no bearing whatever on the economic value of

this stock exchange we are talking about.

Mr. Van Antwerp. In both cases competition serves to make a

fair price. Let me give you a better authority than I am.
Judge Grosscup, of the United States circuit, says
Senator Bristow. Is that Grosscup, of Chicago?
Mr. Van Antwerp. Yes.

Senator Bristow. Yes ; I have heard of him.
Mr. Van Antwerp. In the Board of Trade case (88 Fed., 868)

Judge Grosscup said

:

The exchanges balance like the governor of an engine the otherwise erratic

course of prices. They focus intelligence from all lands, and the prospects for

the whole year, by bringing together minds trained to weigh such intelligence

and to forecast the prospects. They tend to steady the markets more nearly to

their right level than If left to chance 9r unhindered manipulation.

Justice Holmes, of the United States Supreme Court, in the same
case, said

:

Speculation is the self-adjustment of society to the probable. Its value is well
known as a means of avoiding or mitigating catastrophes, equalizing prices,

and providing for periods of want. It is true that the success of the strong
Induces imitation by the weak, and that incompetent persons bring themselves
to ruin by undertaking to speculate in their turn. But legislatures and courts
generally have recognized that the natural evolutions of a complex society are
to be touched only with a very cautious hand, and that such coarse attempts at

a remedy for the waste incident to every social function as a simple prohibi-
tion and laws to stop its being are harmful and vain.

As I said, Senator Bristow, you are going to have an opportunity to

hear other authorities on that subject, and so I pass on to another
matter.

Senator Hitchcock. Before you leave that, let me ask whether
my impression is correct that Germany at one time undertook to

abolish the stock exchange so as to do away with competition?
Mr. Van Antwerp. Germany did not undertake to abolish the

stock exchange in the bourse legislation of 1896, Senator Hitchcock.
They attempted to restrict it in such a way, however, that drove what
business there was away from Germany, much of its mercantile
trade and a very great deal of its capital—so much so that, as Prof.

Emery, of Yale, will explain when he arrives here, while they has-
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tened to repeal those laws, they found it difficult to recover the busi-
ness lost as the result of it. As Prof. Emery was on the ground and
made a first-hand study and has written a celebrated brochure on
that subject, we feel it will be much better to have you hear from
him than from us, although we know in a general way that the ill-

fated bourse legislation of 1896 brought irreparable harm to all

Germany. I think everybody will agree to that. It was the result
of a commission appointed by the Government to investigate the
whole subject of the German Bourse. They spent 19 months at the
work. It was a very eminent commission indeed, and it reported
adversely to this legislation, but the Agrarian party was then in
power, radicalism was rampant, and the report of the committee was
Ignored. That was the beginning of the trouble.

Senator Hitchcock. My recollection was the effect of the legisla-

tion was to destroy the stability of the market.
Mr. Van Antwerp. It destroyed the stability of the market,

because it stopped, speculation ; and I have been arguing to no pur-
pose here if I have not made it tolerably clear that there can be no
stable market without speculation.

Senator Bkistow. Pardon me, you speak of stability of the market.

When you observe these fluctuations that are so astounding in the
stocks that are speculated in the most, it seems to me, that as a

stabilizing influence it is a failure.

Mr. Van Antwehp. You speak of the exceptions. How many days
and weeks and months go by, when you see no fluctuations anywhere
in the stock market, or almost none?

Senator Pomerene. Mr. Van Antwerp, I want to ask a question or

two, and I am going back a little ways.
Ordinarily the financial standing of the company depends upon its

stockholders, to a certain extent. I take it you concede that to be so?

Mr. Van Antwerp. Yes.

Senator Pomerene. In dealing with a corporation, it is often im-

portant to know who these stockholders are. That is true, is it not ?

Mr. Van Antwerp. Yes, sir.

Senator Pomerene. You have said that in the case of the United

States Steel Corporation, it often happens that 50,000 or 100,000

shares, or perhaps even 200,000 shares, may change hands in a day.

That is correct, is it not ?

Mr. Van Antwerp. Yes.

Senator Pomerene. There will be no memorandum of the owners

of this stock; that is, thus bartered and sold, on the books of the cor-

poration. That is true, is it not ?

Mr. Van Antwerp. Of all those owners, yes, sir.

Senator Pomerene. You say that these transfers are very largely

speculative, these sales of stock are very largely speculative?

Mr. Van Antwerp. Yes.

Senator Pomerene. Assuming that that is an honest speculation

as between the buyers and the sellers, and that it is ordinarily honestly

conducted, do you not think there ought to be some regulation cover-

ing the question of the transfer of that stock from buyer to seller?

Mr. Van Antwerp. I would answer that question by saying that

I think there should be some regulation covering the organization of

companies and the issue of the securities in which these people all
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deal. There can be no cessation of speculation by legislative action.

That is a permanent fixture of society. It is bound to go on. If
you can secure a greater degree of safety in the original issue of
the securities in which these people invested speculate, I certainly

think it ought to be done.
Senator Pomerene. What remedial legislation would you suggest

along that line, from your own standpoint?
Mr. Van Antaveep. From the standpoint of the stock exchange, I

have to say that you heard yesterday and you see in this bill a great
deal about the listing of securities and about certain prohibitions and
penalties to be provided for the future listing of securities. I main-
tain that the organization, flotation, and capitalization of new com-
panies are matters with which the Government alone should deal;

that we of the stock exchange should have nothing whatever to do
with such matters. I rest that dictum upon the fact that no stock
exchange in the world has ever been called upon to do what you are
calling upon us to do in this bill. There is where safety for the
speculator lies—in Government regulation of security issues.

Senator Pomeeene. My question was, what remedial legislation

ought there to be. I do not care whether it is from the Government
standpoint or from your standpoint. What should it be?
Mr. Van Antwerp. Do you ask us to propose a specific bill ?

Senator Pomerene. Yes.
Mr. Van Antwerp. I can only tell of the experiences of other

countries.

Senator Pomerene. Whatever may be in your mind, you have ad-
mitted now that there ought to be something done. What should be
done?
Mr. Van Antwerp. The first thing we ought to have here is what

they have in England—a companies act. It is said to work very
well there. They are said to have a still better one in Germany.

Senator Pomerene. Do you mean a Federal companies act or a
State companies act?

Mr. Van Antwerp. You are a better lawyer than I. You know
whether or not the Federal Government can regulate industrials as
well as railways. If the Government at Washington can legislate, I
think it ought to do so, and I think it would be most beneficial to all

concerned. If the Government at Washington can not, for reasons
which you know as a lawyer better than I

Senator Pomerene. Let us assume, for the sake of argument, that
it can.

Mr. Van Antwerp. Yes.
Senator Pomerene. Then, looking at it from your standpoint and

from your intimate knowledge of this subject, what legislation do
you suggest?
Mr. Van Antwerp. I would like to have you read the British com-

panies act. I think you will agree with me it is a very effective
statute.

Senator Pomerene. What is there in it, now, that appeals to you?
What is there that appeals to you as being something that we ought
to have here in this country ?

Mr. Van Antwerp. What I like about it, in reading it over, is,

primarily, the clear definition of the liabilities of directors. There
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are also liabilities for prospectuses and for advertisements; prices
paid and bonuses and commissions must be publicly stated. There
are 1,000 safeguards thrown around the investor. When shares are
listed in England the speculator and the investor alike know that
they have necessarily complied with the British companies act.
Mr. MiLBUKN. Might I add there, Senator Pomerene, that the prin-

cipal thing required by this act is that all the fundamental contracts
and papers respecting the acquisition of property by a new corpora-
tion shall be filed in a public ofSce, and a prospectus has got to refer to
them in a memorandum; in other words, if a corporation is formed
to take over oil properties, the papers by which those oil properties
are acquired, the price actually paid, and all the conditions of that
transaction have to be made a public record.

Mr. Untermtek. This bill requires that the stock exchange shall
get that information before it lists the stock.

Mr. MiLBUEN. That question, if I have occasion to make an argu-
ment, I will discuss. I was answering Senator Pomerene's question
as to what the English companies act requires. If Congress were to

pass a law respecting interstate corporations along those lines, then
whenever a corporation is organized which acquires property there
would be a public record of exactly what that transaction is.

Senator Pomekene. You have indicated now, Mr. Van Antwerp,
that there should be some legislation governing the issuance of this

stock on the part of the company. You have indicated that when-
ever any properties are acquired—and, I assume, when any may be
disposed of—there should be a report of that kind. Assuming that

to be so, here is a stock exchange whose sole existence is for the pur-

pose of marketing these securities. Following out the same line of
reasoning, should there not then be some Federal regulation con-

trolling the marketing of these securities by the stock exchange ?

Mr. Van Antwerp. IV^ answer is that the stock exchange does not

market securities. It affords a meeting place for its members, who
are the agents of others and who are executing the orders of others.

Senator Pomerene. That is a distinction without a difference?

Mr. Van Antwerp. It is the only answer. The stock exchange
markets nothing.

Senator Pomerene. It is a medium through which this is sold?

Mr. Van Antwerp. It is a meeting place where securities are

bought and sold
;
yes. What I am trying to get at is this, if you will

bear with me a moment

:

The committee on stock list of the New York Stock Exchange,

whose business it is to pass on applicant companies, is, from my
point of view, called upon to do work it ought not to be called upOn

to do. I hope you will not press me to say how it can be done, but

I do not think the New York Stock Exchange should be asked to do

it. No stock exchange in the world has ever been asked to do it.

Senator Pomerene. That does not answer my question. My ques-

tion is what ought they to be required to do. I do not care what

they have done in the past. The question is now what they ought to

be required to do, and that question ought to be answered out of the

bounties of our experience, either the experience of the stock ex-

change or the experience of those people who have been dealing

with the stock exchange. It may be this bill is not right, but I think
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you have stated enough here to indicate there ought to be something
done. What it is I do not know, but I would like to know.

Mr. Van Antwerp. I had « occasion very recently to look at the

Hadley commission's report. Do you recall it?

Senator Pomeeene. No; I have not read it.

Mr. Van Antwerp. It is very illuminating. I wish you would read

it. 1 shall send you a copy.

Senator Pomerene. I shall be very glad to have it.

Mr. Van Antwerp. Do you know about the commission on rail-

way securities?

Senator Pomeeene. Yes.

Mr. Van Antwerp. They recommend something specific. It seems
to me it would be much more to your benefit and of much more value

coming from them than anything we could offer.

Senator Shaeeoth. Is that Gov. Hadley, of Missouri?
Mr. Van Antwerp. No, sir; President Hadley, of Yale. He was

the chairman of that commission, and it took its name from that

fact. They made some specific recommendations. I would not like

to quote them, but they seemed to me to be a very careful step in the

right direction.

Senator Nelson. We would have a difficulty here that we are not
confronted with in Europe, arising from our dual system of

government.
Senator Pomeeene. Certainly.

Senator Nelson. The only Federal corporations we can create are

corporations that are created in some form of interstate commerce.
We have no general power. Some six or eight years ago I spent a

great deal of time in preparing a bill for a Federal incorporation
law. In that bill I provided, among other things, that no stock

should be issued except of one kind; that there should be only one
kind of stock, no common and preferred, but just one kind of stock,

and that it should always represent either actual money or actual

property invested; that no stock should be issued for anything else.

You can never remedy this
;
you can never get at the root of it until

we get a Federal incorporation act. Here you are seeking to apply
as a remedy the Post Office Department. If you want to get a rem-
edy that will reach the root of the matter, you must have a Federal
incorporation act, and then you can reach all corporations engaged in

interstate commerce.
Senator Pomeeene. I do not know that I quite approve of that

statement, but there is much force in what the Senator says.

We have laws, of course, regulating the transfer of real estate, and
many others that I might refer to; but here is a business which is

concerned solely with the buying and selling of stocks and bonds and
other securities, and a very great part of this busines is, to use your
own term, speculative. That being so, does it not appeal to you that

there ought to be some statutory regulation of a business of that
character ?

Mr. Van Antwerp. It does not so appeal to me. I oppose it upon
the lessons of experience, as I read them in all the histories on the
subject. I still feel that I must return to my original proposition,

that if the Government can in some ^Yay—I do not know how—re-

lieve us from the responsibility of having to pass on applicant com-
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panies, on the bona fides of each applicant, and on all the details en-
tering into their organization, it would help very much. It has
helped a great deal wherever it has been done.
We try hard to get somewhere in this direction. We have a special

committee at work on this subject now, and I have attended a great
many of its meetings. At one of these meetings President Hadley
spent three or four hours with us. We asked his help and advice in
this matter of cooperating with somebody or helping somebody in
securing a companies act, either from the Government or a uniform
law from the several States. We did not get very far. We have
only had one interview with him, but we hope to have more, as he
can find time to give to us.

The other day another man came in to see us, an expert, who con-
tributed greatly to the discussion. One of his companies had gone
wrong; it had been listed on the board. We sent for him and for
other people who were interested, to tell us exactly what had hap-
pened, to see that it could not happen again if they had the same
thing to do over. We sought to inquire what they had learned
from the experience of this one case to guard against repetitions of
it in the future.

Senator Pomeeene. All of which is an admission that there is need
of some legislation?

Mr. Van Antwehp. As to the issuance of new securities; yes.

Senator Pomeeene. I do not know what you call it. You have
convinced me that even from your own standpoint there is need of
some legislation. The question is. What is it? That is all.

Senator Shaeeoth. Mr. Chairman, Mr. Van Antwerp is thoroughly
informed of the operations of the New York Stock Exchange, and,

so far as I am concerned, I know very little about it, indeed. The
suggestion has been made that Mr. Untermyer shall not interrupt the
witness, but I would like very much for Mr. Untermyer to have the
opportunity to examine the witness with relation to these details,

which, so far as I am concerned, are to a large extent unknown.
I therefore ask, though I have not asked Mr. Untermyer whether he
cares to do this or not, if the committee desires, that Mr. Untermyer
be permitted to interrogate the witness.

Mr. Unteemyee. I would rather not do so, Senator Shafroth. Mr.
Van Antwerp has not finished his statement yet.

Senator Shafeoth. Then I would like to ask if you are willing to

do it later. When I have two minds, such as these two, that know
each other and know what the statements are that are made by each

other, it seems to me it would be well to have one interrogate the

other, and then we will get at the whole situation. I take every

statement that Mr. Van Antwerp makes, and it is a very plausible

statement, but I want somebodjr that knows both sides of this ques-

tion to interrogate him, so we will get at the truth. I move that Mr.

Untermyer be requested, after the witness finishes his statement, to

ask such questions as he desires.

Senator Beistow. I would a great deal rather hear Mr. Untermyer
make a statement himself than to take the part of the committee in

these interrogations.

Mr. Unteemyee. After the testimony is all m, I would be very

glad to make a statement.
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Senator Beistow. I think we ought to conduct our own examina-
tion.

Mr. Untermyee. If the committee will permit me, when these gen-
tlemen get through, I will be very glad to take up the statements and
make some statement in reply.

Mr. Van Antwerp. The trouble is Mr. Untermyer knows all

about the banking business and all about the law, and I know a good
deal about the inside of the stock exchange. I think there are ir-

reconcilable differences between us.

Senator Pomerene. Do you mean by that that the law and banking
on one side and the stock exchange on the other side are irrecon-

cilable ?

Mr. Van Antwerp. Oh, no.

The Chairman. You may proceed, Mr. Van Antwerp.
Mr. Van Antwerp. Incorporation is the principal object of the

bill, gentlemen, and, of course, you recognize from the debate that

has taken place so far that that constitutes the spinal column of the

structure ?

Senator Nelson. I think I will offer my old incorporation bill as

a substitute for this bill.

Mr. Untermyer. It will not come anywhere near it.

Senator Shafroth. Bring it in and let us look at it, anyway.
Mr. Van Antwerp. Incorporation in itself—that is, mere incorpo-

ration unattended by special regulation—accomplishes nothing. An
incorporated exchange, like any other private corporation, is under
the control of its officers and managers, and the efficiency with which
they perform their functions depends entirely upon their character,

ability, and wisdom. Mere incorporation as such neither adds to nor
subtracts from the efficiency of the business or its management.
Transactions on such an exchange are no more and no less subject to

the laws of the State than transactions on an unincorporated ex-

change. Both alike are absolutely subject to the law.
The stock exchange is a voluntary organization of a body of men,

subject to rules which are rarely broken, and which are scruplously
enforced at all times, with the necessary penalty for any violations.

The stock exchange has practically no property but its realty and its

quotations. It does not exercise fiduciary trusts nor take charge of

the affairs of others. Therefore a charter would not confer upon it

any benefit, nor is it necessary in the transaction of its business, which
is based upon an agreement between the members. It has no interest

either in the purchase or sale of any security. It is simply a place
provided where the buyer shall meet the seller and obtain at all times
a market for securities.

Senator Nelson. May I interrupt you there ?

Mr. Van Antwerp. Yes, sir.

Senator Nelson. You speak about rules of your exchange, that you
have certain fixed rules. Have you any fixed rules with reference to

the matter of the listing of securities?

Mr. Van Antwerp. Yes, sir ; we have listing requirements.
Senator Nelson. At some time when it suits you and fits in prop-

erly, I would like to hear an explanation on that point.

Mr. Van Antwerp. I will hand you a copy of the listing require-

ments.
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Senator Pomeeene. I suggest that they be incorporated in the
record, together with any other regulations that you have.
Mr. Van Antwerp, the constitution? (See Exhibit A, Appen-

dix.)

Senator Pomeeene. Yes.
Mr. MiLBURN. I would like to put the California petroleum matter

with it.

The Chairman. Yes; you may do that.
(The documents referred to will be found in the Appendix, as

Exhibits D and E.)
Mr. Van Antwerp. This is the way the stockbroker looks at this

attempted incorporation. The bill aims only at the stock exchange,
which on page 10 is defined as "A market or meeting place con-
trolled by rules." In the old days stockbrokers in New York gath-
ered under a tree, and they were not controlled by rules. Subse-
quently they had a market in the public streets, and in the evening
at the old Fifth Avenue Hotel in later years ; and these, too, were not
controlled by rules. The only difference between the stock exchange
of to-day and those earlier prototypes is that we of to-day have hired
or bought a room and we are controlled by rules. These rules, by the
way, are pretty good rules, too. They constitute the one thing that
has done away with the old unregulated markets of other years.

By banding together, hiring a room, and establishing a set of rules

what mysterious thing have we done that makes it necessary to incor-

porate us? Are we any less liable to the law? Not a bit. Do we
receive any special grants or privileges from the State? Not one.

Yet, under the wording of this bill, if we will scatter and go back
under that tree and give up our hall and cease to be controlled by
rules this law does not apply to us.

The suggestion that the public interests might in some way be

promoted by the New York Stock Exchange receiving a charter from
the State and becoming a corporate body has been frequently made,
but very often by those not having a clear conception of what is to

be accomplished by it. The suggestion seems to have been founded
more or less upon a vague notion that, in some way not reduced to

exact form, the incorporation of the association would bring it within

the regulating power of the State, so that whatever evils are supposed

to exist might be remedied by State control.

But there are two very serious objections to this matter of State

control, from the standpoint of the gentlemen I represent, and one

of them is this: Assuming for the purposes of argument that the

stock exchange may be compelled to incorporate in the manner pro-

vided by this bill, and that the initial regulation of this chartered

body shall be similar to those outlined in this bill, what guaranty

would there be of permanence and what assurance would we have

that the charter would not become a matter of constant tinkering at

the hands of the legislature, or at the whim and caprice of anyone

who might be inflamed by a fancied wrong?

We are supported in our belief that this would happen by the

Pujo report itself, from which this bill is taken. On page 116 of the

conclusions contained in that report are these words

:

If such exchanges were required to incorporate, the State could write into

their charters provisions calculated to restrict them, etc.
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Of course it could, and it would. Those of us who went up to

Albany to fight incorporation laws last winter might conceivably

spend a good many winters up there fighting amendments to this

proposed charter.

Senator Shafhoth. Mr. Van Antwerp, your theory is that this is

an aggregation of individuals, and therefore it is not a body that

acts or makes obligations as a body. Do you not, as a matter of fact,

sell your quotations ?

Mr. Van Antwerp. We do; yes.

Senator Shafeoth. As a body ?

Mr. Van Antwerp. Yes sir.

Senator Shafroth. And you get revenue as a body? Do you not
also sell your requirements for listing your stocks ?

Mr. Van Antwerp. Yes ; companies that are listed pay a fee.

Senator Shafroth. The individuals who met under the the trees

and at the Fifth Avenue Hotel did not do that, did they ?

Mr. Van Antwerp. No; because they did not have quotations to

sell nor securities to list. It would have been very much better for

the public safety if they had had.

Senator Shafroth. As a matter of fact, are not these powers that

are exercised similar to those a corporation would exercise that was
incorporated as a stock exchange ?

Mr. Van Antwerp. That involves a question which I would rather
have the lawyers answer, as to whether or not the functions of a

corporation are exercised by the stock exchange. That puts me on
thin ice ; I do not know the law well enough to answer that.

Senator Pomerene. For the sake of the profession, I am glad you
get in trouble once in awhile and refer something to the lawyers.
[Laughter.]
Mr. Van Antwerp. By amending our charter at every winter ses-

sion of the legislature at Albany, if a panic occurred, or a disastrous
failure, or anything of that sort should excite popular feeling or
popular resentment, you can see very readily there would be an at-

tempt at once to have the legislature amend our charter. We feel

that legislation enacted in that way and under those influences is

not always calm, deliberate, and carefully thought-out legislation,
and yet it happens frequently in one way or another in the legislatures
of the various States.

I can conceive another case. A minority of the members of the
exchange, not having its best interests at heart, incensed, perhaps, by
the rigid attitude of the governors in the enforcement of its rules,
or possibly espousing the cause of some popular member who had
been subjected to discipline for a violation of those rules, might seek
to accomplish by influence upon the legislature what they could not
effect under our present voluntary organization.

Senator Pomerene. Will it interrupt if I ask a question there?
Mr. Van Ai^twerp. Not in the least. Senator; please do so.
Senator Pomerene. You are naming objections to incorporation

now?
Mr. Van Antwerp. Yes.

Senator Pomerene. You fear that if incorporated you will be sub-
ject to constant legislative changes?
Mr. Van Antwerp. Yes, sir.
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Senator Po:\iEReNi:. That is your position?
Mr. Van Antwerp. Yes.
Senator Pomerene. You are now unincorporated, and are you not,

as an unincorporated body and as individuals, subject to the same
legislative embarrassments that you would be if you were incor-
porated ?

Mr. Van Antwerp. We are subject as individuals, certainly, to all
the laws of the land. There is no question about that.
Senator Pomeeene. Then, if that be true, your objection to the in-

corporation falls, does it not?
Mr. Van Antwerp. No ; I do not think so.

Senator Pomeeene. Vei y well.

Mr. Van Antwerp. I do not think so, and I will explain why.
Senator Weeks. What Avas the character of the legislation that was

proposed in the Xew ^'ork Legislature last year ?

Mr. Van Antwerp. Through Gov. Sulzer's influence a bill was
introduced to incorporate the New York Stock Exchange. It was
exhaustively discussed at Albany. Various witnesses from the ex-
change testified. My recollection is that some of the members of the
Hughes commission, that had investigated the stock exchange a few
years ago, went up there to testify. Am I right about that, Mr.
Milburn?
Mr. Milburn. One of them did.

Mr. Van Antwerp. I remember Mr. Page did.

Mr. Unteemyee. I opposed that, too.

Mr. Van Antwerp. Mr. Untermyer says he appeared there in op-
position to that bill. Is that your impression, Mr. Milburn?
Mr. MiLBUEN. I can state this about the bill, if I may. There

was a bill proposed to incorporate the stock exchange. It was intro-

duced at the instance of Gov. Sulzer. I went there with various
members of the stock exchange to oppose incorporation. At a later

meeting Mr. Untermyer appeared there in favor of incorporation of
the exchange. I am not saying on that particular bill; he was not
interested in that particular bill, but in the principle of incorpora-
tion.

Mr. Unteemyee. I distinctly opposed that bill on the ground that
it was a blind, and provided for the examination of the books of the
exchange, which admittedly kept no books, and did not provide for
the examination of the books of the members.
Mr. MiLBUEN. As I remember, you said very little about that bill.

You did not seem to be interested in any specific piece of legislation

but you were interested in incorporation and in having a bill

framed by the committee that would incorporate tlie exchange. I

opposed it. The committee reported against it and the senate voted
it down. There is the history of that matter. The senate sustained

the report and voted the whole matter down.
Senator Weeks. Do you remember what the whole vote was?
Mr. Van Antweef. Thirty-four to eight.

Mr. Unteemyee. I distinctly opposed the bill Gov. Sulzer pre-

sented, and said I thought it ought to be defeated.

Mr. MiLBUEN. I do not think you and I can differ about the fact

that the actual bill was a side issue. We were, neither of us, con-

cerned with that. We met there to argue before the judiciary com-

30578—14 I'J
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mittee of the senate on the question as to whether a bill should be

framed by the committee to incorporate the exchange. We dis-

cussed the principle of incorporation. I made two arguments on it.

I am going to beg permission to submit those arguments, which are

in printed form, to this committee for their consideration. You
argued in favor of incorporation and the committee was against you,

and the senate was against you ?

Mr. Untermyee. If I may state my recollection of the facts, I

came at a later date, after the original argument was made, and we
were there to argue on a specific bill which Gov. Sulzer had had
prepared as an administration measure of his own. I will submit my
argiunent. I denounced the bill. I claimed it was a blind. I said

it would accomplish nothing, and whilst I wanted to see incorporation

that would regulate, I did not want to see incorporation that would
postpone the correction of the evils that then existed.

Mr. MiLBFEN. Might I add here, to clear up that situation in

regard to the Legislature of the State of New York last winter

—

because I think, unintentionally, no doubt, an erroneous impression

was created in regard to it—a word or two of explanation.

Gov. Sulzer had as a principal element in his program, when he

was inaugurated as governor, legislation of a great variety of

kinds with respect to the stock exchange. That was one of the

great things he was going to accomplish. He sent a special message
to the legislature on the subject, which is a public document. He
had bills prepared in regard to the circulation of false prices or

manipulated quotations, in regard to manipulations.
Senator Pomekene. Are you quoting him now as an authority?
Mr. MiLBUEN. No. I say he had the bills prepared. The governor

has his machinery for having bills prepared. No. Though he is

down now I do not feel inclined to criticize him. He was our gov-

ernor, elected by the people of the State of New York, and inaugu-
rated with very definite policies.

Senator Nelson. But he had not been inaugurated by Murphy?
Mr. MiLBURN. I do not know. Senator. I only know this : That he

was elected by the people of the State and not by Mr. Murphy or

anybody else. He went right before the populace, and he was
elected hands down. He had this plan as a part of his policy. He
had the whole machinery of the State government behind him, and
these bills were prepared and submitted dealing with the subjects

that I have named—the rehypothecation of securities and some other

matters, such as fraudulent preferences by brokers, etc. Those bills

were taken up by the judiciary committee of the assembly, or rather

the code committee of the assembly, and the judiciary committee of

the senate. The attitude of the stock exchange Avas that it opposed
and always had opposed and would oppose to the end—and would go
down with its flag flying, if it had to go down—incorporation for

reasons which I believe are valid and which I hope to set forth to

this committee. I believe I shall get the opinion of this committee
with me, as I have everybody's opinion, that we have argued the

subject before. I am not afraid to come here when my time comes
and argue that question right on its merits.

As to the other bills, legislation with regard to circulation of false

or manipulated quotations, manipulation, etc., the attitude of the
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exchange was that if they would frame bills that would not destroy its

business, it had no opposition and would not be there in opposition.
The judiciary committee of the senate and the code committee of the
assembly framed those bills, and they passed them and put them on
our statute books, and there are five or six bills, as the result of a good
deal of discussion and the final work of those committees of the legis-

lature, dealing with these subjects, that became law and were signed
by the governor. The thing that failed was incorporation. That is

what was accomplished in the legislature. There was the oppor-
tunity, in regard to tho^e bills, for Mr. Untermyer to have gone there

and taken any part that he saw fit to improve them or to make
them operative. But I do not think that the subject interested him
greatly at that time, as he was at work on the Pujo report and he
wanted the glory of legislation to emanate from the transactions of
that committee and not from the Legislature of the State of New
York.
Mr. Untermyer. Were not these bills that were opposed, and was

not the agitation really the result of the disclosures made in Con-
gress by the Pujo committee? Is not that what led to the advantage
of what legislation there is ?

Mr. MiLBURN. Undoubtedly so.

Mr. Untermyer. I did not want any glory about it, but is it not

a fact that Gov. Sulzer in his message stated that if the State did

not do something. Congress would act ?

Mr. MiLBURN. There is no doubt about that.

Mr. Untermyer. That was his idea.

Mr. MiLBTjRN. There is no doubt the investigation by the Pujo
committee aroused a 'great deal of contention and drew attention

to this matter, both on the part of legislators and on the part of

the exchange. I was simply dealing with the matter as to the

attitude of the State of New York, so that it could not be misunder-

stood, and to correct, which I will do now, something that pained

me very deeply yesterday, when across this table I could gather only

the insinuation that legislation was defeated in Albany by corrupt in-

fluences exercised by the exchange. I gathered that. If I am wrong,

I want to know it. because I have been counsel of this exchange

for some years. There is no fact better known in the State of

New York and in the legislature than that its hands are as white

as the driven snow with respect to the expenditure of money in

connection with legislation. I have always gone, when any bill

has been up, as I come here before you, and the gentlenien of the

exchange with me. We have never taken but one position in re-

gard to the legislation proposed against us year after year, but to

say to those committees, as we shall say to you: "Gentlemen, these

are our views. We are here to maintain them honestly and strenu-

ously. We are here to yield to any legislation that may be passed

;

but if you pass bills that are disastrous to this great institution, the

responsibility is with you and not with us." I have made those

arguments. I have won and I have lost. That has been the sole

attitude of this exchange, and never one dollar of its money has

been spent to stop or influence legislation.
. , .

Senator Pomerene. Mr. Chairman, I do not thmk this com:nitte"

is interested in that matter.



148 REGULATION OF THE STOCK EXCHANGE.

Mr. MiLBXJRX. Senator Pomerene, yesterday the matter was
left

Senator Pomeeene. I do not think I was in the committee room
then.

Mr. MiLBTJRN. The matter was left

Mr. Unteemyee (interrupting). Mr. Milburn is wrong and mis-
taken, and there was no such inference, and no member of this

committee has drawn any such inference, I will venture to say,

and it would be ridiculous and unthinkable for anybody who knows
Mr. Milburn, and knows his reputation and the way he is regarded
with us, to suggest or intimate for a moment that he would be
concerned with any institution that attempted to corrupt legisla-

tures or that used money in securing legislation. There was nothing
said here yesterday, and the record will show it, from which any
member of the committee could have implied that there was a sug-
gestion or intimation that money was used to defeat that legislation.

I am sure the members of the committee who are here will bear out
that statement. Mr. Milburn must be a little oversensitive because
of the varying views that attach to his clients through the country,
and he must be assuming things that were not in anybody's mind.
I do not believe that anybody has ever suggested at any time that
the stock exchange has ever endeavored to influence legislation by
corrupt means; certainly not in all the discussions I have ever had
Avith them, in all the briefs I have ever written, in all the arguments
I have ever made, there has never been a hint of any such thing,

and never will be, because I do not believe it possible.

But I did suggest, and I do suggest, that the power of the mem-
bers of the stock exchange and the allied banking interests in the
State of New York are sufficient at times to overwhelm the judgment
of any legislature, and that does not imply that the stock exchange
uses or has had any heed to use money.
With respect to this particular bill, it was opposed by me, as others

of these bills were opposed by me. and in the brief I have submitted I
have referred to the bill against manipulation, which I say does not
touch or define manipulation at all. I say all of that legislation was
not sincere, and the incorporation bill accomplished nothing, and I
did oppose it.

Senator Hitchcock. I would like to ask Mr. Milburn whether the
Xew York Legislature has enacted any other bills except those five or
six which he has mentioned, for the regulation of the New York Stock
Exchange?
Mr. MiLBUEN. No. Those bills passed in 1913 are the bills that are

passed specially directed at transactions on the stock exchange.
Senator Hitchcock. Do those bills cover the other exchanges in

New York—the produce exchange and the consolidated exchange ?

Mr. MiLBUEN. Oh, yes. It is general legislation prohibiting trans-
actions

Senator Hitchcock. I would like to have those put in the record.
Mr. Chairman.

Senator Shafeoth. It depends on the size of them.
Mr. Unteemyee. They are not long.

The Chairman. Without objection, they will be incorporated in
the record.
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Senator Nelson. Mr. Milbiirn, was there any legislation in your
State prior to this relating to the stock exchange ?

Mr. MiLBTjRN. There are laws affecting transactions.
Senator Nelson. You are going to argue this matter ?

Mr. MiLBLFRN. Yes.
Senator Nelson. And you will refer to those by and by?
Mr. MiLBURN. Yes.
Senator Nelson. I will not interrupt you now.
Mr. MiLBURN. The so-called stock exchange laws of New. York, Mr.

Chairman, are in a small pamphlet of a few pages.
The Chairman. Without objection, that pamphlet will be incorpo-

rated in the record. (See Exhibit B, Appendix.)
Senator Weeks. Mr. Milburn, suppose the bill which is now before

the committee were passed just as it is, requiring the stock exchange to
incorporate, and the stock exchange went to the New York Legislature
to incorporate and it was refused ; what would happen ?

Mr. MiLBURN. We have not any laws simply authorizing the incor-

poration of stock exchanges, but I suppose we could incorporate under
what we call our business law, which is a particular act authorizing
the incorporation of corporations for business purposes.

Mr. Untermyer. There is a special law in New York, a general law
for the incorporation of exchanges, under which the consolidated ex-

change was incorporated.

Mr. MiLBURN. If it was in my mind, it had escaped by attention.

It is a thing I could easily ascertain. T think there would be a gen-

eral act.

Mr. Hjaljmar H. Boyesen (of counsel to Consolidated Stock Ex-
change of New York). Mr. Chairman, the consolidated stock ex-

change is not incorporated. That is a mistake to which I called at-

tention in a brief which I will, submit. The company that owns the

building in which the exchange does business is incorporated, but I

believe the company that owns the New York exchange real estate is

incorporated. The consolidated stock exchange itself is organized

like the New York Stock Exchange.
Mr. Untermyer. But the produce exchange is incorporated?

Mr. Boyesen. Yes ; and the cotton exchange is also incorporated.

Senator Pomerene. It is your view that the general laws are suffi-

cient to authorize the incorporation of the New York Stock Ex-

change ?

Mr. Boyesen. Yes; if the New York Stock Exchange should choose

to incorporate.

Senator Pomerene. It is not necessary to have a special act of the

A.ssembly of New York?
• , .

Mr. Boyesen. I think it would be desirable, but I do not think it is

necessary. I noticed that statement in the Pujo report, but it was in

error.

Mr. Untermyer. That was the statement of its president.

Mr. Boyesen. It was a mistake. We are general counsel for the

Consolidated Exchange, and naturally know the form of their organi-

zation.

Mr. Untermyer. I have no doubt of that.

The Chairman. You may proceed, Mr. Van Antwerp.
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Mr. Van Ajjtweep. Eeplying to Senator Pomerene, one other rea-

son why the members of the stock exchange object to incorporation

is because of its interference with our discipline, our internal disci-

pline. We have a rule, for instance, by which we inflict punishment
for any act contrary to " just and equitable principles of trade." It

is rigorously enforced, and it goes away beyond the common law.

When a member violates a rule written charges are preferred against

him ; he is then given an opportunity to be heard before the full

board of governors. If we find him guilty, we can expel or suspend
him summarily and instantly. He has no opportunity to hold us up
with a writ or injunction or stay of proceedings or any of those things
that lawyers know most aboTit.

The Chairman. Have there been many cases of expulsion?
Mr. Van Antwerp. I can not say how many there have been. I

know there have been cases
;
yes. What we members of the exchange

are afraid of—and Mr. Milburn will explain this better to you than
I can—is that incorporation would interfere very seriously with that

disciplinary power we have over our members, and which is abso-

lutely essential to the effective enforcement of our rules. There is

no avoiding that conclusion. People often say a man disciplined in

that way should have his day in court. We do not deprive him of

that. When he becomes a member he merely waives the right to hold
us up with an injunction or a writ. After we have taken action on
him he can then have his day in court, to his heart's content. One
man whom we disciplined had his day in court after we had disci-

plined him. and it turned out to be six years in court. It has taken
the court six years to decide his case.

The way we, as brokers on the board, feel about it is this: If we
can rid ourselves of that man's presence summarily, we can accom-
plish a great deal more good by our unincorporated system than we
could possibly accomplish as an incorporated body. It would be only
a question of time when the charter Avould be amended to call for a
judicial review of all the acts of the governors in every case.

Senator Pomerene. Why could you not have corporate regulations
which would permit you to do summarily with that man just as you
have done under your unincorporated plan?
Mr. Van Antwerp. I do not know whether you could or not. You

are a lawyer; that is for you to say.

Mr. Untermyer. We have repeatedly suggested that.

Mr. Van Antwerp. I have always understood that is not possible.

Mr. Milburn will tell you about that when he comes to address you.

He knows more about that than I do.

Let us consider subdivision (o) of section 1 of this bill; the one
that provides for the oath of an officer of the company before its

certificates are filed, setting forth the nature, amount, and value of

the tangible and other property, the assets and effects of such cor-

poration, and its actual and contingent liabilities and obligations.

We feel that the enforcement of that provision would inevitably re-

sult in the withdrawal of a substantial part of the $13,000,000,000 of

stocks and the $13,000,000,000 of bonds that are listed on the stock
exchange, because it is our belief that it would not be possible for

officers of companies to make oaths to the facts required here.
Senator Pomerene. I wish you would state that again.
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Mr. Van Antwerp. I say it would not be possible, in our judg-
ment, for officers of companies to make oath to the requirements
specified in this bill.

Senator Pomeeene. It is a rather remarkable statement. I am
interested in hearing your reasons.

Mr. Van Antwerp. Subdivision (a) of section 1 requires a state-

ment verified by the oath of an officer of a corporation applying to

have its securities listed, setting forth separately and in detail the
entire amount and value of the tangible and other assets and its con-

tingent liabilities. We say there is scarcely any corporations that

could comply with this requirement. Several years must elapse and
many millions of dollars must be spent before the Interstate Com-
merce Commission can determine the tangible value of the railroad

properties of this country. Then, how can a railroad oflScer make
oath to such values? Yet he has got to make oath under this bill.

And how about the contingent liabilities ? Railroads are being sued all

the time. I am told by a railroad man that they have considerable

litigation pending and are looking for further litigation oyer the

2-cent-rate law. That is a contingent liability. How can they make
oath then to what their contingent liabilities are ?

Senator Pomerbne. It is your view, I take it, that the cashier of

the City National Bank, that has perhaps $250,000,000 or $300,000,000

of assets, could not make oath through a published report which he

is required to make, because he could not be familiar with every de-

tail personally of his bank?
Mr. Van Antwerp. No; I think the cashier of the City Bank or

any other bank could very easily make himself familiar with every

detail of his bank.
Senator Pomerene. You do not imagine there is a cashier in a

bank of that kind who knows every detail of what is going on in his

bank, do you?
Mr. Van Antwerp. He could very easily find out for such a pur-

pose as is specified here ; but this bill says, " tangible " value of prop-

erties, and its " contingent liabilities and its assets." The value of

the assets of a corporation, as I have always understood it, is a ques-

tion of opinion largely and not a matter of fact ?

Mr. Unteemyer. Are they not on the books ?

Mr. Van Antwerp. Opinion must be based on original cost, de-

preciation, earning power, etc. All we say is that we believe, from
our experience, from all the experiences we have had and all the in-

formation we can get, that it would be practically impossible for a

railroad company to comply with that provision of the bill.

Senator Shafroth. They can not do it beyond their best judgment,

of course.

The Chairman. What change would you suggest?

Mr. Van Antwerp. I am not here to suggest changes. I am not

here to rewrite the bill. I am telling what our judgment and ex-

perience, as stock brokers, indicates to be the probable effect on our

business. We feel that it would result at once

Senatof' Pomerene. You say that is harsh. In what way would

you modify it so as to relieve it of that harshness ?

Mr. Van Antwerp. I am not going to modify it. I think that is

a matter for this committee.
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Senator Pomeeexe. We are trying to get light on this subject, if

we can.

Mr. Van Antavkep. I could not attempt to rcAvrite the bill, and 1

am not expected to do that; at least, if I ani, I shall fail in the

attempt. 1 would like to be able to do so, but I do not know how to

change it. But I maintain, in the face of all opposition, that it is

impossible to-day for a railroad officer to make oath to the tangible

value of his property, and it is impossible for him to make oath to

his contingent liabilities, and it is impossible for him to make oath

to his assets.

Senator Pomeeene. Every railroad man Mho comes to you to mar-
ket an issue of bond? or an additional issue of stock presents a finan-

cial statement which he honestly believes correct, and you accept it

as such ?

Mr. Van Antweep. Yes, sir; we do.

Senator Pojceeene. Unquestionably so I

Mr. Van Antweep. That is all we can accept. It is not made un-

der oath.

Senator Pomerene. But he could just as well make it under oath.

He comes to you and says, '" This is my honest judgment that this is a

correct financial statement of our company's affairs." He can make
oath to that to the best of his knowledge and belief.

Senator Shaeroth. The question of value is always a question of

opinion and judgment?
Senator Pomeeene. Certainly ; and he can make affidavit to what is

his best judgment.
Mr. Van Antweep. Subdivision (&) of article 1 is an attempt to

prevent insiders, in control of a corporation, from making illegitimate

profits from the sale of its securities. The way we look at that is

this: Suppose that the directors of a corporation have made illegiti-

mate profits, and that they do not want to disclose those profits; sup-

pose they are in possession of advance or inside information by which
they alone wish to profit. Such a corporation has, or the oincers of

such a corporation have, only to fail to comply with the provisions

herein set forth in order to have something happen. What would
happen we do not know. Presumably we would ha^e to suspend
dealings in those securities. That is one of the questions T, as a stock

broker, would like to have answered.
The Chaieman. You think they ought to ha^e the right to have

this inside information and conceal it from the public ?

Mr. Van Antweep. Xot at all. But what happens if they fail to

comply with subdivision (^) of article 1?

The ChairjrAN. When they do have this inside infonnation, from
which they profit, they call it a " melon," do they not?
Mr. Van Antweep. Yes. My associates and I reached the conclu-

sion, after considering that phase of it, that if thej^ failed to comply
we would have to suspend dealings in that stock. If we suspended
dealings in the stock, they have accomplished in a sinister way the
pur]:)Ose they might have had in view. It is like presenting them with

a policy of insurance. If the market were taken away, they could
certainly buy the stock as cheaply as a lot of frightened stockholders
would sell it to them. There is no longer any market provided, and
yet there is no penalty provided that shows what happens if they fail

to comply. '
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The Chairman. Do you think there should be a penalty \

Mr. Van Antwerp. Why leave it the way it stands now? It says
they must do these thiiios. We say, suppose they do not do them,
what are we to do ? You are not giving us any police powers and we
do not want any ; but the bill does not specify what is to be done in
that case.

Now, if this bill becomes a law and the stock exchange refuses to

incorporate under its terms, what happens ? The mails, the telegraph
and telephone lines of the United States will still remain open to
any and all written and printed communications with regard to the
transactions upon stock exchange in foreign countries, though not one
of them conforms to the requirements of this bill. Suppose the stock
exchanges of Xew York, Boston, Philadelphia, Chicago, San Fran-
cisco, and other American cities were to be rendered impracticable of
operation by the manner in which the Postmaster General exercises

his discretionary censorship, the Montreal and Toronto stock ex-

changes can continue trading for the account of American customers
without let or hindrance. So can the London Stock Exchange. If

people can speculate on those markets, and they can not speculate

here, Ave feel it opens the door to an utterly unbridled license for the

bucket shops of this countrj'. A man who will trade in a bucket shop
can be made to believe anything, or he would not trade in such a

place.

Senator Pomerene. Are not they controlled by law now ?

Mr. Van Antwerp. By the laws of the States; yes; but the bucket
shops are more numerous, or quite as numerous, as they ever were.

Senator AVebks. The powers of the United States have no juris-

diction.

Senator Pomerene. Legislatively, at least, they are prohibited in

Ohio.
Mr. Van Antwerp. Thej^ are prohibited in New York State also,

and yet there are a lot of them up there.

Senator Pomerene. If they are legislatively prohibited, it is to be

assumed those laws are enforced.

Mr. Van Antwerp. Yes.

Senator Pomerene. I recognize the fact that is a violent presump-
tion, but that is nevertheless the fact, and the mere fact that that law
is violated is certainly no reason why we should not have proper
legislation here.

Mr. Van A?* twerp. Against the bucket shops? I should think so.

We are doing all we can in the stock exchange to prevent them from
getting access to our quotations. We forbid our members from hav-

ing any dealings with them. What I believe would happen if they

were deprived of what they make their customers believe are New
York Stock Exchange quotations, is this: If they were deprived of

those quotations and the publicity which goes with them, they would
unquestionably use quotations from Toronto or Montreal or London,

and make their victims believe they were reliable quotations, and
then, without any published gTiides at all to confirm and verify the

transactions alleged to have been made, I feel they would get all the

money their victims had left. There would be no check on them
at all.

The Chairman. Do you think this bill should be amended so as to

include them ?
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Mr. Vax Antaeep. I feel from the way the bill reads now that

if the stock exchanges are seriously interfered with to the extent that

is contemplated, it- will result in enlarging the activities of the bucket

shops.

Mr. BoYESEN. I would like to say to the committee that the Con-
solidated Stock Exchange has very long believed that there should be

a national antibucket-shop law. The State laws I know, so far as the

^ew York State laws are concerned, are dead letters; but we have
bills, and we would be very glad to draft and to submit to this com-
mittee a national law against the interstate bucket-shop business,

which I happen to know to-day is very widespread. There can be no
question about that. There have been prosecutions within two
months, in Detroit, Mich.

Senator Pomeeenb. Foi' one member of the committee, I would be

^7ery glad to have that draft submitted.

The Chairjian. We will be glad to have it.

Mr. Unteemyee. Put it in this bill.

The Chairman. Proceed, Mr. Van Antwerp.
Mr. Van Antweep. Subdivision (e) of section 1 has to do with the

hypothecation of securities belonging to a customer for any amount
in excess of the sum at the time owing members thereon. This is

now the law of the State of New York, with the exception that the

law of the State of New York provides that that rehypothecation can
not occur '' without the consent of the customer," while the bill before

us prohibits members of the exchange " from entering into any
arrangement or agreement M'ith their customers in regard thereto."

If a customer gives me an order to buy stock for him and deposits

a margin in compliance with this law, I, as his broker or agent, am
quite free to do what he wants done. But if he then says to me, " Go
and borrow the money necessary to complete this purchase," this law
says •' no." We are both free agents, it appears, up to the point of

borrowing, but beyond that point our right to make a private con-

tract is prohibited. We are both free agents, it seems, up to the
point of boirowing the money to complete the purchase, and then
T can not do it even though he expressly requests me to do it. That
is the way it reads. I can not do it even with his consent.

Mr. Unteemyee. Not for an amount more than he owes.
Mr. Vax Antweep. Yes.

The Pujo report says of this matter:

There is no reason why ii broker shoulcl enforce from his customer the right
to do business witli the customer's capital.

This is an implication that the customer is forced or coerced into

doing something inimical to his own interests, wliich is scarcely in

accord with the facts. The facts are that a customer deposits with a

broker 10. l.".. or 20 per cent of the value of the securities which he
purchases, asking the broker to furnish the balance of from 80 to 90
per cent of the purchase price. A large part of the capital with
which these securities are purchased is thus supplied by the brokef
himself, and the broker's financial interest in these securities and his
responsibility for them are so much greater than those of his client

that it becomes necessary for him to use these securities in a con-
venient way to raise the money.
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The Chairman. Under section (e), if the broker, a member of the
stock exchange, desired to use stock itself for the purpose of acquir-
ing money to complete the transaction, that would not be in excess of
the sum at the time owing the member thereon, because the member
at that tnne would owe for the full amount. If he paid 20 per cent
on it, and they wanted to acquire the whole amount and owe 100
per cent on it, he could hypothecate it in his interests, could he not ?

Mr. Van Antaveep. Section (e) says not without his consent.
The Chairman. It says, " In excess of the sum at the time owing

said member thereon." The case you supposed, it seems to me, would
be covered by section (e).

Mr. MiLBURN. Does this law apply to it if dealings between the
broker and the member are prohibited ?

Mr. Van Antwerp. If such dealings between the customer and
the broker are prohibited, the first thing we run against, then, as
stock brokers is this point raised yesterday by Senator Weeks. It ap-
plies particularly to two sections of this bill—this one and the one
about lending the customer's securities. Senator Weeks made the
point that you would then prevent us from doing what the members
of the Boston Stock Exchange may do with perfect impunity.
The Chairman. If the Boston stock brokers can, with perfect im-

punity, speculate with stock which belongs to a cust6mer under the
theory that it belongs to the broker, although he has bought it and is

paying interest on the money Math which it was bought, that does not
seem to be a good reason why a rule that is more equitable should not
prevail ?

Mr. Untermyer. This would apply to the Boston Exchange and
every other exchange.
Mr. MiiJiTJRN. This bill would require a man to make a specific

loan on every distinct and separate transaction. You can not carry
on the business under any such system as that. What a broker does
to-day is this : He needs $100,000 to carry the securities which he has.

He puts in all his securities. He can only borrow upon them a cer-

tain amount, which in 99 transactions out of 100 is less than the
amount that has been paid by the customers, and the balance between
those two amounts comes out of his own capital. In bunching these
securities together, under which he makes his loan, he is acting in

every case under the law of the State of New York, with the consent
of the owner of the stock which he has bought. He is not invading
that right. He can not invade his right when he has his consent.

Mr. Untermyer's suggestion is the only one I have ever had, because
we have given the utmost consideration to every suggestion that he
has ever made, and that is that when you take to the bank 15 different

securities you mark against each one how much the owner owes, and
the bank is given notice that it can only hold that particular security

for that amount. You can not borroAA' on any such terms. Any prac-

tical man will tell you so. Any banker will tell you so. The only

alternative, if this bill is carried into effect, which prevents grown-up
people from making contracts with each other is that the broker
would have to take every separate security which he buys and borrow
separately on it, and it can not be done.

Mr. Untermyer. Mr. Chairman, if the committee will allow me, I

would like to answer that statement.
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The Chairman. Without objection, you may do so.

Mv. Unteemyer. This provision is aimed at two purposes. One
is to restrict speculation; the second is to restrict the broker from
speculating with the customer's capital. If a broker holds stock of

mine worth $10,000 for a debt of $5,000, the purpose of this provision

is to limit his borrowing on that stock beyond the $5,000 that I owe.

and not permit him to borrow $8,000 or $10,000 on that stock, or as

much as he can get, because experience has shown that when a stock-

exchange firm fails the bank that holds the security wipes out the

customer. He never sees anything more of his security.

The method in which the business is done is this : The broker makes
a loan in his bank. He does not borrow on one security, but he takes

an assortment of securities to the bank, and the bank loans him on
that assortment of securities. On the outside of the envelope is in-

dorsed the different kinds of collateral, and from time to time and
from day to day he takes out some collateral and puts in others. I

say it is entirely feasible, and I have discussed it with bankers.

Mr. MiLBURN. We will have the bankers here.

Mr. Untermyer. If you will have the bankers here, I am quite

willing the committee shall have other bankers. The bankers would
prefer to have an unrestricted use of all securities to the full amount,
but if they can not get that, and they can get a safe loan, they will

take it the other way. My suggestion is that on the ouside of the

envelope the broker shall say

:

This security is pledged for 50 per cent, so I can ouly borrow tliat much
money ; this is pledged for SO per cent and I can only bon-ow SO per cent

;

this is my own stock, and I can borrow as much as you are willing to loan me.

It is necessary to protect the customers against the broker, and is

necessary more particularly to limit speculation.

The Chairman. Why is not that practicable, Mr. Milburn?
Mr. Milburn. Simply because I have laid the matter before a

number of our most prominent bankers, and they say it is not prac-

ticable. They would not lend on any such basis as that; they say
that the way their business is done they have not the time or the

means to scrutinize each particular security as to what it is going to

stand for in that loan; that it is an utterly impracticable means of

doing business. On a banking question like that, I take the bankers'
judgment. In the way it goes through now, it goes through with
very little loss.

But the point that I make is this : I have a constitutional guaranty
of liberty, which is the right to make proper contracts, and in the

name of goodness, why can I not agree, with a gentleman whom I

can trust to do my brokerage business, to buy my securities—that

he may use my securities as he may see fit?

Senator J^elson. For any purpose?
Mr. Milburn. If I authorize him to do so—to raise money on

them to help carry these and other securities. Put it as broad as you
like. Senator Nelson. Why have not I the right to say this: For
instance, suppose I have a certain amount of securities with the

house with which I do my business and which buys my stocks, when
I want to buy stocks, or sells them for me when I want to sell.

There are some I have not paid for. I say, " You are entirely at

liberty to use my securities in a way that enables you to make the
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loans to carry them. AVhat legislature on the face of the earth, that
is subject to our constitutional guaranties, can say that I can not make
that contract ?

Mr. IJNTERJtrEE. Are there not all kinds of contracts that the
legislatures say they do not allow to be made when they are against
public policy? Suppose I owe a man money and he has my security,

and he puts up any kind of a contract he pleases. It happens that
the effect of this contract is that it promotes speculation. It pro-
motes speculation by the broker. I think Congress has a perfect
right to stop that.

Air. MiLBTjEN. If Congress has a right to stop every kind of human
transaction that has any tendency to help speculation, then it has
a constitutional power that is beyond the dreams of any man. Just
imagine the significance of your proposition, Mr. Untermyer. You
start with this: A transaction tends indirectly, by its influence, etc.,

to enable men to speculate, to make speculation a little easier ; there-

fore Congress can prohibit it.

Mr. Untermyer. That is not my proposition at all. My propo-
sition is simply this, that Congress is not bound to give the facility

of the use of the mails and of interstate commerce to a public ex-

change that has rules that stimulate and encourage speculation, and
to say:

We will give the use of tliose facilities to such exchanges as have rules that

do not permit their use in that way.

Mr. MiLBURN. That is the main question we have to settle. I am
taking up this proposition now. If that is a sound argument, I can

draw a bill along the same line that will regulate practically all the

transactions of American citizens and all the businesses that are con-

ducted in this country to-day. If you say that you are going to use

the United States or Congress as a power to establish post roads

—

taking that simple language—if you are going to use that to regulate

all the human transactions that have an evil tendency that in some
way get into a letter or newspaper or telegraph or telephone message,

then where are the bounds ? That is the proposition.

Senator Nelson. I want to get at the practical side of it. Suppose,

Mr. Van Antwerp, I give you an order to buy for me 100 shares of

Northern Pacific and I fuirnish you a margin of 20 per cent, and you
buy that stock. Is there a stock certificate issued on that sale !

Mr. Van Antwerp. Delivered to me; yes.

Senator Nelson. Dees it run to you or me ?

Mr. Van Antwerp. Does the title vest in you or me^ It is de-

livered to me in my office. In New York the title vests in the cus-

tomer.
Senator Nelson. Does it read that that certificate is yours, or is it

mine ?

Mr. Van Ant^verf. It is indorsed in blank usually.

Senator Nelson. They are given to you in blank?

Mr. Van Antwerp. Yes.

Senator Nelson. And you retain that for me?
Mr. Van Antwerp. Yes. They are then somewhat like a " bearer "

certificate, in the sense that they are negotiable.

Mr. Untermyer. There are no bearer certificates.
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Senator Nelson. Then, as a matter of fact, the certificate is issued

practically in your name and not in my name. I have 20 per cent

invested and you have 80 per cent invested ?

Mr. Van Antwerp. Yes, sir.

Senator Nelson. Is that the nature of the transaction ?

Mr. Van Antwerp. Yes.

Senator Nelson. It is on that stock certificate that the bank loans

money, is it not?
Mr. Van Antwerp. Yes.

Senator Nelson. Then, the loan is made to you because of the cer-

tificate. Before you could borrow money on it, your name must be

on that certificate, must it not?
Mr. Van Antwerp. No.
Senator Nelson. How can you borrow money on a certificate in

blank?
Mr. Van Antwerp. It bears an indorsement, and that certifi-

cate

Senator Nelson. Take the case I put.

Mr. Van Antwerp. It has been indorsed by a previous owner when
it comes to me.

Senator Nelson. Take the case I put to you: I order you to buy
100 shares of Northern Pacific and advance you a margin of 20 per

cent, aijd you put up the other 80 per cent and -buy that stock. To
whom does that certificate run, or is the certificate issued on that

sale?

Mr. Van Antwerp. We receive a certificate for 100 shares of

Northern Pacific, and the selling house, of course, delivers it to us.

It probably bears the name of a former owner, who has indorsed it,

and his signature has been guaranteed by a stock exchange house,

which makes it a perfectly good delivery.

Senator Nelson. It is assigned then to you?
Mr. Van Antwerp. Yes ; in blank.
Senator Nelson. And your name is put on it as assignee ?

Mr. Van Antwerp. Oh, no. I did not say that.

Senator Hitchcock. It is assigned in blank?
Mr. Van Antwerp. Yes.
Senator Nelson. Suppose after that end, when you get that certifi-

cate, you want to borrow money on it. You go to the bank. Do you
borrow on it with that certificate in blank?
Mr. Van Antwerp. Yes; certainly.

Senator Nelson. You do not put anybody's name on it ?

Mr. Van Antwerp. No, sir.

Senator Nelson. You give your note and put up that stock cer-

tificate ?

Mr. Van Antwerp. Yes.
Senator Nelson. And there is nothing to show the bank who owns

that certificate?

Mr. Van Antwerp. No, sir.

Senator Nelson. The transaction is that?
Mr. Van Antwerp. Yes.
Senator Nelson. Entirely?
Mr. Van Antwerp. Yes.

That is all I have to say about this bill, Mr. Chairman, except to
add that the provision we have just been considering, about rehy-
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pothecation not being permitted without the (•iistomer's consent, and
the 20 per cent margin clause, which is the only other one I have
not spoken about, means simply this to me as a stock broker: That
my customers, who can not have their securities rehypothecated, even
with their consent, and who must put up 20 per cent margin accord-
ing to this bill, are going to do one thing unquestionably. They are
going to take their accounts away from us, and they are going to
and them over to unregulated pri\ate bankers or trust companies

in New York City. That is where the accounts will go. I do not
believe, with Mr. Untermyer, that it is going to stop speculation. T
believe it will merely throw it into uncontrolled, unregulated hands.
It certainly is going to take it away from the stock brokers who now
handle it and who supervise it with the best care their ingenuity is

able to devise.

Senator Pomerkne. Your position is the stock exchange is now
uncontrolled 'i

Mr. Van Antweup. It is controlled absolutely, Senator Pomerene,
by its board of governors and its rules and constitution. But I am
protesting against having the business transferred to the private
banks and trust companies in New York and into the open and
unregulated markets on the street where there are no rules. It is

bad enough to destroy the market, but it is worse to have it go to

uncontrolled outsiders. Besides, a great deal of it would go to

Boston, where the title to margined securities rests in the broker, and
I protest against that, because we do not want those Boston stock

brokers to get, at our expense, any more than they have already.

Mr. Untermyee. This bill applies to Boston.

Mr. Van Antwerp. T have finished, Mr. Chairman.
The Chairman. We will adjourn at this time until to-morrow

morning at half past 10.

(Thereupon, at r).45 o'clock p. m., the committee adjourned until

to-morrow, Friday, Febiuary 6, 1914, at 10.30 o'clock a. m.)

miDAY, FEBRUARY 6, 1914.

CoirMiTTEE ON Banking and Currency,
United States Senate,

Washington, D. 0.

Pursuant to the adjournment of yesterday, the committee met at

10.30 o'clock a. m.
Present: Senators Owen (chairman), Hitchcock, Pomerene,

Shafroth, HoUis, Nelson, Bristow, McLean, and Weeks.

STATEMENT OF JAMES B. MABON, PRESIDENT OF THE NEW
YORK STOCK EXCHANGE.

Mr. Mabon. Mr. Chairinan and gentlemen of the committee,

casual reference was made yesterday to the possibility of you visit-

ing the New York Stock Exchange, and I would like most cordially

to extend an invitation to you, Mr. Chairman, and to all the mem-
bers of the committee, to see the exchange in all its operations.

There are so many things that are intricate and difficult of explana-

tion that it would be a great delight to us to welcome you all to the

stock exchange that you may see its operations. This is a cordial in-

tr'<-qt.ion, and I hope it will be availed of.
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STATEMENT OF HENRY G. S. NOBLE, MEMBER OF THE NEW
YORK STOCK EXCHANGE.

The Chaieman. Will you give to the reporter your name, address,

and relation to this matter?
Mr. Noble. Henry G. S. Noble; 42 Broadway, New York; member

of the New York Stock Exchange.
Mr. Chairman and gentleman, I am only going to take a very few

minutes of your time this morning to touch upon one provision of

the bill, the consequences of which I would like to call to your
attention.

On page 5 of the bill, section (/) , it is provided

:

That the regnlatidiis of said excliaiige shall forbid its members, under penalty
of expulsion and such other penalties as may be prescribed by the articles in-

corporating the exchange or otherwise, from lending securities pledged with
them or from making any agreement with their customers with respect thereto.

It has been explained to us by Mr. Untermyer that the purpose of

that provision is to restrain or minimize so-called short sales of

stock. What I want to do is to place before you some of the prin-

cipal reasons why in all the great financial centers of the world it

is considered imAvise and inexpedient to restrain operations of that
kind.

It frequently happens that a word will get so tangled up with
associations as to somewhat destroy its full meaning. That, I think,

is conspicuously the case with regard to the term " short sale."
" Short selling " is a technical term used only in speculative markets,
and as the speculative markets are associated with Wall Street, and
Wall Street is always more or less under suspicion, the average citi-

zen is a^Dt to feel, when he sees that term (judging it by its parent-
age), that it is probably some nefarious arrangement by which the
unwary are to be undone. In order to avoid the implications of this

term for a moment, let us substitute a descriptive phrase which con-
veys the same idea. Let us speak of this operation as " making a
contract to deliver something which one expects to be able to obtain."

The minute we look at it from that standpoint it becomes evident
that we are dealing with something that is not confined to the stock
market; that is, it is an operation which takes place in many
branches of business. A building contractor, agreeing to put up a

building, makes a contract in which he binds himself to deliver the
building material and the labor and all the details that go to make
up that building, and having done so, he goes out into the open market
and procures those things at prices that enable him to make a profit
on the transaction. This is also quite conspicuous in the manufac-
turing world. Take, for instance, the new industry of automobile
building. If you go to an automobile maker to buy a car, he signs
a contract to deliver you that car in the course of a few months, and
after he has done so he assembles the parts and builds the car which
he delivers to you later on. We all know that the same thing is

true in the agricultural world. Certain crops are sold before they
are raised.

The operation of selling a security first and buying it afterwards
is practically, in all its details, the same thing. The shorter seller
is simply a dealer in securities who, becoming convinced that the
property in question is selling at a price that is not likely to be main-
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tained, makes a contract to deliver that property with the expecta-
tion of obtaining it later on at a difference in price wliich will con-
stitutea profit to himself. If there is anj'thing wrong about that
operation of selling something for the purpose of buying it in
cheaper, it would seem logically that there must be something corre-
spondingly wrong about bviying a piece of property for the purpose
of selling it out at a higher figure, because in both cases there is

merely a purchase and a sale and a difference in price, and it can
hardly be that the difference in sequence of time between the pur-
chase and the sale introduces any very serious moral element. As
long as we have negotiable securities that are constantly fluctuating

in value, there is going to be speculation. As long as there is specu-
lation, it would be very unwise to have that speculation one sided,

or to have the balance of forces which conduct it in any way.de-
stroyed. You gentlemen who are in the political world probably
appreciate that good Government would be difficult if there were
only one political party. If there were only a conservative party,

unopposed by a liberal or radical party, it would be difficult to get

progress. If there were only a liberal or radical party, unopposed
by a conservative party, there might be extreme legislation. The
same thing is true of the speculative market.

Senator Nelson. I think you do us an injustice. We politicians,

when we become candidates, are sort of selling short, too. [Laugh-
ter.] We are betting on the future market in the political world.

Mr. Noble. I am glad to hear that you are involved in this thing,

because it gives me hope of convincing you.

If a bull party in a speculative market is allowed to remain unre-

strained, to have the field entirely to itself, it would produce violent

rises in prices, followed by equally violent collapses when the reac-

tion came, and you would have a disorganized and dangerous market.

Senator Nelson. Is a short seller a bull or a bear ?

Mr. Noble. He is a bear. A buyer for a rise is a bull.

Senator Hollis. Are not the numbers of those who sell short com-

paratively limited? Are not they few compared to those who buy
for a rise? That is, does not a man have to be a more technical

operator than an ordinary speculator?

Mr. Noble. That is absolutely right, Senator Hollis. The short

selling is done more by the professional speculator than by anybody

else.

Senator Hollis. And out of 100 men who send orders into the

stock market to buy and sell stocks, how many should you say there

are of the ordinary investors who ever do operate on the short price

of the market?
Mr. Noble. I think where you are dealing with the ordinary in-

vestor it is very rare. ...
Senator McLean. There has to be a purchase every time there is a

sale, does there not?
.

Mr Noble. Certainly. These transactions are all genuine trans-

actions, and the property actually passes from hand to hand.

Senator McLean. So there is lio more short selling than there is

long buying?
Mr Noble. There can not be. The effect of the short seller in the

market is that as the market rises, he sells and restrains the rise,
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and having sold, it becomes necessary for liim to buy in order to

fulfill his contract ; and if the market declines, he buys to cover his

eontract and restrains the decline. Therefore, he acts like a balance

wheel on the market. He prevents it from running to extremes.

He keeps fluctuations within much more reasonable bounds than
they would be kept if he were removed.

It has been erroneously supposed by some people that the eifect

of short selling is to depress prices. That is not the case, for this

reason, that the minute a man has entered into a contract to sell some-

thing which he has sold short, he has got to be a buyer, and he is the

best kind of a buyer you can possibly have in the market, because

the ordinary buyer—that is, an investment buyer or speculative

buyer—is a free agent. He can withdraw his offer to purchase. He
can change his mind. He is not bound to buy. His support may
disappear from the market at any time. But the man who has sold

short is a compulsory buyer. Having made this contract to deliver,

lie has got to buy, and if a large nmnber of dealers have sold short

at more or less the same time, their competition to buy creates a

support to the market, so that it is well known, in the parlance of

Wall street, that any security is considered to be in a particularly

strong position if there is a large short interest in it, because you
know that those buyers are all there and that they have to cover their

commitments.
Senator Hollis. Allow me to ask you this further question.

Would an order from the average man, accompanied by a check
large enough to entitle to ha^e his order carried oiit, be executed as

readily if he wanted to give an order to sell short as if he gave an
order to purchase?
Mr. Noble. Yes ; it would.
Senator Hollis. Just as readily?

Mr. Noble. Just as readily; yes.

Senator Weeks. Do you not want to qualify that by the suggestion
that it would depend something on whether the stock which he had
given an order to sell short were an active stock and could be readily

borrowed ?

Mr. Noble. That is true. That is a qualification. Senator Weeks,
that ought to be made. That is, there might be some security in a

position where it would be difficult to borrow, and therefoi-e the
short seller would be wary of selling for fear he might be unable to

fulfill his contract.

Senator Nelson. What do you mean by " borrowing stock " in that
connection ?

The Chairman. Will you explain the different phases of borrow-
ing stock ?

Mr. Noble. Yes, Mr. Chairman.
If I sell 100 shares of stock to Senator Nelson to-day, according

to the rules of the stock exchange I must deliver that stock to him
to-morrow morning ; that is, he has bought it and he expects to get
it, and I must give it to him. If I have not bought it yet—and I
may not be in a hurry to buy it in because I may think it is going a
good deal lower—I go to Mr. Milburn, for instance, who may be lonii;

of that stock, and I borrow 100 shares from him and give him the
money for it. So far as he is concerned he has borrowed monev on
his stock; I have given him the money and taken his stock. So f:ir
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as I am concerned. I have turned nis stock over to Senator Xclson.
so that Senator Xel.-on gets his stock, and I am in the position of
oAving 100 shares of stock to :\lr. :\lilburn.

Senator Xelsox. You can return that to him?
^Ir. XoBiE. When I buy it in.

Senator Xei.so>-. That same stock?
Islv. XrjHLE. Xo : I buy 100 shares in the market later on.
Stnutor Xelso^'. And turn it into him?
]Mr. X'^OBLE. Yes: and he gets his stock back. Meanwhile you

have rereherl your stock as a purchaser.
Senator Xelsox. Does Mr. Milburn get interest in the meantime?

You bOrrtAv his stock and deposit the money for it. do you?
>rr. XoBLE. Xo : I borrow his stock and give him the money for it.

Senator Xelso>. You give him the money for it?

Mr. XoBLE. Yes; and, having that money in his hands, he can
mak;3 interest on that money. If there are any dividends on thnt
stock in the meanwhile, of course, they go to the owner; they do not
go to the man who borrowed it.

Senator Hollis. But ordinarily all a man in Mr. Milburn's po-i-

tion wouid get from it is the use of the money or the dividend?
]Mr. XoBLE. That is all, except in the case of a great scarcity of

th(! stoclf. That hajipened, for instance, in the famous Xorthern
Pacific corner. Then something takes place which is called " loaning

at a premium: " that is, you actually pay !Mr. Milburn for the u*e ot

his stock. You paj' him a small fraction or a large fraction, one-

thirty-second, one-eighth, or one-fourth, according to the demand,
for the use of his stock. That is when' stock is scarce and hard to

bo]'r(AV.

Senatur Weeks. In addition to that he has the use of the money '.

;Mr. XopLE. That is correct.

Senator Weeks. Will j-ou go on and explain what happens if that

borroAving continues for any length of time and the stock fluctuate- ?

The Senators are not speculators and they do not understand the

technicalities of the proposition.

^Ir. XoiJLE. 1 have borrowed this stock from Mr. Milburn and de-

livered it to Senator Xelson, the purchaser^ At the time T bor-

row the stock it may be selling at 50, and i have only given Mr.

Milburn .>i.000 for it. Suppose the stock gc^es up to- 5.5 while I am
borrowing it from him: he only has $5,000, and I have taken from

him 100 shares of stock worth S5,500, so he would appear to Ije run-

ing a risk. That is provided for by the fact that Mr. Milburn sends

right around to my office to get a check for S500. Then, as we call it

Technically. T keep the ^-tock at the market; that is. I keep the price

.^o that hehas alwavs in his hands the full value of the stock.

Senator X'elsox." Suppose it goes down in the meantime?

]\Ir. XoBLE. If it goes down, then I send around to iMr. ]\Iilburn"s

office and get a check for the difference, so that I am securing myself

against the danger of his not taking it back.

Gentlemen, possibly you would be more influenced by experience

in this question than bythe theory of it which I have been explaining

to vou. This question of short selling is not at all new ; that is, the

opposition to it is not new. It dates back a long time, and has come

up in all countries where there are great speculative markets. In

England a law was passed against it early in the eighteenth century,
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which became a dead letter and was repealed about i860. Xapoleon I

disapproved of it and wanted to have legislation passed to stop it,

but he was restrained by his minister of finance, who considered that

it was wise to have it and who persuaded the Emperor not to have
the law passed. Later on in France, however, laws prohibiting it

were passed, but they have been repealed. The Germans, as you all

linow, made the experiment within 15 years. They passed laws pro-
hibiting it, which they have also repealed. The State cf New York
had a law prohibiting it early in the last century, which was repealed

in 1859. So that in all the great financial centers of the world the

experiment has been tried of preventing short selling of stock, and
in all those financial centers the attempt has been abandoned and
laws of that character have been abandoned.

In dealing with a complicated subject of this kind it frequently
happens that a law will bring about results that the legislator has
not contemplated, and it is a curious and interesting fact that if a

law against short sales were passed here, or a law seriously restrain-

ing them, it would interfere with something which I am sui'e nobody
is anxious to interfere with, and that is the free market for the small

investor, the man Avho saves up his money and wants to buy 10 or

15 or 20 shares of stock. The way that comes about is this

:

In all the great exchanges there has to be a unit of trading; the

unit of trading is the smallest amount of stock for which a broker

is obliged to accept a bid or an offer, and you trade in that unit and
multiples of that unit, and the market is quoted in that unit and
multiples of that unit. On the New York Stocli Exchange the unit

has been, for a century past, 100 shares.. You trade in 100 shares

and multiples of 100 shares. Theoreticallj^, the unit ought to be
one share, but there are practical difficulties about that which it is

impossible to overcome.
In the first place, if the unit Avere one share and the stock were

quoted at, we will say, 50 bid or 75 bid, it would only mean that that

figure Avas bid for one share, which avouIcI be very misleading to the

public, because one share is practically a negligible quantity.

Again, there would be no incentive to brokers to go into the open
market and buy and sell one or two or three shares for a commis-
sion of 12i cents a share, because the pay Avould not be great enough
to justify a broker in giving the necessary time to it.

Senator Pomerene. That is, they do business on a wholesale basis

and not on a retail basis?

Mr. Noble. That is correct. Further, the banks Avould be very
much embarrassed in loaning money on one-share lots of stock. If

every certificate of 100 shares of stock you put into a loan contained
100 different pieces of paper, bank loans would be of such a phy-
sically impossible character that it would be a very serious impedi-
ment to business.

Finally, and most important of all, it would be quite impossible
in an active or excited market for a broker to execute a large order
for 1,000 shares, we will say, if he were obliged to stop and make
contracts in one, two, or three share lots, with anybody who came
along. That Avould be physically out of the question.

Senator Weeks. Explain to t;he committee just what takes place
where you buy or sell a share or 100 shares of stock on the stock ex-

change.
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Mr. >.<'iu.K. You go to the place where that stock is traded in
Sciiator Uf.i-.ks. That means what?
Mr. >,oi5LE. The stocks on the floor of the exchange are arranged

around posts. Each post has a group of stocks connected with it.
It you wont to buy 100 shares of steel, you go to the post which is
marked "Steel." and you find that all'the men who are there are
there tor the purpose of dealing in steel. You inquire what the
price of steel is a that time, and if it is a price at which your cus-
tomer has instructed you to buy or sell, you buy or sell of one of the
brokers whom you find there ready to trade.

Senator Weeks. That is to sav,' if you have an order in steel vou
go to the steel pole?

'

Mr. XoBLE. That is correct.

Senator Weeks. You stay there, because that is the place where
steel is traded m. until you find a customer—until you find some
other broker who has an order to buy that stock or sell the stock that
you want to buy?
Mr. Noble. That is, a broker who has an order that corresponds

with ,yours in price.

Senator Xelsox. I have followed you so far, but suppose now I
give you an order—and you only buy' and sell in 100 lots?
Mr. Ts^oBLE. Yes.
Senator Xelson. Suppose I give you an order to buy 25 shares of

a given stock—I wish you would explain the modus operandi of that ?

Mr. Noble. That is what I am leading to. It was that particular
business I wanted to bring before you. I wanted to show how that
business would be interferred with if short sales were impossible.
Mr. MiLBUEX. Mr. Noble, can you not say what is your personal

relation to that business?
Mr. Noble. I am in that business—of dealing in fractional lots, and

I am going to explain its operation to the committee.
Senator Weeks. That is, you are a specialist in that stock?
Mr. Noble. Yes ; my firm are specialists in that department.
I think I have covered the point about the unit of trading and how

that was established and why it was necessary that it should be as
large as 100 shares.

That being the case and the unit of trading being 100 shares, it

was necessary—and I am coming now to your question. Senator
Nelson—that some mechanism should be supplied by which the little

man, the small investor who wants to buy or sell fractional amounts
of stock, could be accommodated. He may have just money enough
saved to buy, we will say, 17 shares. How is he going to be provided
for?

During the last 40 years there have developed on the stock ex-

change a group of brokers—or they should be called dealers—who
give themselves up entirely to making a market in any lot less than

100 shares. They stand there ready at all times to buy anything

from 1 to 99 shares, or to sell anything from 1 to 99 shares, at a

slight concession from the general market, from the wholesale market.

Owing to the competition that has existed between them, that conces-

sion has become so small that it averages less than one-eighth of 1

per cent. The consequence is, that the man who wants to buy 25

shares, or some svich amount of stock, can buy that number of shares,

or 1 share or 99 shares, all equally well, within the average of less

tliau one-eighth of 1 per cent of the price wholesale.
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The way the dealer operates is this: He stands there, and as the

brokers come in with orders from their customers to buy these small
amounts, he sells them, based on the market price wholesale per 100
shares, and when he finds he has sold as much as 100 shares, he
turns to the hundred-share market and buys 100 shares to fill his

contract.

Do you understand that. Senator Nelson ?

Senator Nelson. Yes.

Mr. Noble. The next day he takes the 100 shares which he has
bought up to the transfer office of the company and splits it up into

the necessary small lots to deliver to all these small investors who
have come to buy.
This procedure is reversed if they want to sell; that is, he buys

from these broJrers in small lots when they come into the market,
and when he has 100, he sells 100 in the wholesale market, and when
the little lots come into him the next day, he groups them together

and delivers them to the man he sold to.

Senator Hollis. The concession is the other way on that. When
he buys he pays about one-eighth of 1 per cent less than the market
rate.

Mr. Noble. He pays a little more when he buys and gets a little

less when he sells; that is, the customer does.

Senator Hollis. I am talking about the broker.

Mr. Noble. Yes; with the broker that is where the profit of his

business comes.
What I wanted to bring out in this discussion, the reason why

what I have been telling you has any relation to the subject we have
been discussing, is that when the market declines to any great de-

gree that is the time when the small investor appears upon the scene

in large numbers. The small investor is a bargain hunter and he is

very apt to be most prominent on declining prices when he thinks
he is going to get something cheap. During that decline, when all

these buyers appear, the dealer whom I have been describing to you
has got to sell these people their stock as they come into the market.
Then, when he finds he has sold 100 or more, he turns into the whole-
sale market and buys to cover that sale. But when he is doing
that he is selling stock short, because he sells the fractional lot first

and buys the wholesale 100 afterwards. If you prohibit him or

make it very difficult for him to sell these small lots short, he could
not make this market for the small investor, and therefore the small

investor would suffer.

Senator Hollis. Explain why he can not buy 100 shares in advance
to be sold to the small investor.

Mr. Noble. Because if the market is declining these orders keep
coming in to him all the time and he does not know how many shares

he will sell, that being a matter that is changing from moment to

moment, and if he buys first and then the market goes down and lie

sells to the small investor he has made the transaction at a loss.

Senator Hollis. But there are thousands of other people in the
market buying stocks that may go down or may not go down.
Mr. Noble. The process you would expect the dealer to go through

would make him almost a certain loser when the prices were going
down, and therefore he would have to withdraw from the business.
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The only way in which he can protect himself is to sell first as the
market declines and then jump in and buy the hundreds after he
knows how much he has sold. But if he bought first and then waited
to see how much he was going to sell, and the market was declining,
he would be practically a certain loser.

Senator Hollis. Is it not largely for this reason that he can not
tell what the demand is going to be, and would not know what stocks

to have on hand?
Mr. Noble. Precisely. The demands are coming in from second

to second or from minute to minute. These orders are pouring into

the New York Stock Exchange by telephone and telegrams from all

directions, and you do not know what they will be in the course of a

day
;
you simply find out as you go along. .

Senator Hollis. If he had unlimited credit and had his account as

full as he wanted he might just as well speculate that way as not.

Mr. Noble. Yes ; but I am in the business, and I would not care

to try that experiment.
Senator Pomeeene. What portion of your sales on the market are

less than 100-share lots?

Mr. Noble. They are all of that kind. We deal only in amounts
that are less than units.

Senator Pomeeene. You are speaking of yourself. I mean as a

whole.
Mr. Noble. You mean in the New York Stock Exchange ?

Senator Pomeeene. Yes.

Mr. Noble. What proportion of the sales are less than units ?

Senator Pomeeene. Yes.

Mr. Noble. That varies a great deal with conditions, Senator
Pomerene ?

Senator Pomeeene. We assume that is so, but you haye some
knowledge of it

Mr. Noble. In an active market I should say that about 20 per

cent of the business was in small lots.

Senator Pomeeene. That is in an active market?
Mr. Noble. Yes.

Senator Pomeeene. What would be the general average during

the year?
Mr. Noble. It would be pretty close to that, as far as it is possible

to say.

Senator Pomeeene. Would you say the small-lot business is what
might be called genuine purchases and sales in opposition to specu-

lative purchases and sales? '

Mr. Noble. Not entirely.

Senator Pomeeene. But generally speaking?

Mr. . Noble. Generally speaking it is, and particularly in periods

of low prices, where the investor comes in in large numbers. Of
course theie is a certain amount of speculation in fractional lots as

well, but the main body of it represents the investor, because if the

amount is small he pays for it outright and takes it oiit of the market.

It is through that agency that there has been such a large increase in

the number of stockholders of large corporations within the last six

or eight years.
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Senator Hollis. There has never been any real difficulty in a man
buying a few small lots of stock, has there ?

Mr. Noble. Never.

Sepator Hollis. He would send in his orders and he would always
get in some way. They might not get it so close to the market.
Mr. Noble. You mean if the dealer were not there ?

Senator Hollis. Yes.

Mr. Noble. If the dealer were not there and the unit continued

to be 100 shares, it would be at times very difficult to buy odd lots.

For instance, when the market is declining, there would be very few
sellers as compared with buyers.

Senator Hollis. Suppose I should write to a firm in Boston in

whom I have confidence and say I want to buy 10 shares of steel.

In an excited state of the market they might not execute that order

immediately if it were not for this class of operators.

Mr. Noble. They might not be able to execute it in a reasonable

length of time.

Senator Hollis. Mechanically it would get done, but I might not

get it quite as near the market.
Mr. Noble. You would not get it as near the market price and might

not get it for a long time. It would depend on whether that exact

amount came into the market. Suppose you wanted 13 shares; you
might buj' 10 and spend a week trying to get the other 3, whereas
with the dealer you can get 13 shares immediately, because he will

sell anj^ amount up to 99 shares that you want to buy.

Senator Hollis. In the larger centers the practice you describe

is the usual practice, so there is instant delivery ?

Mr. Noble. Yes.
Senator Hollis. An active seller, of course?
Mr. Noble. Yes.

The Chaiemak. Tell us about the sale of small lots that way.
Suppose a man wants to sell 13 shares; what would be the market
for that?

Mr. Noble. Exactly the same. He gets exactly the same facili-

ties on one side of the market that he does on the other. He is pro-

tected in both directions. The dealer is always there ready to deal

with him at any time.

The Chairman. On the market?
Mr. Noble. On the market.
Senator Weeks. When Senator Hollis referred a moment ago to

genuine purchases and sales I assumed that you understood him to

mean purchases and sales for investment purposes.
Mr. Noble. I understood him to mean purchases and sales for in-

vestment, in which the stock was paid for outright and no money
borrowed on it. That is what I understood you to mean, Senator
Hollis?

Senator Hollis. Yes.

Mr. Noble. That is all I have to present, Mr. Chairman, unless
there are some questions to be asked.

Senator Weeks. Suppose an investor in Kansas wishes to buy 10

shares of steel. I use steel because it has a very broad market. He
wires a broker in New York to make the purchase. Those 10 shares
could probably be bought within one-eighth or one-fourth of the

market price at that time, could they not?
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Mr. NoBLE^ Always within one-eighth.
Senator Weeks. Always within one-eighth of the market price ?

Mr. Noble. Yes ; and sometimes a little better.
Senator Weeks. And the market price would, be more or less stable,

except in panicky conditions ?

Mr. Noble. Depending on fluctuations in Steel.
Senator Weeks. So that in that very active stock, the small pur-

chaser could buy or sell at substantially the same price thfit the large
speculator could buy or sell?

Mr. Noble. He could.
Senator Weeks. And there would be a stable market at all time- ?

Mr. Noble. That is the case.

Senator Weeks. Since you have been discussing small-lot trans-
actions, a case occurred to me Avhich may illustrate to the meml^ers
of the commifitee the desirability of a broad and active market, and
I want to ask you if your familiarity with that kind of transactions
would seem to bear out the correctness of the conclusion that T drew.
Years ago, when I was in business, I had an order to sell 20 shares

of Georgia Railway & Banking Co. I think that is the name of the
company in Georgia. There was no market for that stock anywhere
except in Savannah, where there is no stock exchange, but I assume
there are brokers there Avho deal in that security and perhaps in
cotton and other things. That was the only market, at any rate. The
last quotation for the stock was $257 a share. My customer said,
" Sell this stock at $257 a share." We could not get that price. We
waited a day or two and telegraphed back and forth three or four
times. Finally the best price we could get was $252 a share. I was
rather curious to follow that transaction up, and I noticed the next
sale of the stock in the market was $255 a share. In other words, my
customer, on account of the narrowness of the market, was obliged
to sell that high-classed investment stock at $3 a share less than the

next sale and $5 a share less than the previous sale, and the broker,

or whoever was a specialist in the stock, took advantage of the nar-

row market to make $3 a share out of my customer.

Is that a usual result in the cases of stocks that have a very narrow
market like that in places where there is not a stock exchange and a

broad market?
Mr. Noble. Of course I am not familiar with the conditions in

Georgia.
Senator Weeks. I am not criticizing Georgia or Savannah or the

brokers there. I am talking about general conclusions.

Mr. Noble. If, in the market where you sold that stock, the unit

of trading was 100 shares, and you only wanted to sell 20 shares,

and there was no dealer such as I have described, the broker to whom
you gave that order may have simply had to wait until somebody
came along and wanted to buy that particular number of shares, and

the only purchaser that he could find may have been this man who
paid, as I understood you to say, $252. Was the subsequent sale at

$255 in 100-share lots?

Senator Weeks. No ; in a small lot.

Mr. Noble. That simply would illustrate that where there is no

market, there are very wide fluctuations, and you can not tell within

a reasonable amount what you are likely to get.
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Senator "Weeks. My customer was very much grieved by that

transaction, because he looked up the market down there and found
that the previous sale was $25T and the next sale $255, and I had onlj'

been able to get $252. He did not like it and, as I recall it, I never
had another order from that customer.

Senator Hollis. Mr. Noble, not long ago I was counsel for an
estate that had a great deal of American Sugar stock, and I advised
the executor to sell that when the heirs agreed that he should sell

it, so they would not find fault with him, and the heirs would get

together occasionally and direct him to sell 100 shares or 1,000 shares.

I knew about it and knew what price was received, and I looked at

the stock-market reports. I found that invariably the price returned
was the very lowest price quoted for the day it was sold, and I could
not help having a suspicion that if we had been buying it we should
have found the price we paid for it was the very highest quotation
for that day. I want to ask whether that is the practice with stock

brokers, to return the very lowest quotation that is made for the day
when they are selling stock for customers ?

]Mr. Noble. A broker who always obtained the lowest price for his

customers when he sold and always paid the highest price for his

customers when he bought would be likely to lose his business to

some other broker who did a little better, because the customer
would be apt to look around for better service than that, I should
imagine.

Senator Hou^is. Perhaps the people who live at a distance from
the main market would not have enough business to notice that.

What I want to get as is whether, when the country customer orders
100 shares to be sold, his particular order is taken by the broker
into the market and executed at a genuine price, and that genuine
price returned to the customer.
Mr. Noble. Certainly.
Senator Hollis. That is an actual sale, just as if it had been a

horse in the horse market?
Mr. Noble. Certainly.

Senator Hollis. And if he is an honest broker he will return the
exact amount?
Mr. Noble. Certainly.

Senator Hollis. Has there ever been instances uncovered where
the broker was dishonest and actually made a sale at a certain price
and found that later quotations for the day were lower, and returned
to the customer at the lower price?
Mr. Noble. I do not recall that anything of the sort was ever un-

covered in the New York Stock Exchange.
Senator Hollis. Have you ever had a suspicion that that had been

done ?

Mr. Noble. If we found such a case, of course expulsion would be
the result, on the ground of fraud.

Senator Hollis. That is, that would be actual dishonesty and so
regarded.
Mr. Noble. It would be fraud. If a broker sold the stock for one

price and returned it to his customer at another price, he would
simply be swindling his customer, and he would be expelled if he
was discovered.
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Senator Hollis. Of course that must follow if they make sales of
a particular lot of stock at a price. I did not know but there might
be some practice of swapping stock around and taking the quota-
tions of the previous day at certain figures and making exchanges
in that way.

Senator Pomerene. That would probably be embezzlement under
your New York laws?
Mr. Mabon. The broker who buys the stock reports to his cus-

tomer from whom he bought it, and there is every opportunity for
the customer to confirm the actual price that was paid for the stock
or the actual price at which it was sold from the man to "\^hom it was
sold.

Senator Hoiais. That is maintained for that purpose?
Mr. Mabon. That is always given—from whom or to whom the

purchase or sale is made.
Senator Weeks. Explain just how that sale is made, Mr. Noble.

Mr. NobLlE. If a broker gets an order to sell or buy 100 shares of

stock, he goes into the stock exchange and, we will say, sells 100
shares. He sends a report to his customer, giving the name of the

broker to whom he sold it and to whom he has delivered the stock.

Mr. Mabon. And the time.

Mr. Noble. Yes; the law in New York requires that you shall

give the time as well as the name, and the customer is therefore in a

position, if he has any doubt about the genuineness of this trans-

action, to go to the broker who is reported to have bought the stock

and 'find out from him whether it was sold to him and whether he

received it at that price, thereby establishing the genuineness of the

transaction. Everything connected with the transaction can be dis-

covered by him from the man to whom it was sold. He is given all

that information.
Senator Pomerene. - Is that given to him as a matter of right or is

it optional with the broker whether he shall give that information

or not?
, ^ . , , _ .

Mr. Mabon. That is a matter of right. It is always done. It is

a custom of the Street.

Senator Hollis. It is a matter of practice?

Mr. Mabon. Yes. Every customer expects to get the report of the

name of the man to whoni he has sold. It is a requirement of the

law of the State of New York as well as the exchange.

Senator McLean. Does not that sale come out on the ticker?

Mr. Noble. Yes.

Senator Hollis. That might be so in New York, but I want to

ask Senator Weeks if that would be so in Boston? Would we prob-

ably o-et a return of the name of the man to whom it was sold and

the' hour? My recollection is that I did not get that. I was merely

told the price at which it was sold.
. , . ,,

Senator Weeks. I do not know whether there is any law m Massa-
"
^

"
"

'
. Twenty
not know

^^^ ^
the practice

durino- the last"'lO years to put on the notice sent to the customer the

name of the broker from whom the stock was purchased or the name

of the broker to whom the stock was sold. I think you would get

that from any reputable broker.
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Mr. XoBLE. I would like to add that I do not want to convey the
impression that that is a practice that exists in the New York Stock
Exchange because a law to that effect was passed in New York.
The practice always existed in New York Stock Exchange before
the law was passed in the State of New York. The members of the
New York Stock Exchange have alway- given the names to their

customers of parties with whom they made transactions.

Senator ITollis. I should think that ordinary reasonableness on the
part of the stock exchange would require that, because if there is

any business which ought to "be above suspicion in that way it is

where men are dealing in just that way, and they can not afford to

have it otherwise.

The Chaiemak. There are a few questions which I would like to

ask. Were you about to make some observation ?

Mr. Noble. I was merely going to remark that a special committee
has been named by the stock exchange, called the "' business conduct
committee," whose function it is to look for just such things as that

and punish them if we find them.
The Chairman. I wanted to ask whether or not the brokers who

are employed to buy concern themselves any further with the moral
aspect of the transaction or the ethical aspect of the transaction than
to execute the order with fidelity?

Mr. Noble. I do not know that I understand you entirely. What
ethical aspect have you in mind at the moment?
The CiiAiEMAN. i merely want to knoAV whether the broker con-

fines himself to the execution of the order and does not go further to

inquire as to the purpose of the order. If a broker gets an order to

buy 1,000 shares of stock, would he simply execute that order and
take no further cognizance of the matter?
Mr. Noble. I presume you must have in mind the idea of a case

where a broker is being employed to make a fictitious transaction?
The Chairman. I have.
]Mr. Noble. The rules of the stock exchange and the law of the

State of New York are so strict about that that a broker owning
a $50,000 seat in the exchange, and liable to punishment for fraud,
if he had any suspicion that anything of that kind was being at-

tempted would not take such an order and would not operate for
such a customer.
The Chairman. Yesterday we had a discussion of the California

Petroleum Co. stock, in which a certain set of brokers were employed
to buy and another set of brokers were employed to sell, on the
theory of stabilizing the price. Brokers executing such orders from
a common agency would execute those orders without inquiry into

the purpose of the agency buying and selling, would they not ?

Mr. Noble. Not if it came from a common agency and they knew it.

The Chairman. They are not presumed to know, are tliey, when
a broker gets an order to buy so many shares ?

Mr. Noble. If a broker has a customer who is dealing through
his office and whom he has every reason to suppose is a reputable per-
son—he would not be likely to have him there if he did not think
so, because it would not be to his own advantage to have anybodj'
there of another character—to buy or sell stock, unless there was
something in the circumstances that aroused his suspicion. Of course
he would not stop on every order he got to inquire whether that
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customer was doing something crooked outside; that is, was em-
ploj-ing some other broker to sell that same stock to him. But if

he had any suspicion that anything of that kind was being done he
would refuse to talce part in the transaction.
The Chaikjian. If a banking house desiring to stabilize the price

of California Petroleum Co.'s stock were to giVe you an order to buy
between certain prices, would you feel it a duty to inquire whether
or not that banking house was also selling through other brokers?

Mr. XoBLE. It would depend entirely upon whether I had any
reason to suspect they were using me as an instrumentality to violate

the law.

The CiiAiEMAN. Violate what law?
yh: Noble. The law of the State and the law of the New York

Stock Exchange.
The Chairman. What is the law of the State and the exchange

which would be violated under such circumstances?
^Iv. Noble. If they gave me an order to buy and gave somebody

else an order to sell me the stock I was buying, so that the transac-

tion was a fictitious transaction, so that the stock came out of one
door and went in the other door, that would be contrary to the law,

and it would be a punishable offense.

The Chairman. Under the law of New York?
Mr. Noble. Of course. That is a wash sale.

Senator Hollis. How long ago was that made the laAv? That
has been within a few years, has it not ?

Mr. Mabon. The law was passed in 1913. It has been in the con-

stitution of the New York Stock Exchange, of course, for 25 years.

The Chairman. Yesterday, I understood Mr. "Van Antwerp to

justify these orders to buy and sell, emanating from a common
source, as it stabilized the price of the stock ; did I not ?

]\Ir. Noble. Yes ; but he was not discussing wash sales. It was not

presumed those people were buying and selling at the same time.

The Chairman. It was not presumed?
]\Ir. Noble. It was not presumed they were buying and selling to

themselves.

The Chairman. "Why were they engaged in stabilizing the price

by buying and selling at the same time ?

' Mr. Noble. They did not buy and sell at the same time, Mr. Chair-

man, because if the orders to buy were given on a scale down and

orders to sell were given on a scale up they could not come together.

They could not take place at the same time; when the stock was

selling at 50 it could not be selling at 52 at the same time.

The Chairman. Then the distinction between the two cases—the

one a wash sale and the other these sales and purchases made through

different brokers on the same day—is that, in the case of the wash

sale the price is identical in each case ?

Mr. Noble. In the case of the wash sale the brokers representing

the same principal come together and make a trade with each other,

where there is no change of ownership.

Senator Hollis. It is not an actual transaction ?

:Mr Noble. It is not an actual transaction. There is no change

of ownership. In the other case, when they are buying when the

stock market declines, there is a change. They are buying from

somebody else when it goes down. Then when it goes up on a scale
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they have another change of ownership. The fraudulent transac-

tion of the wash sale, the thing that the stock exchange and the law
of the State of New York forbid, is a fictitious transaction where
there is no change of ownership, where the same principal is both
the purchaser and the seller.

The Chairman. That is where the principal directs broker A to

deal with broker B, and in that instance there is no real buying or

selling, because the two brokers represent the same party.

Mr. Noble. That is correct.

The Chairman. In the other case the principal directs broker A
to buy from broker C, and directs broker B to buy from broker D.
Is that correct ? Is that the difference ?

Mr. Noble. No; that is not what happens. What the principal

does in the other case is to direct broker A that in case the stocks

decline he is to buy them on a scale down.
The Chairman. When you say " Buy on a scale down," describe

exactly what that means.
Mr. Noble. He says " Buy 100 at 60, buy 100 at 69^, buy 100 at 59,

buy 100 at 58^, and buy 100 at 58." If it goes down, broker A, who
has the order to buy that stock, gets it from somebody else. It is a

genuine transaction and there is a change of ownership. If, on the

other hand, it goes up he has a broker in there whose order it is to

sell it.

The Chairman. Let broker B do that ; assume that broker B rep-

resents the selling side.

Mr. Noble. He would haA^e an order to sell, we will say, at 60J
and 61 and 61^ and 62, and so on up, so if the stocks rose and
other people came in to buy, they would buy of him. In both cases

the transactions would be genuine and involve an actual change of
ownership ; that is, they would not be buying and selling from and to

themselves. They would be buying and selling with the public and
with other people.

The Chairman. That is the distinction that is made?
Mr. Noble. Yes. In the one case there is a legitimate transactirn

in which two principal parties transfer property from one to the
other. In the other case there is a fraud, because there is no transfer
of property, and the public, if it were done, would be led to suppose
that a certain transaction had taken place when it had not.
The Chairman. In the wash sale do they pay the commission to

to the brokers ?

Mr. Noble. They would if there were wash sales, yes.
The Chairman. In the case of a wash sale, then, broker A and

broker B would each be paid a commission, although it was a ficti-

tious transaction?

Mr. Noble. It might also be that the two brokers are perfectly
mnocent in the matter, because neither one of them might know that
the other one was buying for the same party for whom he was selling.
The crime would be on the part of the principal who employed these
two brokers, unless the brokers were parties to it.

Senator Hollis. If he notified his customer of the name of the
party from whom he had bought, then he would have to know the
purchaser and seller were the same.
Mr. Noble. But they do not do that in the nature of the case.

They want to cover up their tracks.
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Senator Hollis. I am talking about the innocent broker who is

being hoodwinked. When he makes his report to John fSmith—Oh

!

I see ! He says, " I have bought of the broker ?
"

Mr. XoBLE. Yes.
Senator PIollis. He is in bad shape, then.

The Chairman. In this case where a principal outside gives these

orders to stabilize the market, if the price at which he is to stabilize it,

taking your illustration, is 60, he directs the stock to be sold above
GO, and to be bought below 60 in certain blocks. He does that to

stabilize that price at 60. He may know that the stock is not worth
60. He may know that that is a fictitious price which he is establish-

ing stabilizing by buying below and selling above. He may know
that that is a fictitious price, and that he is persuading the public,

by a series of transactions of that kind, to believe that that is a fair

price for the stock. That would be the purpose of such a principal,

would it not '^

Mr. Noble. Not necessarily, Senator Owen.
The Chairman. Will you explain why not?

Senator McLean. It would be if the purpose of the person buying
and selling the stock which was put on the market was to reach a

figure which was more than its real value.

Mr. Noble. Oh, yes. Of course, as the chairman says, a party of

that kind, knowing that the stock was not worth 60

The Chairman (interposing). We will take the case of a stock

that went down to 60.

Mr. Noble (continuing) . Should try to keep it selling at that price,

with the intention of selling his stock to the public at a fictitious

market, he would be perpetrating a fraud on the public.

The Chairman. If that were true and he would be perpetrating a

fraud upon the public as you say, and the brokers were the agencies

through which he executed that fraud on the public, do you not

think the public, through its public officers, should take steps to

abate that nuisance?
Mr. Noble. If it is a fact that brokers are a conscious agency in

fraudulent proceedings, of course something ought to be done to

check it, but I do not think there are.

The Chairman. If they were unconscious agents, you do not. think

they ought to be checked? Is that the implication in your answer?

Mr. Noble. Nc. I think the practice you speak of ought to be

checked.
The Chair Ji AN. Whether conscious or unconscious?

Mr. Noble. Certainly the practice ought to be checked.

The Chairman. Then the method for correcting that would be

itself beneficial to the honest element of the stock market, would

it not ?
1 • J! J! 1 1 4.

Mr. Noble. I think, Mr. Chairman, that anything of a fraudulent

character, that is done through the instrumentality of the exchange

or in any other way, ought to be checked.

The Chairman. Is it net in effect fraudulent to stabilize the market

at 60 when the stock, according- to its tangible assets and its earning

possibilities, is only worth 16?

Mr. Noble. I do not think that was known at the time.
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The Ci-iAiKMAN. I am supposing a case. Whether it is known or

not. I am supposing a case. -If that were done, would it not be a

fraud on the public?
]Mr. Noble. If it were known that the stock was worth a great

deal less than it was selling for, and the party who knew it tried,

by some device, to sell the stock to the public at this fictitious price,

that would certainly be a fraud. It would be a crime.

The CiiAiEJiAK. Did not United States Steel sell at a very high
figure and afterwards go down to a very low figure?

Mr. Noble. Yes; that.has happened to many properties.

The Chairman. It has happened to all properties.

^Iv. Noble. You mean gone down and stayed down ?

The Chairman. Gone down in a very serious way, affecting all tuu

list of stocks.

Mr. Noble. In periods of depression, the stock markets of the

v.orld all go down, and in periods of prosperity they all go up. That
i^ quite independent of any dishonest dealings.

The CiiAiRjiA^T. Of course that is so, and such a broad question

covers lioth good and bad, and therefore is not well put.

I will ask this question, however : Would it not be better that the

actual truth should be given publicity with regard to these properties,

so that the public might have some avenue through which to ascer-

tain the truth and judge for itself what the real value is, before these

stocks aie put upon the market, and before they are sold through
the country by the publicity given through the mails and telegraph
service nf the United States?
Mr. Noble. Certainly.

The Chairman. Is there any way you can see clearly by which
that could be accomplished without Federal legislation?

^Ir. Noble. The question arises, with which you gentlemen are

mOre familiar than I am, of our dual system of government. If we
could get a uniform State law all over the country to compel corpo-

rations to make full statements of their condition, so that the public
would know exactly what was going on, and there would be nothing
to conceal, nothing cou.ld be better for the stock exchange," as well
as for e\ erybody else. If it could be done by the Federal Govern-
ment, that would be a good thing. I am not a lawyer, and I do not
dare discuss the feasibility of the plan, but I do not see how anybody
can dispute for a minute, the immense advantage to the community
of having the doings of corporate bodies, who issue securities, thor-
oughly public.

The Chairman. Just as a practical business man, how long do you
think it would take to get the 48 States to agree upon uniform laws
on this question?

Mr. Noble. I am absolutely incompetent to answer that question.
The Chairman. Can any man answer it? Is it not an impossible

question.

Mr. Noble. I think so.

The CiiAiioiAN. Can any man say how long it would take the 48
States to pass uniform laws? Therefore, is it not impossible to ex-

pect adequate relief through uniform laws of the 48 States?
^Mr. Noble. I would not dare say it is impossible, but I can see the

great difficulties you speak of.
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The Chaibman. Wo spoke a moment ago of the great fluctuations
which ha\e occurred in stocks. Measuring the high price by the low
price, we have seen that in a few years the fluctuations would be as
niuch as 1,000 per cent in some cases, or 10 times as much in the
high price as compared with the low. I am only speaking of per-
centages, but I mean to say the fluctuation of the stocks on the stock-
market price list, measuring the high by the low. shoM^ that in some
cases Ihe stock will have brought 10 times as much at one time as it

will at another.

Senator Hollis. At one time, Senator, do you mean '(

The CiiAiisMAN. Yes; 10 times as much at one time as another. If

you hesitate on that, I will give the figures.

Senator Hitchcock. Union Pacific sold at l(i and then at 160 and
then at 200.

The Chairman. That is merely illustrative of what I said. Per-
haps that is confusing to you the way I put it.

Mr. Noble. There have been enormous fluctuations in the values

of stocks, undoubtedly.
The Chairman. Yes; if powerful agencies, who can control the

letting of credits through the banks and trust companies of New
York, Boston, and Chicago choose to limit the letting of credit, will

that not of necessity result in a bear market?
Mr. Noble. If that is possible, it certainly would result in a bear

market.
The Chairman. On the other hand, if they should exercise their

power over credits to extend credits freely, would that not result

necessarily in a bull market?
Mr. Noble. If they are in a position to do that, it would, as you

say, result in a bull market—that is, when it is easy to borrow money,
prices will tend to rise, and when it is hard to borrow money, they

will tend to decline.

The Chairman. Of course, that explains the panic of 1907, and the

effects on stocks, does it not ?

Mr. Noble. I am not prepared to say that. I think the panic of

1907 affected the whole world.

The Chairman. Let me put that in another form. The fact that

money was difficult to get during 1907, did result in a very serious

fall in the prices of the stocks?

Mr. Noble. It did.

The Chairman. Without imputing to any person any motive in

connection with it?

Mr. Noble. That is right. It did.

The Chairman. It is not necessary to impute a motive to de-

termine the correctness of the theory that a bear market will be pro-

duced by difficulty in getting credit or money, and that a bull market

will be produced' by facility and ease of getting money. That is a

correct principle, is it not?

Mr Noble. Yes ; with the qualification that a bull market will not

alwavs result from facility of getting credit and money. There are

times when there is very little demand for money because there is

little business being transacted. The prices of stocks may be affected,

because they reflect the general bad condition ; so it is. not necessarily

a fact tliat a cheap money market will produce a high stock market.

3057S—14 12
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The Chaieman. That might be said to implj- that a temporary
abundance of money does not mean a bull market ?

Mr. NcBLE. Even an abundance of money that lasts for a long time.

The Chairman. Can you give an instance of that ?

Mr. Noble. In the depression that we had back in the 90's

The Chairman (interposing). Between what years?
Mr. Noble. Between 1893, the panic year, and 1897, when the re-

vival came, there were long periods where money was very easy, but
where stocks were very low and there was no activity, because the

country was going through a period of hard times. Hard times mean
the unemployment of money, and consequently easy money rates.

Rates tend to rise when times get good and there is a demand for

money.
The Chairman. It also might mean that those who ordinaril}'

would come into the market and buy might be so affected by their

unhappy previous experiences that they keep out of the market, might
it not ?

Mr. Noble. It might.
The Chairman. It is 12 o'clock, gentlemen. We will resume the

hearing at half past 1.

(Thereupon, at 12 o'clock noon, the coinmittee took a recess until

1.30 o'clock p. m.)

AFTER RECESS.

The committee reconvened, pursuant to the taking of recess, at
1.30 o'clock p. m.
The Chairman. The committee will come to order. Mr. Milburii,

whom will you call next?
Mr. MiLBURN. We expected Mr. Pomroy would begin this after-

noon, but the secretary is net here with the papers, and to facilitate
the hearing we have asked Mr. Conant, whom we have asked to make
some observations on the bill, to make his statement this afternoon.

STATEMENT OF CHAKLES A. CONANT, OF NEW YORK CITY.

Mr. CoNANT. Mr. Chairman and gentlemen, I prepared a written
brief covering some of the broader questions which have been raised
in these hearings, but in view of it being a little long, I am going to
discard it for the time being and confine myself to summing up the
general heads referred to.

Taking the bill as a whole, it seems to me a very powerful engine
to invoke for very small evils, a good deal like taking a 13-inch gun
to shoot a canary, and I am afraid the recoil in its influence upon the
freedom of the press and many other questions would be more serious
than any possible benefits that could be derived from it.

The gentleman who supported the bill—and I believe he is the only
one who has come here thus far to support it—has himself given some
inldmg of the important functions which the stock exchange exercisesm our economic life. He says that the function of a stock exchange
is to furnish the widest possible market for securities, and to register,
with greater definiteness, their current value. And I think it has
already been shown to you how important it is that there should be
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such a public market. As lie himself says in the same report, the
quotations

—

are adopted by the coui-ts and by the Coniptroller of the Currency as measures
of value, aild upon them banks base the amount to be lent on a given security.

He also says, speaking of the exchange:

Its hall-mark us to the genuineness of a certificate of interest in a corporation
passes current everywhere, and is rightly supervised with jealous care and at
considerable expense to the corporations concerned.

Those declarations hardly seem consistent with some of the criti-

cisms which have been made upon the exchange. If it is not a true
measure of values and a reflection of the changes in economic condi-
tions, then the Comptroller of the Currency is one of the parties who
ought to be reached by this bill and directed to no longer base his

valuations of bank assets upon the quotations of the stock exchange.
The essential trouble with tliis bill is, I think, that it confers power

upon a single executive official, authorizing him to close the mails
to the transmission of the reports of the exchanges whose regula-

tions do not suit him, and in conferring that power it makes liim

more potent tlian the Comptroller of the Currency, the Federal re-

serve board to be established under the new currency law, the Sec-

retary of the Treasury, or the Supreme Court of the United States.

He can forbid the Comptroller of the Currency and a bank corre-

sponding as to the value of securities, if they are quoted on an ex-

change whose regulations do not conform to the wishes of this auto-

crat at the Post Office Department. It seems that even if any of the

ends to be obtained are in themselves desirable it is a most clumsy
and dangerous method of seeking to obtain them.

But it is not my purpose to go into the merits of the bill in detail

so much as to refer to the importance that the exchange should be

unfettered. I think that is a proposition which no student of political

economy or abstract finance will dispute, that any market like the

stock exchange should be as absolutely unfettered as public conven-

ience and safety will permit, with the qualifications, of course, that

there may be regulation ; but the end in view should be to keep that

regulation to the minimum required fOr public security and for the

accuracy of the mirror which the stock exchange affords of values

rather than to create a maximum of restriction. In other words, the

burden of proof is absolutely upon those who come here demanding

restrictions, and especially such restrictions as those embodied in this

bill.
. , ,

.

Perhaps those who have not given minute attention to the subiect

do not realize how vitally \aluable to the public generally and to

the financial world it is that there should be a public open market.

On that public open market you find reflected the quotations of se-

curities in a manner which is open to every man when he opens his

morning paper; that is, until the Postmaster General forbids the

papers to print them. But under our present conditions any man

who wants to know the value of a security, whether it is United

States Steel or Union Pacific or any other, finds it in his morning

paper. He can not be misled by the interested representations of

dealers and that is a very important consideration. It puts the

humblest man on a footing in that respect with the strongest and the
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richest. The rich broker can not say to a customer, '•' Those securities

are not worth much to-day. This Steel you want to sell is sagging
down and selling down to 50," because the client will immediately
reply, " It is quoted in this morning's paper at 65J," and there is an
immense value in this publicity of quotations.

I shall refer presently to the subject in a little more detail, and
point out the distinction between these public quotations, accessible

to the humblest and the poorest, who can buy the penny paper, and
the quotations given you by banking houses dealing in securities not
listed or not active. It is impossible for a man desiring to buy a

share on the stock exchange to be misled as to the price he ought to

pay on that particular day.

Of course, I am not speaking of whether he uses good judgment,
whether he purchases a security that in time to come may rise or
fall. But, as far as a given day is concerned, he can not be misled

by the eighth of 1 per cent, because there is the open public record
of the prices at which the last sales were made and the last pur-

chases were made ; and when you consider the importance to or-

ganized industry and to organized finance and to every man in

America who has a dollar to invest, that consideration is one which
should lead any committee of Congress to hesitate to vest in the

Postmaster General the power' to put fetters on the free operation

of the market.
Any fetters which are imposed, if they are extreme, as they are

described in this bill, are likely to discourage listings on the exchange.
I will not go so far as to say that they will drive all securities from
the exchange—the 13 billions of stocks and the 13 billions of bonds

—

but I do say that even if they are not as drastic as are set forth in

this bill, if they are at all drastic, if they lead the owners of prop-
erties to hesitate as to whether there is an advantage in listing, to

hesitate as to whether it is for their interest to comply with all the
specifications made by the Postmaster General, and they decide
to keep those securities off the exchange, then you have impaired
the value of the exchange as a mirror of economic conditions,

and you have preeminently impaired the safety as an investment of

those securities. I am not speaking now of the ultimate value, but
you have impaired the ability of a small investor to buy those securi-

ties at the market without being compelled to pay 2, H, 4, or 5 per
cent above the market because he is dealing with a private trader,

just as he would be in trying to buy a piece of real estate from a pri-

vate dealer in real estate.

It is no mere theoretical criticism I am giving when I say that
the difference in the buying and selling quotations would vary widely
if securities were driven off the exchange. Everyone who has done
business in bonds or stocks knows that that is the case; that if he
should go into a bond house to-day and buy a good, high-class bond

—

one not listed, one not having a wide market, say a 44 railroad bond

—

and pay par for it, and go back to-morrow and want to sell it back,
he will find them very cold and unresponsive. They would probably
say:

There is not very much demand for those bonds .lust now; in fiict. we are
not buying them at all. But still, if you want to sell It, we might give you 96i.

Having paid par, you might get an offer as high as that. Unless
there is an exceptional and special demand for a bond, you will find
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a bond house will make a wide difference between its buying and
selling price. That is not necessarily a criticism of the bond house.
Their position, of course, is somewhat different from that of a broker
on the stock exchange. A bond house may have sunk a lot of money
in these bonds; it may have been carrying them and losing interest
on them for some time, and it is a dealer as well as an agent. The
stock broker who executes an order without discretion is nothing but
an agent, and under the system of the stock exchange he is an agent
who is absolutely shut up to doing exactly what his client tells him
to do. The bond dealer, on the other hand, has a great many con-
tingencies to take into consideration. He has to make money on the
gross result of his operations. Often he is carrying a lot of bonds
for which there is no market and for which he is paying a high inter-
est at the banks. He counts on making up on the sale of others
which are readily salable money which he has sunk or is losing out
the others. The bond dealer, therefore, is in a position where he is

justified in making a broader distinction between the buying and the
selling price than is the broker on the stock exchange.

Furthermore, the bond dealer feels justified in charging for his

experience. He is willing to advise the buyer. The buyer who comes
in ignorant of the quotations and the market values says, " What do
you advise me to by?" The bond dealer gives him sound advice,

gives him a bond which is safe and which will pay him a good re-

turn. But necessarily the bond dealer feels justified in charging for

the advice he gives in just the same manner as, the lawyer when he
is consulted by a client as to what he should do as a matter of law.

But the net result is, given a large mass of securities which are not
listed on the stock exchange, which are sold through bond houses
and banking houses, that, in the first place, there is not the open,

ready market for them, where you can sell at any time at a price,

because oftentimes, in periods of stress, you can not sell a bond at

all. I have known cases where I have tried to sell bonds at a low
price, and was told there was no bid, nobody was taking them under

the conditions of market stringency, or the stress that then prevailed.

Therefore, you have that important factor, so far as the protection

of the public is concerned, that they can not determine, from public

information accessible to everybody, what is the proper price of the

securities they held. The case cited by Senator Weeks this morning
was quite a normal case, that when it came to selling a block of stock

or a bond which had not an active market there was a difference of

three or five points between the buying and the selling price.

I think that consideration is of very serious importance, and the

relation it has to this bill is this

Senator Pomeeeke. What effect has the stock exchange on that

particular example which was given by Senator Weeks ?

Mr. CoNANT. If the stock was not active, and was not quoted on

the stock exchange, the situation probably would not be improved.

But I am making the argument that if you drive securities in which

there is some degree of activity, or even those for which the quota-

tions are made daily from. the exchange, you drive them to the bond

houses.

Senator Pomeeene. Do you understand that it is contemplated by

this legislation to drive securities out of the market ?
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]Mr. CoxANT. Yes, to compel the exchange to comply with the regu-
lations of the Postmaster General, including certain demands upon
stock companies, and the natural tendency would be, even putting it

in mild form, not assuming they are all to be driven off, a great
many companies would say

:

Rather than comply with those requirements, we will not list the securities.

Senator Poimeeexe. What you seem to indicate is not the purpose
of this legislation. The purpose is to correct such e^•ils as there may
be. It may be too drastic, but the purpose is not as you say.

Mr. Coxax T. I am only judging the purpose by its provisions. I

do not mean to attribute motives.

The Chaiemax. "What points in the bill do you think would op-
erate to drive them off the stock exchange ?

!Mr. Coxaxt. The requirements as to what companies shall do;
that is, as to what the stock exchange shall make the companies do.

That seems to be a vevy roundabout and clumsj' way of getting at it.

A stock exchange must frame certain regulations, and among them
are provisions that stock companies shall make certain declarations.

I believe some of those declarations are desirable, but I think they
should come from direct legislation; that you should not use the
stock exchange as a whip to make those companies adopt those regu-
lations, because you may not succeed in doing it.

^Senator Hitchcock. Your point is that this is an effort to regulate

the stock exchange through the Post Office Department, to compel
the stock exchange to regulate a lot of independent corporations in

their organization?
^Ir. CoxAXT. Yes. If this bill is to be carried out, if it does not

prove absolutely abortive, it is putting upon the stock exchange a

verj' difficult task. Of course they can make regulations requiring
these companies to do these things. If the companies do not do them,
and they admit the securities to be listed, then it is for the Postmaster
(reneral to decide whether he will put that sleek exchange out of

business. That is the plain provision of the bill, is it not? Do you
care to have me define, to read the provisions
The Chaiemax. I should be glad to have you define those which

you say are objectionable, which you think should not be in the
bill. You said some of them were desirable, and some were not.

Mr. CoxAXT. I do not think any of them are desirable in this

form, becan.^e you are making a United States policeman out of the
stock exchange.
The Chairmax. You are making a broad objection to an}' require-

ment in this form, and then ycu have specific objections against some
of the requirements in any f<rm?
Mr. Coxaxt. I will not say there are any specific objections, be-

caui^e I believe, as I think the gentlemen who appeared for this

bill stated, in the regulation of joint-stock companies by law, by
State law or by Federal law. Congress has already received. I think,
from the President of the United States recommendations for two
boards to deal with securities which are offered to the public, one
industrial securities, through an industrial board, and one railway
securities, through the Interstate Commerce Commission. I do not
know that the thing has been worked out in detail, but those are
the natural bodies which should prepare regulations for stock com-
panies.
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Senator P('MEbene. Your position is that whatever regulations
were adopted should have reference to the companies that issue the
securities, and not to the stock exchange?
Mr. CoNANT. That is exactly my position.

Senator Pomeeene. And by a parity of reasoning you would say
that when it comes to the manufacture and sale of pure foods you
should simply regulate as far as the manufacturers were concerned,
and pay no attention to the retailer who sold the goods to his cus-
tomers ?

Mr. CoNAKT. I think you would run the business pretty eif'ectively

if you reached the manufacturer. But here you are not simply deal-

ing with the retailer of securities, because the broker is only an agent.
The retailer of securities is the man who is selling or buying them,
is he not ?

Senator Pomerene. The broker is his agent ?

Mr. ConANT. Yes; the broker is his agent. You asked me if there

was anything I objected to absolutely. Yes; I object to the inter-

ference with the short selling, because that is one of the vital func-
tions of the market. There is no more reason for restricting short

selling than long selling. Even if we were framing regiilations regu-

lating stock companies, the exchanges should have no restriction upon
short selling. It is well understood that short selling is very largely

engaged in by professional traders, who are supposed to be experts,

who take their own risks in their own operations. As pointed out

this morning, they tend, first, to restrict a runaway market, and to

prevent stocks being forced to an abnormal point, and then the bot-

tom dropping out all at once.

Senator Pomerene. Do you think the professional traders, as con-

tradistinguished from brokers, should he regulated?

Mr. CoNANT. No.
Senator Pomerene. I judge from that that you regard the broker

as on a little higher plane morally.

Mr. CoN.\NT. No; I did not imply any such inference. What I

say is

Senator Pomerene. I will put it in another way ; that his method
of doing business is a little less objectionable than the trader's?

Mr. CoN,\NT. No; I do not think any of them are objectionable.

I am not drawing any such distinction. If I draw any distinction,

it is this, that the professional trader, who is usually a broker him-

self, is trading on his own re,sponsibility, with his own fimd of in-

formation.
He is not drawing the outside public into that business to any

extent. I make no criticism of the professional trader. On the

contrary he is very useful. But I say that the outside public are

not drawn so much into short selling, that the professional trader,

who is himself a broker, and who is trading for himself instead of

for clients, goes into the market and sells short when, in his profes-

sional judgment, he thinks that the prices have gone higher than the

real values. Then, having sold short, when the crash comes and other

people begin to realize that the market has gone a little high, the

j)rofessional trader steps in and cover his sales by purchases, and,

as was stated this morning, I think, is the only protector of the mar-

ket the only buyer. He tends to avert a crisis rather than promote

it, as vyas intimated Tjy the gentleman who spoke for the bill. But I
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did not intend to iniply any criticism of the professional trader at

till. I only meant to say that he is trading on his own account,

and not drawing the public in to any extent, and if short selling is

more dangerous than long selling it is the professional trader who has

to bear the brunt of the risk.

Senator Shafroth. Will you state whether or not, in your judg-

ment, the operations in the stock exchange have a tendency to in-

crease or decrease the price of stocks?

Mr. CoNANT. They should not have a tendency either way, so far

as the value of properties is concerned. In the respect of affording

a broader market, they might have a slight tendency to increase the

value of properties by making their securities more attractive to the

general investor. But theoretically there should be no tendency in

the fact that they were dealt in on the stock exchange either to in-

crease or decrease the price, because the price should reflect the value.

Senator Shafeoth. But, now, with regard to the biddings and
combinations that could be made ; would that have a tendency to in-

crease the business?

Mr. Con ANT. You mean what is called "'manipulating"?
Senator Shafeoth. Yes; manipulation. Or is it permanent?

Does it fall of its own weight after having gone through a certain

amount ?

Mr. CoNANT. It falls of its own weight ultimately. There is no
combination powerful enough to maintain a fictitious valuation for

property in perpetuity. There may have been in times past cases

where securities have been bid up by manipulation, but that has been
rendered very much more difficult, if not impossible, by changes in-

troduced by the stock exchange in recent years, especially since the
Hughes report.

Senator Shafroth. Is there much effort in these later days to

obtain corners on stocks and bonds?
Mr. CoNANT. I think not. I do not think there has been any

serious corner since about 1901. There may have been some minor
corners within a year or two of that date. I am not a broker. But
within my cognizance there has been no corner of any magnitude,
certainly none which has succeeded, and I do not think any which has
been seriously attempted.
As bearing on the question of the value of the stock exchange to

the average man, it constitutes the democracy of investment oppor-
tunity. When I was speaking of bond houses, without intending to

reflect at all upon them, if you could picture a position in which
securities were dealt in only by bond houses and there was no stock
exchange, yon would find that it would be only the man very well
informed and who had paid money, probably, for his information,
just as the bond houses are compelling him now to pay for his in-

formation by the advanced prices—that would be the only class of
jnen who could afford to deal in securities at all ; that the poor man,
with $100 or $500 to invest, would not have anything like the
opportunity for information that he has now. He would have no
information as to the general trend of the market, except what people
told him. In other words, you would have a financial aristocracy
instead of a financial democracy, which it is the purpose of the
stock exchange to create. It may not succeed in creating a de-

mocracy such as we would like, but it is a step in the right direction,
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but if you go to fettering it you are going back from a democracy to a
financial aristocracy.

Now, I am going to pass to the uses of speculation. The gentle-
man who appeared for this bill, although presenting many able argu-
ments in its favor, and in favor of regulating the issue of securities
which I think is quite a different thing, did not seem to me to have
the conception of the dividing line between investment and specula-
tion which I should draw. He read off the names of some securities,

and I understood him to say they were investment securities because
they paid dividends. I am afraid if he drew a dividing line at that,
and invested the proceeds of a trust estate, he would soon be called
up by the court. I do not assume that because a security pays a
dividend it is an investment security. I consider the difference to be
between the valuation of the assets of the company and the charac-
ter of the security—whether it is first mortgage on large assets, or
whether it is simply a collateral mortgage, or a participation in stock
which is liable to assessment in case of failure of the company. But
speculation is a perfectly legitimate and proper thing, and any
attempt to draw a dividing line between investment and specu-
lation with the intimation that investment is on the moral side

of the line and speculation is on the immoral side, is practi-

cally to condemn the whole progress of this country. Who has
created the States which you Senators represent here to-day, espe-

cially from the West? They were created by speculators. They
took chances of buying shares in enterprises which were not sure to

succeed, but which the buyers hoped would succeed. That has been
the cause of the great financial and industrial development of this

country.

Senator Shafeoth. I do not know what the law of New York is,

but I presume they have a law there that prevents the payment of

dividends out of any funds that are not real profits?

Mr. CoNANT. Dividends that are not earned?
Senator Shafroth. Yes.

Mr. CoNANT. I think that is the law. Of course it varies in detail

in different States.

Senator Shafeoth. We have a law of that kind in our State.

Mr. CoNANT. In some States it is permissible to pay dividends

from accrued surplus, I think. But what the precise law of New
York is I could not say. But speculation is one of the most essen-

tial means of progress. It means production for expected future

demand. I do not think I need explain that in great detail, that the

man who places an order to-day with a manufacturer who agrees to

deliver to-morrow a thousand yards of woolen goods is committing

a moral wrong because he has not the wool in his cellar; if he has

contracted for it he has bought for future delivery. It seems some-

times, perhaps, as though that analogy was strained. But if you

will follow it out I think you will find it is not strained, that in the

case of securities those which are speculative are those which are

issued upon the hope of the development of great enterprises and

profit from them, but which have not become " seasoned invest-

ments."
Senator Pomerene. It is the old question, When does a pig cease

to be a shoat and become a hog?

Mr. CoNANT. Yes; put it that way.
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Senator Po^ierene. I do not mean that disrespectfully, but I sim-

ply mean by it that there is not any well-defined distinction.

Mr. CoNANT. No. I quite understand that these analogies may
seem to you gentlemen very far-fetched, but if you will pursue the

question of distribution of capital to its ultimate sources I think you
will find that these analogies are correct. Here is a pretty good
quotation from an eminent French writer writing in Les Bourses
Allemandes

:

The merchant, guided by his personal interest, will transport merchandise
from a place where it will probably be less useful, since it is less dear, to an-

other place where it will probably be more useful since it is dearer there, his

profit being in direct relation to the extent of the service which he will have
probably rendered to society.

What is said there of merchandise applies in the financial world
to capital. The man who will speculate in such a way as to draw
capital into an industry that is profitable renders an economic serv-

ice of enormous value and one which you gentlemen from the States

which were developed by that sort of service should appreciate. If

he puts his money into a speculation—a speculative enterprise—which
does not succeed, his is the loss. As another distinguished French
writer. Monsieur Block, says

:

Speculation succeeds only when it renders a service.

If it does not render a service, if it does not found a steel mill or

a woolen mill whose goods are sold at a profit, the speculation fails.

But that does not say there should not be any speculation.

Senator Pomeeene. How much of a twilight zone is there between
investment and speculation ?

Mr. CoNAXT. A very wide one, necessarily. Some securities that

were considered at one time absolutely nonspeculative, like a distin-

guished New England railroad, sometimes become very speculative.

There is nothing sure. As the gentleman who presented the bill said,

you can not give a policy of insurance with investments. You have
to take your chances in the evolution of the financial and economic
affairs of the world.

Senator Hitchcock. Are you speaking of the buying and selling

of stocks on the stock exchange?
Mr. CoNANT. Yes.

Senator Hitchcock. Suppose I sell Union Pacific short to-day at

150, and in the course of three weeks it is down to 140, and I have
made 10 points. What service do I render to society ?

Mr. CoNANT. You have rendered this service, that if Union Pacific

was not worth 150, and you had learned that it was not earning the
dividends that you had supposed and that its usefulness is becoming
impaired—its economic value is becoming impaired—you are dis-

couraging further investments in Union Pacific.

Of course, with an existing line which is operating and supposed
to continue operating, the case is not quite so palpable as a new
enterprise. But suppose Union Pacific were a new enterprise, as it

was once. I think it was said this morning that the quotation was
down to 16.

Senator Hitchcock. That is the way it started when they put the

stock on the market.
Mr. CoNANT. Suppose it was 16, and the road was hard pressed to

borrow money and it was not apparently very successful, but you,
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believing in its future, bought the stock :it 16, treasury stock, and
they were just issuing it ; do you not see you would aid in promoting
that enterprise and turning capital in that direction, whereas if you
did not do that the road would have to go into a receiver's hands
and perhaps cease operations ?

Senator Pomerene. Suppose Senator Hitchcock sold short and was
not able to get his stock to deliver ?

Mr. CoNANT. You mean if there was a. corner ?

Senator Pomerene. If he was not able to get the stock to deliver?
Mr. CoNANT. That is his lookout.

Senator Pomerene. What good has he done society by his trans-
action ?

Mr. CoNANT. That is his lookout, of course, whether he takes a
wise step or an unwise one. But in selling short he is checking a
movement which is probably being carried to excess. If he made a
mistake and it continues to rise, and the property is worth more
than the price at which he sold, then he has to take the loss. But
he has at least used his best judgment to check an unnecessary ad-

vance, and of course he is not acting in an isolated capacity, we will

assume. There is a whole body of speculators who are exercising

their best judgment as to whether capital ought to go in or not.

Suppose the New York, New Haven & Hartford Eailroad were
proposing to build a new series of branches all over northern Maine
and their stock were pegged at 140; could they not get the money
and apply it unwisely much more quickly than if a lot of men were
selling short?

Senator Pomerene. I suspect, with regard to that particular illus-

tration, if there had been some pretty stringent regulations we would
/lot have the unpleasant situation we have up there now.
Mr. CoNANT. I do not think regulations of the stock exchange

^N'ould have affected it.

Senator Pomerene. There ought to have been regulation some-

where ?

Mr. ConANT. Yes; and Massachusetts has already established

regulations in recent years. She has established a public-service

commission, which recently would not permit the New York, New
Haven & Hartford to make a certain issue of bonds.

Senator Shaeroth. You said this stock was at 16, Senator Hitch-

cock. Was that after the compromise with the Government?

Senator Hitchcock. Yes.

Senator Shaeroth. Not when it originally started?

Senator Hitchcock. No; when it was put on the market, as I re-

call, it was 16, and since then, of course, it has been up to 200, and it

is down to somewhere near 150.

Senator HItchcook. I can see, Mr. Conant, how, if a man makes

a sensible investment in the nature of a speculation and his specula-

tion turns out to be wise, he has rendered a service to society; but

I can hardiy see how in speculating on an exchange, just buying

and selling stock, he is rendering any service to anybody, except he

is helping build up a market.

Mr. Conant. I am coming to that. One ot the most useful fea-

tures of the exchange is the guide it affords to the wise investment

of capital. It permits the employment of new capital with much

more intelligence. You appreciate that point; and with less loss
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than would occur if there were no market. The mechanism by which
the distribution of capital is determined is the fall in the classes of

securities which are not proving profitable and the rise in classes of

securities which are proving profitable. If Steel is going high be-

cause it is earning large dividends, that is evidence that perhaps we
can use more steel mills. But if Steel goes low because the reports

are that forges have been shut down and mills have been shut down
and that there is a larger production than is needed, then people are

not going to put money into more steel mills. That is the broad

meaning of the stock exchange. It indicates in what direction cap-

ital is to be applied, and necessarily, in enterprises where capital

has already been sunk, the only thing to do is to let the capital sink

in the market. You can not go to the.Steel Corporation and say

:

I will take back that $300 I paid for, the share of your stock.

All you can do is to sell it for what it is bringing in the market

and spread the deterioration over the whole body of the stock. But
do you not see that is the absolute guide to great bankers, to finan-

ciers, as well as to the public, where they should apply capital; that

if you had the stock pegged at par and you were not possessed of

adequate reports of production or supply and all that sort of thing,

you could much easier go into the office of a big banking house in

New York and say " I want to build a steel mill," and there would
not be any guide such as we have as to the production and all that

sort of thing? But now, under the reflection of values afforded by

the stock market, when you go to a big banker the man says

:

The steel mills are not doing much. Here is Steel down to 8, and we under-

stand they have closed up a lot of mills, and a lot of men are on parole.

But we do not need any facts of that specific nature, because tlje

stock market itself is the index that the application of more capital

in that direction is unwise. And how would you have such an index

if you did not have the stock exchange? You could only get it

through knowledge of men at the top who paid hundreds of thou-

sands of dollars for information, and then would be able to dis-

tribute their securities by misrepresentations.

The Chairman. The effect of your argument is to demonstrate the

usefulness of your stock exchange as a general proposition ?

Mr. CoNANT. Yes.

The Chairman. May we not concede that, and get on to the other

points ?

Mr. CoNANT. If you wish.

Senator Hitchcock. You spoke of short selling being done chiefly

by professionals.

Mr. CoNANT. Yes; I think that is conceded, that the number of

outsiders, what you may call " novices," people who are not experts

in the market, is very small. The gentleman who advocated the bill

stated that in his report, and cited some witness who said that in his

house the short sales were not 1 per cent of the transactions, and he

ased that as an argument to show that short sales were so small they

could not have the effect I have set forth. But his 1 per cent was based

on the business of a house dealing with outsiders. It did not take

into account the large' volume of business done by these traders with

members of the exchange, who go on the floor and sell short.
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Senator Pojierene. Is there any record of the percentage of these
sales which are short sales ?

Mr. CoNANT. No; there is no official record. But it is obviously
much more than 1 per cent. You see the effect of it on the market
referred to constantly in market reports.

Senator Hitchcock. Your argument is that the short sale, then,
tends to steady the market by checking a rise, and then, when it be-
gins to fall, the man has to buy, and it checks the fall ?

Mr. CoNANT. Yes. Usually he is the only bar in a period of an
acute fall ; he is the only man who prevents the bottom dropping out,
you may say.

There is one point I think I am justified in referring to, and that
is the influence of the exchange on the international money market.
If we had no general market like the stock exchange, and no great
mass of listed securities which are known abroad as well as at home,
the movement in the international money market would be much
more violent and acute than they are now. To-day the ordinary mer-
chant, or the manufacturer on a large scale, can go about his busi-

ness serenely conscious that he will get his money at from 4 to 6 per
cent at the outside, and he docs not concern himself to see whether
we are exporting gold or not. But if we had no general securities

market by which we could borrow on securities in Europe and sell

drafts to meet demands, you would have a most violent and con-

vulsive movement of the foreign exchanges, which would react upon
the whole money market. Y^ou would have large exports of gold,

because there was no other waj' of meeting obligations or getting

credits abroad. We have had, as you know, violent fluctuations, in

fact, by reason of the defects of our currency system, but they would

be multiplied many fojd if we could not establish foreign credits.

As you know, there is a class of persons who make it a business of

seeking a profit of a small fraction of 1 per cent when securities are

a little higher here than they are in Paris or a little lower in London
than they are in New York. Their operations tend to keep uniform,

comparatively uniform, the supply of credit and they influence the

foreign exchange market, and thereby tend toward the same stabiliz-

ing tendency as short selling and the general functions of the ex-

change itseli.

Now, as to the bill. I have already said in a general way that I

think it is like taking a 13-inch gun for killing a canary. If there is

need of further regulation of the dealing in securities, it should come

by regulating the company issuing the securities.

Senator Pomeeenb. Why do you put it that way, "If there is

need?" Did I not understand from your statement here a moment

ago that there was some need of it? ....
Mr. CoNANT. Yes, sir ; but I was making a conditional phrase m a

sentence in order to bring out that statement. I did not think it was

necessary at the moment to make two separate definite statements.

4 dmitting that there is such a need, that there should be some con-

trol of the issue of securities, it should come directly. The Federal

Government or the State governments should say that stock com-

panies can not offer their securities to the public except under such

and such conditions.
, , , a- i j u

The Chairman. It would have to be done by some otticer, would it

not, charged with the duty of passing on the question ?
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Mr. Cu:n;a>;t. Officer or board. But it is to be assumed he would
give his, or they would give their, pretty exclusive attention to it.

That is one reason I object particularly to this bill, that the Post-

maser General, charged with manifold duties, is made here dictator

of the finances of the United States. It is for him to say—he maj'
wake up any morning, as I understand
The Chairman. Is that the reason you used the term " autocrat

''

when speaking of him?
Mr. CoNANT. Yes; because his power is so great and is apparently

unrestrained. If such power is to be conferred, it should be con-

ferred upon a body of experts, like the Interstate Commerce Com-
mission. But, further than that, the reason I defined him as an

autocrat is not because you are proposing to give him or his law
officers or a board the power to pass upon the securities of a given
company, but because you are giving him the power to say to a body
of men in New York who have an organized market

:

I will forbid you the use of the mails If any one of these companies does not
comply with your regulations and mine.

The Chairman. Is that your interpretation of this bill ?

Mr. Conant. Yes. Am I not correct?

The Chairman. No; I think not.

Mr. Conant. Is it not declared that the Postmaster General shall

say to a stock exchange, " You make regulations acceptable to me" ?

The Chairman. No ; that is not true.

Senator Hitchcook. It is within the range.

The Chairman. Yes; but he makes the broad statement without
any qualification whatever.
Mr. Conant. Is there any appeal to the courts?

The Chairman. You do not observe the qualifications of the bill.

Mr. Conant. You mean that some of the provisions are set forth?

The Chairman. What I mean is that that bill makes a require-

ment of publicity and honest conduct in the organizations whose stock

is offered by the board of trade.

Mr. Conant. Then you enumerate some, at least, of those require-

ments.
The Chairman. But they are not arbitrary. The Postmaster Gen-

eral is not authorized to just say, offhand

:

This is not agreeable to me, and for that reason I will not allow you to send
any of your matter through the mails.

Mr. Conant. Am I to understand that these lettered provisions are

to be exclusive; that he can not make regulations beyond these pro-

visions ?

The Chairman. I think so.

Senator Hitchcock. I do not understand that at all.

Mr. Conant. That anything else he considers wise and prudent he

can not embody in the regulations?

The Chairman. I think not. I think he would be restricted to the

particulars in the bill. If not, I think it ought to be made so.

Senator Hitchcock. I do not think that is the way the bill reads.

The Chairman. I think it ought to be made to read that way.
Mr. Conant. It is required that the stock exchange regulations,

in order to make the quotations on the stock exchange admissible to

the mail, " shall contain regulations and prohibitions satisfactory to
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the Postmaster General safeguarding the transactions of sucli ex-
change, the character of the securities dealt in thereon, the genuine-
ness of the quotations thereof, and all other information concerning
such transactions that is to be carried through the mails and by
telegraph and telephone beyond the limits of the State of the organi-
zation of said exchange against fraud and deceit in the following
particulars."'

The Chairma^^ Yes; "in the following particulars.''

Mr. CoNANT. That would seem to make them more or less exclusive.
The genuineness of the quotations, that is a proper enough require-
ment, but it gi^es a very wide discretion to the Postmaster General.
He can say, as has been said here, I think, that because a company gives
orders to sell securities when they go up and to buy them when they
come down, that that is interfering with the genuineness of quota-
tions; but no member of the stock exchange would so hold. The
question is what the Postmaster General will hold, and apparently
he is absolute in the matter.

In section 2 we have the provision

:

Tlie rostmasttT Geueriil may, npou ev'deiice s.itisfac-toiy to blm that auy
letter, package, circular, pamphlet, po.wt card, nowspapfr, or other form of printed
or written statement, or partly printed or partly written, contains an order
or statement of any quotation of prices or any other advices, report, or infor-

mation concerning transactions in securities sold or oft'ored for sale or executed,

or to be executed on any stock exchange, which shall not conform to the re-

quirements specified in section 1 hereof, or that have failed to enforce
such requirements, shall make a written finding to that effect, and shall there-

upon instruct the postmaster not to receive for transmission in the mails auy
such letter, package, circular, pamphlet, jinst card, newspaper, or other printed

or written statement.

There, of- course, is a wide discretion for him, whether he thinks

the exchange has conformed, having admitted a lot of companies
to their list, under these requirements, whether he differs from their

judgment as to whether such companies have complied with those

requirements. If he differs, he has a right to shut all the business

of the exchange from the mails. Is not that so ?

The Chairman. I think not.

Mr. CoNANT. It so looks to me. Now, at your request, I will not

descant further upon the functions of the exchange, per se, because

I think it is generally admitted that they are performed with abso-

lute fidelity to the interest of the public.

The Chairman. I think everj^body concedes the usefulness of the

exchange, and that is the reason I thought you would save time by

conceding that.

Mr. CoNANT. That is what I am going to do.

Senator Xelson. Do you not think the essential regulation, if any,

that is applied to the exchange, should go to the question of listing

the securities; that is. that there should be the utmost care m ad-

mitting securities to the list of the stock exchange?

Mr. CoxANT. I think that is quite true ; there should be the utmost

care.
i t i i

Senator Xelsox. And no securities ought to be hsted that are

purely, as we call it in common parlance. " watered "
; or are you in

favor of listing watered securities ?

Mr. CoNANT. No; I should say not. But it depends, of course,

upon what you call " watered." The gentleman who presented the
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argument for this bill stated, I understood, that he considered that

the listing requirements were quite adequate and were well enforced.

Senator Nelson. We are not estopped by his view.

Mr. CoNANT. I hope not. One statement of his I would indorse,

though not caring to indorse his entire statement, that you can not
give insurance policies with investments. No matter how careful

the committee is they can not avoid listing securities that may ulti-

mately prove unprofitable That is one of the accidents of invest-

ment. If you could find the man, whether it is the Postmaster
General or anyone else, who could see that nothing was listed that

did not prove profitable, that man could get a bigger salary in New
York than the presidents of all the national banks combined. He
would soon have all the money in the world if he did not impart his

information to other people.

The Chairman. I would be glad if you would confine yourself

to the bill.

Mr. CoNANT. I was answering the Senator from Minnesota. I

have only a few words more to say, unless further interrogated, in

any case.

I say that the presentation of the bill at this time is peculiarly

inopportune, because of the reasons I have already given in relation

to the fact that two other measures have been recommended by the

President which this bill would largely supersede. It would vest

in the Postmaster General practically the control of all the com-
panies.

Senator Pomeeene. What measures do you refer to ?

Mr. CoNANT. I understand they are measures to regulate the issues

of railway securities, and I presume that includes the public-utility

corporations, through the Interstate Commerce Commission; and
also to regulate industrial issues, in some measure, through the
Industrial Commission. I am not sure whether that has been re-

duced to a concrete form.
Now you come in with the proposition that the Postmaster Gen-

eral shall, so to speak, clean up the whole field, and, so far as securi-

ties listed on the stock exchange are concerned, I think it is rather
overriding the recommendation of the President, and proceeding
rather rapidly toward an end which, though desirable in itself, you
can not expect to accomplish in one jump.

Senator Nelson. May not this be intended as a sort of brake on
those other institutions?

The Chairman. A kind of "feeler"?
Mr. CoNANT. I would not feel justified in expressing an opinion

on that, because I am not a Member of Congress.
One other point I want to make, and I think it is very pertinent,

that you have just enacted two important laws, one the tariff law
and one the currency law. The relation to the tariff law to the sub-
ject is remote, but the relation of the currency law is very direct.

That law accomplishes many good purposes in giving greater sta-
iiility. It will probably lead, as was pointed out by Mr. Vanderlip,
the president of the National City Bank, to a diminution of call

loans by national banks to speculators, because the call loans are now
used as a secondary reserve. Hereafter it will not be necessary for

n bank to loan money to a speculator in order to have it on call, be-
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cause he can go to the Federal i-eserve bank, a bank which will meet
his requirements. What effect that Avill have on the stock exchange
I do not think anybody has worked out, but I think the gentlemen
connected with the exchange are giving a good deal of thought to it,

as to whether there is to remain sufiicient money available in the
market for the ordinary and legitimate transactions of speculation
and dealing in securities.

Senator McLean. Eight there, what is your best opinion on that
subject? That is something. I intended to ask some of those gen-
tlemen before, but they were in such a hurry that I did not put the
question.

Mr. CoNANT. There will be sufficient money, but it will be obtained
in different ways. It may be obtained from State banks and trust

companies which fail to enter the system ; but, however it is obtained,

it is very likely to cause a complete readjustment of the present sys-

tem of making settlements in the stock market. In other words, it

may be necessary to consider the European systems of fortnightly

or monthly settlements. If that is done, it will involve a reorganiza-

tion of the mechanism of the exchange, which will be considerable.

I am not so competent as gentlemen connected with the stock ex-

change and the clearing house to find out how numerous those

changes will be. But practically they involve constant study of the

new conditions and means of adjusting the exchange and its rules

to those new conditions. I simply refer to that by way of Lincoln's

utterance, that, " It is not wise to swap horses in crossing a stream.''

Some of the evils of speculation on the exchanges are going to be

cured by the new currency law. We are not going to have this ex-

cess supply of money at certain seasons, and then a dearth at other

seasons, which led the shrewd speculators to look ahead and speculate

on the supply of short-time funds—which is very different from
looking ahead and counting on the supply of investment funds, long-

time funds. So it seems to me wise to defer any changes, such as

are proposed here, or even changes looking to the objects sought

here until this experiment has been worked out, until we find how
much the new currency law is going to contribute to keep speculation

out of the market and to give stability, and preeminently to give the

present governing board of the stock exchange an opportunity to

adjust themselves to these new conditions before facing another

radical set of changes. If you have the two interlocking with each

other—and I understand your committee is against interlocking

processes to a large degree—^you may have disaster. You have your

Postmaster General here; you do not know what day he will say

he is not satisfied with something that is being done by the stock

exchange at the very moment when they are trying their best to

adjust themselves to the new conditions. Let us take one thing at

a time. The new administration has put forth these new construc-

tive measures, and I believe they should have a fair chance.

Until they have been so tested, it would seem to involve an un-

necessary hazard to complicate the success of these reforms with

other radical changes in the financial mechanism which might defeat

and discredit the benefits of those which have already been put in

force.

30578—14 13
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Senator Bristow. I would like to ask Mr. Conant a question. Mr.
Conant, how much of the business on the stock exchange do you
think is genuinely investment and how much of it is speculative ?

Mr. Conant. That is, of course, a mere matter of guess. I do not

think you were here when I explained the value of speculation.

Senator Bkistow. Yes; I heard part of that. I know the theory
of it, at any rate.

Mr. Conant. It would be impossible to say as to that, because the

man himself often does not know. A man may buy 100 shares of

any stock when it is low simply as a bargain hunter, thinking it is

a good investment. Then he can, later on, when it has risen 10

points, sell it. I do not know whether you would characterize him
as an investor or a speculator. He is a little of both.

Senator Bristow. How would you designate what is investment
and what is speculation? How would you differentiate?

Mr. Conant. There is no dividing line, except that investment se-

curities are those which have been seasoned by experience, and then
shown to be so well secured that they are not likely to cease to pay
interest on their coupons or dividends. The stock can be considered

as an investment.
Senator Bristow. What percentage of these transactions do you

think are made by men who buy the stock to hold it for the dividends
that it is likely to pay?
Mr. Conant. You mean in an investment sense? You do not

mean to hold it for the dividends themselves and to sell the next day ?

Senator Bristow. No; just to hold it as an investment?
Mr. Conant. I could not put that in figures. I have no idea. But

as I said, the speculative features are more valuable in some respects

for the future of the country than the investment transactions.

Senator Bristow. Of course that is a question of opinion, is it not ?

Mr. Conant. I think it is a pretty clearly demonstrated fact. I

will send, you a copy of my brief in full, which discusses that.

Senator Bristow. That, as a matter of fact, is a question that has
been agitated and discussed very greatly, has it not, by students?
Mr. Conant. I do not know any political economist who thinks

that speculation is, in itself, undesirable. There is a difference of

opinion as to the degree of it and the amount of it, perhaps. I quite
agree with the report of the Pujo committee that some of it is un-
desirable and ill-advised speculation, but speculation per se no econo-
mist considers undesirable or unsound.

Senator Bristow. Do you find any difiiculty in determining what
speculation is legitimate and what is not?
Mr. Conant. Yes ; there is a very great difficulty. That is why it

is undesirable to try to frame distinctions, which probably will not
fit. You can not eliminate unsound transactions from any part of
life, any part of the business of life. You can not say to a man who
wants to buy an automobile that it is unwise and that you are going
to limit the ratio of automobile payments to a man's income, can you?
We have not any such law yet. There are men who speculate un-
wisely in automobiles and in real estate. In fact, I think in real
estate the dangers are very much greater, because you have not a
public market; you do not know the real value of the properties you
are dealing in, and you have to listen to the interested statements of
agents. Even if you have an agent of your own, you will find some-



REGULATION OF THE STOCK EXCHANGE. 195

times he will undervalue your property and overvalue the other in
order to make a trade. You have the best of public markets on the
stock exchange.

Senator Bristow. Is it. a fact that the money which sustains this
institution and the enormous expense that results from its opera-
tions—that is, of maintenance—is contributed by the country at
large ?

Mr. CoNANT. You mean the commissions of the broker, and so on ?

Senator Bristow. Yes ; and the losses when the professionals fleece

the innocent public by their superior knowledge, I will put it, not to
use a more offensive term.
Mr. CoNANT. I am not a member of the stock exchange.
Senator Bristow. I know ; that is the reason I am interrogating

you, because I thought you could look at it without any personal
feeling.

Mr. CoNANT. Was your question whether transactions on the stock
exchange were paid for by the public, including in the public, of
course, all the bankers and investors, and so on?

Senator Bristow. Yes.

Mr. CoNANT. Yes ; of course in that sense it is. But of course the
public reap the benefit by the initiation of new industries which
could not be initiated if everybody confined himself to seasoned in-

vestments. How could you have built a railroad in the old days in

the West if every man you went to had said, " No ; I have some New
York, New Haven & Hartford, a gilt-edged investment stock, and
that is the only stock I know about?"

Senator Bristow. That might have been alleged at one time, but it

would hardly be alleged now.
Mr. CoNANT. Oh, yes; speculation is on the basis of the applica-

tion of capital to new enterprises. If they are good interprises the

man who takes the risk profits, and if they are not he loses, and you
can not get new enterprises without speculation. You can not get

new enterprises, even in old sections of the country, without specula-

tion. How would you have developed the automobile if some man
had not been willing to speculate?

Senator Bristow. That is different from inviting the thousands of

men who do not know anything about it to speculate ; and there are

thousands of them all through this country—school-teachers, farm-

ers, and other small investors—who read these stories about how men
get rich on the board of trade and the stock exchange.

Mr. CoNANT. Do you not think a great deal more has been lost by

those people through enterprises which were never admitted to the

stock exchange, and never would be, purely fraudulent, most of them?

Senator Bristow. There is a good deal of that, and some of the

States are passing laws to prevent that. They are known in our

country as " blue-sky " laws, which the speculators are very hostile

to, although they are very beneficial legislation.

Mr. CoNANT. That is legitimate, if those laws are not such as to

hamper legitimate business.

Senator Bristow. The term " legitimate business has to be de-

fined to determine just what it is.

Mr. CoNANT. Yes.

Senator Bristow. You know, and I have known, and every man
who has reached the age of maturity knows, that there are a irreat
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many people who have been ruined by speculation on the board of
trade. They live in the country, and they are drawn into this mael-
strom here, and that institution is kept alive and maintained through
the resources it plucks from these people who are unable to com-
pete, of course, with the trained men who operate there. What I

would like to do, I am free to say, is to vote for some law, if I can,

that will protect the general public from being fleeced in this way.
Mr. CoNANT. That is very desirable in so far as they are acting

beyond their resources and without information. But it is very
hard to draw such a line, as I say. You can not prescribe to a man
what part of his income he shall apply to buying securities; and if

you have that law you have to have a board to determine what' are
speculative and what are not, because so many are on the border line.

Every effort has been made within the last five or six years, espe-

cially by the New York Stock Exchange, to adopt regulations which
would eliminate such people. Among other things they refuse to

take an account from any clerk or employee (below an oiRcer) of a
bank or trust company. I think it can be done with the written con-

sent of his superiors, but only with that, which, of course, is not apt
to be given if any man is acting foolishly. No clerk or employee of
any bank or trust company can go to a stockbroker on his own ac-

count and invest. That, of course, is a very serious step in the direc-

tion you indicate.

Then, the suggestion has been made that the margin requirement
should be increased. It is impracticable to fix it rigidly because of
the fluctuations, and because of the varied circumstances of clients.

Some men are strong enough so that they do not need to put up any
margin ; the broker is willing to buy or sell what they Avant him to.

In no other business are you expected to put up money in advance.
If you go in and order a suit of your tailor, I assume your credit is

sufficiently good so that he waits until he delivers the suit before
sending you a bill. But you can not very well prescribe it by law.
If Mr. Eockefeller telephones in an order from Pocantico Hills to
buy 100 shares of Steel, and you telephone back, " Well, Mr. Rocke-
feller, we are very sorry, but we have not your margin here," that
would be contrary to the practice of sensible business men.

Senator Beistow. Could not we do that if, in the sum total of these
operations of this class of business, there was a great deal of evil that
flowed from it ?

Mr. CoNANT. You mean would it be wise to do it ?

Senator Bristow. Yes.
Mr. CoNANT. No ; I do not think it would be wise to do it any more

than in any other industry. As I say, in real estate I think you
would be just as much justified in passing a law that a man should
not buy a piece of real estate in which his equity was less than 20
per cent above the mortgages, the first and second mortgages, as you
are in regulating this matter, and I think you would get better
results. You would save a lot of people from losing a lot of money
in real estate, taking it on second mortgages given by the seller; and
really all he expects to get out of it is the first cash payment and
the second mortgage if the buyer defaults. But you can not estab-
lish an absolute system of paternalism very successfully, either under
the Postmaster General or anyone else.
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Senator Bristgw. Do you not think more men and women have
been ruined financially in speculation on the boards of trade and
the stock exchanges in this country than were ever injured by the
Louisiana lottery?

Mr. CoNANT. I have not any statistics on that. It may be so, or
it may not. I do not know what you mean by " ruined." Of course,
a great many people have lost money, just as retail and wholesale
traders are ruined every day.

Senator Bkistow. Broken up ?

Mr. CoNANT. Of course, there are no statistics available on the
subject, and while I quite appreciate there have been some who
have been ruined, there have been quite as many ruined in other
lines of industry.

Senator Beistow. Do you think as many ?

Mr. CoNANT. Taken together
;
yes, sir.

Senator Nelson-. Mr. Conant, I want to ask you a little more on
this listing question. The object of listing a stock is to give the
stock a standing before the public, is it not ?

Mr. Conant. So far as practicable, to give them certain informa-
tion; yes.

Senator Nelson. To differentiate them from what we call " curb "

stocks ?

Mr. Conant. Some curb stocks, of course, are gilt-edged. They
simply represent corporations which have not seen fit to be listed.

Senator Nelson. Take the report of the Industrial Commission,
which was made some years ago, with which Prof. Jenks was con-

nected. That shows when the Steel Trust, as we call it, was or-

ganized, practically all the common stock was pure water. Now,
why should not the stock exchange, when they listed the stock, have
listed the preferred stock and the bonds, and then said to them

:

We will not list this common stock until you prove what your company can do.

Would not that have been a fair deal to the public? By listing

that watered stock did they not impose on the public, and give that

stock a credit that it would not have had without it ?

Mr. Conant. That is rather a doubtful question. I have not ex-

amined the records recently, but I will say this in the abstract, that

if they had refused to list the Steel stock on the stock exchange

Senator Nelson. I mean the common.
Mr. Conant. If they had refused to list the common stock, and it

had been remitted to the curb, there possibly would have been more

losses than by listing it.

Senator Nelson. I do not believe it would have been handled on

the curb. Carnegie sold out his property there, that he was offered

100 millions for ; I think the Steel Trust took him in for 300 millions,

and he was so cunning he would not take common stock; he would

not take preferred stock, either ; he wanted 5 per cent bonds ; and we

have been getting interest on those 5 per cent bonds in the shape of

libraries all these years, and the dear public has been paying for it.

[Laughter.] Now, is not that an unvarnished tale? [Laughter.]

Senator Pomeeene. Referring to your definition a moment ago,

would you class that United States Steel as an investment or specula-

tive stock?
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Mr. CoNANT. Decidedly speculative. But I do not mean to say I

would exclude speculative stock from the exchange, because you

create a worse condition then. They are remitted to a class of irre-

sponsible promoters who would make extravagant claims for them,

not restricted at all by the certificate and the information required by

the exchange.
Senator Nelson. You know how sick the Erie has been ever since

Jay Gould wrecked it?

Mr. CoNANT. Yes.

Senator Nelson. Why should it not have been stricken off after

Jay Gould had wrecked it?

ikr. CoNANT. That has been some time ago, hardly within my recol-

lection. I should not say that because the stock had fallen in value

it should be stricken from the stock exchange. If the facts about it

are public, the public will value it accordingly.

STATEMENT OF HENRY K. POMROY, OF NEW YORK CITY, MEM-
BER OF THE BOARD OF GOVERNORS OF THE NEW YORK STOCK
EXCHANGE.

Mr. MiLBUEN. Mr. Pomroy has been 35 years a governor of the ex-

change, is an ex-president, and has had much to do with the listing

of which the Senator from Minnesota would like information.

The Chairman. Mr. Pomroy, give your full name to the reporter,

and state j^our experience in connection with this matter and your

present position.

Mr. PoMEOx. I have been a member of the exchange since 1878.

Among other committees on which I have served has been the stock

list committee, which I have served on for 10 or 15 years. You
have been furnished, I believe, with copies of the requirements of the

committee on stock list, and therefore it is not necessary for me to

read the vrhole of that. It is a very long document. But I should

like to read some of the requirements. They read

:

Application for an original listing of tlie capita) stock of railroad coiTpora-

tions shall recite the title of the corporation, date of organization and au-

thoi'ity for same; special rights or privileges under charter; amount of capital

stock authorized, issued, and applied for; par value; rate of dividend; voting

power; whether capital stock is full paid and nonassessable; whether personal
liability attaches to ownership ; whether preferred stock authorized, whether
cumulative , or noncuniulative

;
preference as to dividends and distribution of

assets; location and. route of road; description of property aud total mileage
In operation ; contemplated extensions ; total equipment ; amount of mortgage
lien ; amount of other indebtedness or liability, jointly or severally, for leases,

guaranties, rentals, and car trusts, and terms of payment thereof; distribution

of securities; application of proceeds; income account for one year and balance
sheet of recent date.

The requirements for corporations other than railroads are of the

same general character and particularized, of course, differently in

the case of the different corporations. In mining corporations the

applications correspond with the others as to the general situation.

The particulars are, of course, different. Then the papers to be filed

with the application for listing stocks are as follows

:

Seven copies of the charter of articles of incorporation, one copy to be at-

tested by the secretary of state in which the corporation Is incorporated.
Seven copies of by-laws, one copy to be attested by secretary of corporation.

Seven copies of leases and special agreements, one copy of each to be at-

tested by the secretary of the corporation.
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One copy of resolutions of stookhlders authorizing issue and of the action
of the directors thereunder, each attested by secretary of the corporation.
One copy of resolutions of board of directors or executive committee au-

thorizing listing of securities applied for, attested by secretary of the corpora-
tion.

Opinion of counsel (not an officer or director of the corporation) as to
legality of authorization and Issue of securities.

Certificate of proper authority for issue.
Certificate of registrar as to amount of securities registered at date of ap-

plication.

Report of a duly qualified engineer covering the actual physical condition
of the property as of recent date.
Map of the property and contemplated extensions.
Specimens of all securities applied for.

The modus operandi is as follows: A corporation wishing to list

its securities applies to the stock exchange, and is given one of these

papers. They then make up an application based on the lines of

these requirements, with the assistance of the clerk of the stock-

list committee. When the application has been perfected in that

way it is sent to the members of the committee on stock list, which
committee consists of five members, and each member is furnished

with a copy of these papers which I have read here on this third

page^ The members of the committee take such time as is neces-

sary to familiarize themselves with the security sought to be listed,

and when they are ready—they meet every Monday—notification is

sent to the parties in interest, who appear before the committee to

answer such questions as the committee may wish to put to them in

view of their reading of all these papers.

Generally speaking, the people who appear before us consist of the

treasurer of the company, sometimes its president, the legal repre-

sentative of the company, and also, generally, a representative of

the banking house who is also interested in the securities. The first

question that is asked of any of these gentlemen, before we go into

the merits of the case at all, is

:

What Is the distribution of the stock or bond which you apply for? Give

us a list showing, not the names of the stockholders, but the number of your

stockholders, how many of them hold 1,000 shares or more, how many of them
hold 100 shares or more, how many hold below that.

The Chairman. Are^ those holding below grouped together?

Mr. PoMEOY. Yes. It generally comes in this way : There are 50

people holding 1,000 shares or more, 300 or 400 people holding 100

shares or more. You know how that would be.

The next question is

:

How many holders of these various amounts hold their stoek absolutely free

and clear of any engagement to not sell it, so that it shall not be tied up in

a pool?

Next:

Is there any syndicate interested in any of the stock? If so, how much

stock is tied up by a syndicate agreement?

By which they can only sell it through the managers of the syndi-

Tiie committee decide then, whether there is a sufficient amount

of that stock free and clear, not subject to any .understanding that

it shall not be sold, in the hands of the public to make a fair and

free market for that stock. Do I make that clear?

Senator Shafeoth. Yes, sir.
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Mr. PoMEOY. If, in the opinion of the committee, there is an
amount of stock in the hands of the public free and clear, then they

go on to discuss the other parts, and then they take up the applica-

tion as it stands, and if there are any points in the application which
are not as clearly stated as they should be, or if there are any con-

ditions in the by-laws giving unusual powers to the directors or any
unusual provisions in the deed of trust securing a mortgage—Mr.
Untermyer stated that wrong—we do not dictate to any company
how it shall draw a mortgage or what the provisions of its by-

laws shall be, but if there is anything unusual we put it in the

application, so that the public can read it. Then we question them
closely as to the balance sheet of the company to find out whether it

is an absolutely solvent corporation, and, if necessary, we require

them to separate the figures in the balance sheet. For instance,

some companies will put in their balance sheet as an asset bills re-

ceivable and cash. We say

:

That will not do ; we want you to separate that and show how much of that

is cash and how much of it is bills receivable.

We ask them what is the nature of the bills receivable—anything
that would occur to any ordinary business man in granting credit

to anybody. I do not think I need enlarge on that any further.

Then, all those questions being satisfactorily answered, the appli-

cation is printed in a form like this and is given to the members of

the governing committee, which consists of 40 members, and at the

next regular meeting of the governing committee the chairman of

the stock list committee presents whatever applications there are,

which are in this form, and moves that the securities be listed as

stated. If any member of the governing committee, in looking over
these papers, then Avishes to make any statement or make any correc-

tions, or says " Well, I do not think that security ought to be listed,"

he makes his motion. Howe\er, on the affirmative vote, the security

is then listed and we can trade in it the next morning.
Senator Nelson. Do you keep a record of that vote ?

Mr. PoMHOY. Oh, yes.

Senator Nelson. I mean do you put down the names of the men?
Mr. PoMEoy. No ; unless it is called for. They simply say " ayes "

so many, " noes " so many.
Senator Pomeeene. Simply a vote of the committee, you mean?
Mr. PoMEOY. Yes ; the governing committee.
Mr. MiLBTJEN. Forty men.
Senator Pomeeene. And what controls, a majority of it?

Mr. PoMEOY. A majority of it in a case of this kind.
Senator Nelson. You do not have any roll call whatever ?

Mr. PoMEOT. Not unless it is called for. It is exactly the same
ruling that I suppose you have here. Of course a man has a right
to call for the " ayes " and " noes," but I do not remember that that
has eA'er occurred.

Then, these statements on which the committee acts are sent to

every member of the stock exchange, so that he can keep them on
file, and if a customer comes in and asks him about the property he
can turn to this statement and find out just what is in it.

Senator Pomeeene. You mean this statement to that committee?
Mr. PoMEOY. Yes.
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The Chairman. The statement made in the application to that
committee ?

Mr. PojtROY. Yes; the statement made in the application to that
committee.
The Chairman. That is verified under oath ?

Mr. PoMROY. That is our report.
Senator Nelson. I see this statement is dated January 12, 1913.

Is it the same as January, 1912?
Mr. PoMROY. These requirements ?

Senator Nelson. Yes.
Mr. PoMROY. There is a reason for that.

Senator Nelson. Are they the same now as they have been ?

Mr. PoMROY. No ; and there is a reason. We are constantly chang-
ing—not constantly, but from time to time we change this list of
requirements, as the exigencies of the case seem to demand.

Senator Nelson. How long have these been in force ?

Mr. PoMEOY. The great majority of them have been in force ever
since I have been on the committee. I think I can point out just
why this was dated in this way.

Senator Nelson. I suggest this is simpler: Pick out one of those
copies and mark on that copy what the recent changes are.

Mr. PoMROY. Yes; I will do that. I think I can give it to you
right now. The only change this contains over the former one is the
phrase on page 4, just above " Eemovals or suspensions in dealings
of listed securities," which says

:

To publish promptly to bond and stock holders any action in respect to divi-

dends on shares, interest on bonds, or allotment of rights, etc.

It was discussed a good deal in the press that the directors of a

certain company met last summer and declared dividends, to be

paid away on into the fall, and then there was no notification to the

stockholders of that dividend. Then along about the usual time
when the dividend was declared, there was a story got around that

they were not going to pay dividends. The stock went down. I do
not know how the story originated, but it was so stated. As soon

as that was brought to the notice of the directors of that company
they said, " Why, we declared that dividend six months ago." We
thereupon said, " We are not going "to have that thing occur again

if we can help it." So we changed this requirement, and that is the

reason why this is stated so late.

Senator Nelson. "What company was this? I remember the inci-

dent.

Mr. PoMROY. That was the Goodrich Co. They manufacture rub-

ber tires—automobile tires. There was a good explanation of it, but

you are not asking any information on that. However, that is the

reason we did not want to have that sort of thing going on, and we
changed it.

As I say, these statements on which we base the listings are fur-

nished to all the members of the exchange. They also are furnished

to the daily papers and to all the financial papers in New York, and

the financial papers especially quote them, possibly not in full, but

copious extracts from them. So far as we can do it, there is every

opportunity given for a prospective investor or speculator to find out

just what he is trading in.
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Senator Nelson. Can an outsider go to your body and say, " I
would like to get the record " ?

Mr. PoMKOY. Yes, sir.

Senator Nelson. I mean a man who is not a,member of the ex-

change ?

Mr. PoMEOT. A man who is not a member of the New York Stock
Exchange would not, of course, usually do that. He would go to a

member of the stock exchange with whom he is acquainted ; but we
give them out freely to any man who asks.

Senator Nelson. If any man came to your secretary, he gets it?

Mr. PoMBOT. Yes. They are sent on here to Washington. While
Mr. Herbert Knox Smith was in charge of the Bureau of Corpora-
tions we sent them to his bureau, and Mr. Smith complimented us

rery highly on some of the work we had done.

Senator Pomeeene. You have been discussing the modus operandi
of the New York Stock Exchange. Is that same system adopted in

other stock exchanges, like those in Chicago, Cincinnati, and other

places ?

Mr. PoMEOT. So far as I knoAV, we are the only exchange in the

world that does that.

Mr. Mabon. I may not be competent to say, but I think Boston
does.

Mr. PoMEOY. We originated it.

Senator Pomeeene. What system hare those other stock ex-

changes ?

Mr. PoMEOY. I do not know, sir; I can not answer that question.

Senator Nelson. I think, so far as stocks and bonds are concerned,
they simply adopt the laws of the New York Stock Exchange.
Mr. PoMEOY. I might say this: For instance, the London Stock

Exchange will list any security that is listed on the New York Stock
Exchange on receipt of one of these documents. They make no fur-

ther examination.
Senator Pomeeene. Wliat I am trying to get at is this : The testi-

mony we have had thus far seems to relate solely to the New York
Stock Exchange.
Mr. PoMEOY. Yes.
Seantor Pomeeene. And you gentlemen insist here that your sys-

tem is about perfect or as nearly perfect as can be devised.
Mr. PoMEOY. We try to make it so.

Senator Pomeeene. I am assuming that to be so. From your
standpoint, you think this bill is too drastic ?

Mr. PoMEOY. Yes.
Senator Pomeeene. I should like to know something about the

conditions that prevail in Chicago and Cincinnati and Cleveland and
St. Loius and these other places where they have stock exchanges.
This matter does not relate to your New York Stock Exchange alone.
It relates to all.

Senator Weeks. There will be some one here next week from the
Boston Stock Exchange.

Senator Pomeeene. I invited the Cincinnati Stock Exchange
people. They sent a protest, and I will present their resolution here
later on. Their objections are merely given in very general terms.
I invited them to come on, but they do not seem to care to come.
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Mr. PoMROY. So far as I know, we go into it more fully than any
ot the other exchanges, but I am not competent to testify on that
point, Senator Pomerene.

Senator Pomerene. I think it is highly important that we have
some statement on that subject from other stock exchanges.

Senator Nelson. You do not make any special investigation with
reference to the intrmsic value of these properties, do you ?

Mr. PoMROY. That would be an absolute impossibility for us
Take a stock with which I am familiar, the General Chemical Co
whose stock is listed on the exchange. They have manufacturing
plants all the way from New York City to California, spread all over
this country. If we knew anything about it, it would be a physical
impossibility for the New York Stock Exchange to go around the
country examining plants of every industrial corporation that wanted
to be listed. We can not do it. We do, as you see in the require-
ments, try to get expert opinion on the matter.

Senator Nelson. You do not require them to give the actual valu-
ation of the property, the physical valuation ?

Mr. PoMROY. No, sir ; we do not.
Senator Nelson. Why should you not require them, in their appli-

cation, to state the valuation of their property ?

Mr. PoMROY. The question has never been asked us. I rather think
it is because they could not do it.

Senator Pomerene. You mean the companies could not do it ?

Mr. PoMROY. I do not see how they could do it. For instance, how
is the New York Central Railroad going to tell us what the physical
valuation is of its property?

Senator Pomerene. Just the same as you would tell what the
physical valuation of a block is up there in your city, as a man who
has expert knowledge on the subject.

Mr. PoMROY. That is really something I can not ansAver. They
are more capable of answering it than I am.
Senator Pomerene. It is easier to ascertain the physical valuation

of a railroad than it is to ascertain the actual valuation of more
intangible property, such as stocks and bonds.
Mr. PoMROY. That is very possible. The nearest approach to it

that we get is like this: For instance, in this California Petroleum
application, a company which has been so much under discussion
here, is this statement:

The American Petroleum Co.

—

which was one of the companies that formed this company

—

owns or controls 3,336 acres of limd situated in the Coalinga Lost Hills and Los
Angeles districts. Mr. Ralph Arnold, consulting geologist and consulting engi-

neer, formerly of the United States Geological Survey, classes 1,436 acres as
proven oil lands and states that the 76 producing wells on the properties can be
Increased to 287. He appraises the total value of the physical assets and oil

supply of this company at $17,231,000.

The next company they took in was the American Oil Fields Co.,

and the same man appraised the value of their physical assets at

$15,500,000. There is the statement of that.

Senator Bristow. Would not stock in an oil company necessarily

be very largely speculative ? As to what it was worth ?
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Mr. PoMROY. Certainly. That is one of the difficulties in our way.
An oil company, of course, is nothing more or less than a mining
scheme. I do not know whose valuation is going to govern on that.

Anyway I do not see how we can do it.

Senator Weeks. When a bond house or any other house placing
securities is about to do so, does it not have very careful estimates

made of the values of the property, and based on estimates in the

prospectus which it issues as to the value of its real estate and quick
assets and the character of those quick assets ? There is a good deal

of information in those prospectuses which is reliable and which
might be useful?

Mr. PoMEOY. They do, and we get those. One of our difficulties

is boiling them down so that these applications shall not be in the

nature of stating the case too favorably. We try to get only facts

and not conclusions.

Mr. Mabon. You eliminate the personalities ?

Mr. PoMEOY. We eliminate the personalities.

Senator Weeks. How many applications were there to list securi-

ties on the New York Stock Exchange last year ?

Mr. PoMEOY. I will get that information for you.
Mr. Mabon. About 100 applications.

Mr. PoMEOY. We sit every week on Mondays, and, generally speak-
ing, there are three or four applications before us. It takes us the

whole afternoon, generally from 3 o'clock until 6 or half past 6.

Senator Nelson. Can you give us any idea what proportion of ap-

plications are granted and denied ?

Mr. PoMEOY. No.
Senator Nelson. Can you give it approximately ?

Mr. PoMEOY. No; I can not. I think the great majority of them
are granted, because in the course of the years people have found out

just about what our requirements are and what we will grant and
what we will turn down.

Senator Weeks. For instance, if the New York Central Railroad
asked to list $6,000,000 additional bonds you would grant that request

if they were in proper form ?

Mr. PoMEOY. In proper form. If it is an additional issue of bonds,
we simply have one official come before us. Of course, we do not have
to go through all the reading of documents that we did before. But
we want a statement of what they did with that money.
Mr. Mabon. A great many people go to the clerk and ask ques-

tions about the applications, and if they find they can not meet the
requirements those applications never come to the committee. So it

is only after it has passed through the clerk and they fulfill all the
requirements of the committee that it comes to the stock-listing com-
mittee.

Mr. PoMEOY. That is correct. He is the weeder out.

Senator Weeks. Do you think the clerk would be able to furnish
the committee the number of applications of new companies that have
been made during the past five years, we will say, and the number
that were not passed on by the committee and the number that were
rejected by the committee?
Mr. Mabon. I think he could give an approximate estimate of that
The Chairman. Will you furnish that to the committee ?

Mr. Mabon. I will ask Mr. Martin to make a note of that.
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TVT-^^?
(-'hairman. Will you furnish that -to the committee, Mr.

Martin ?
'

Mr. Martin. Yes,
Mr. PoaiROY. If that is all on that subject I would like also to take

Senator Pomerkne (interposing). Just before you leave that, letme ask another question. Your stock exchange, of course, has busi-
ness relations with these other stock exchanges all over the country
I take it. Would you have any information in your stock exchange
in New lork City as to the method of doing business in each of
these other stock exchanges, so we could get 'that information here
in the record ?

Mr. PoMROY. The best I can do there is to say that quite a number
of our members have close affiliations with Boston, Philadelphia
Cleveland, and places like that, and it may be possible that we have
that information. But we have not, as an exchange, any such rela-
tions as you suggest. I do not see how we could do it.

Mr. Mabon. I think we could very likely get a great deal of it for
you. We could find it out from their constitution and by-laws. (See
Exhibit F, Appendix.)

Senator Pomerene. That will do.
Mr. Mabon. We will get that for you.
Senator Pomerene. You have your listing requirements, etc. Have

they anything like that?
Mr. Mabon. We will endeavor to get that for you.
Senator Pomerene. I think we ought to have that in the record

here, Mr. Chairman.
The Chairman. Would you gentlemen furnish that to the com-

mittee.

Mr. Mabon. Very gladly, Mr. Chairman. (See Exhibit G, Ap-
pendix.)

Senator Hollis. Who is the moving party usually to get a stock
placed on the list?

Mr. PoMROY. Generally speaking, the banker who is interested.

For instance, in the case of the bonds of a railroad company, the rail-

road company is not particularly interested, but they sell those
securities to, Ave will say, Lee, Higginson & Co., and Lee, Higginson &
Co. say :

" That is all right, we will take those bonds from you, but
you must obligate yourself to make application to list them." That
is the reason I said that, generally speaking, besides the officials of

the company some banker appears with them and he is to ask the

question as to distribution. In the case of stocks, we can get it from
the record, but in the case of bonds, we can not do that.

Senator Hollis. In the case of an industrial, like the General

Chemical Co., who would move to do that?

Mr. PoMRor. In that case I happen to know a little about it, be-

cause I have been interested in the company for a long while.

Senator Hollis. I understood you to say so.

Mr. PoMROY. In that case the company itself did, because the great

majority of its officers and directors were interested in the stock and

interested in having a quotation for it.

Senator Hollis. Which way did they want the quotation to

go—up ?

Mr. PoMEOY. Yes, sir.
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Senator Hollis. And that gave the stock an added standing and
added opportunity for other people to buy ?

Mr. PoMEOY. Certainly.

Senator Hollis. Is not that usually the case, that the insiders them-
selves, who own securities and wish to dispose of them, get them
listed to give them character ?

Mr. PoMEOY. Yes, sir.

Senator Hollis. A good deal like painting a house that you want
to sell?

Mr. PoMKOY. That is, quite right.

Senator Weeks. Let me supplement what Senator Hollis has been
asking you. Is not the organization of industrials largely due to the

fact that individuals owned companies or owned plants and oper-

ations, and had so much of their capital invested in one operation
that they wished to distribute some of it, and that has been one of
the reasons for organizing such companies? It has made mobile
the value of the plant when, as a copartnership, owned by a few
individuals, it was impossible to dispose of any portion of it?

Mr. PoMEOY. That is quite correct.

Senator Weeks. And it caused the distribution of their wealth,

whatever it might be?
Mr. PoMEOY. Yes, sir.

Senator Weeks. So naturally they would want the company
listed, to give them a market for such part of their securities as they
wished to sell?

Mr. PoMEOY. Yes.
Senator Pomeeene. Assuming, for the sake of argument, that your

rules for the listing of stocks and bonds and other securities are the

best that have been devised, and that they meet legitimate trade
condition, do you not think it would be well for the Government to

provide, by some general statute, regulations similar in character so

as to apply to all stock exchanges ?

Mr. PoMEOY. Absolutely, sir.

Senator Pomeeene. That being true, you favor some regulations?
Mr. PoMEOY. Provided it can be done without—^yes; certainly I

do ; that is right.

Senator Pomeeene. I thought you would not take a different view.
Mr. PoMBOY. Oh, no.

Senator Pomeeene. Speaking out of the abundance of your own
experiences on this subject, what additional regulations would you
provide for listing the stocks, if any ?

Mr. PoMEOY. I think that great good may come of this committee
that has been proposed to look into that question by the present Con-
gress, for framing some regulations governing the issuance of securi-

ties. What particular things, I do not know. I do not think I am
as competent as you think I am.

Senator Pomeeene. You ought to have pretty complete knowledge
of this subject. What suggestions have you to make ?

Mr. PoMEOY. For instance, the Interstate Commerce Comniission
has formulated a system of bookkeeping for the railroads of the
country, so that when thejr issue their balance sheet and statement of
earnings it gives a very fair estimate of the value of that corporation
as a going concern. That has lessened the labors of the stock-list
committee materially.
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The Chairman. It furnishes a basis of relative comparison?
Mr. PoMEOY. Yes, sir.

The Chairman. That is of special value?
Mr. PoMEOY. Yes. Before that, we did have trouble with the

companies in disclosing certain facts in regard to their earnings and
certain facts as to their assets, which we do not have now. It has
lessened our labors now.
The Chairman. It makes it easy to digest the facts?
Mr. Pomroy. Yes, sir. These regulations have simplified the

matter.

Senator Nelson. Would it not be well to supplement the matter
by compelling these common carriers which are under the jurisdic-
tion of the Interstate Commerce Commission, whenever they desire
to issue more stock or more bonds to apply to the Interstate Com-
merce Commission and obtain their license and permission before
issuing the same?
Mr. Pomroy. They do that now, do they not? They do in some

States.

Senator Nelson. They have State laws, but they do not apply to
the Interstate Commerce Commission.
Mr. Pomroy. Of course, that is right

;
yes, sir.

Senator Nelson. Our Interstate Commerce Commission has not
that power.
Mr. Pomroy. They do in New York and they do in Massachusetts

and most of the Eastern States.

Senator Nelson. We have that in our State.

Senator Pomerene. What other suggestions have you to offer?

We are going to get some information out of you pretty soon, I
believe.

Mr. Pomroy. If I have any you certainly will. I will be very
^lad, indeed, to give you everything I have in the way of informa-
tion. I have answered so far as the railroads are concerned. In
regard to the industrial corporation, I should think it would be well
to have a strict valuation of their raw materials carried.

Senator Pomerene. Their plant values, etc. ?

Mr. Pomroy. The value of the plant, yes ; but I do not think that

is going to be much of a guide to you, because the value of a plant
of a going concern is very great, but when it stops it is not worth
much of anything; it is just scrap.

Senator Pomerene. That is true. Let us use a concrete example
and see whether we can get some light from it. When the United
States Steel Co. was organized they went out and took options upon
those plants, paid the owners thereof $3 or $4 or $5 or $6 for every

dollar they had invested; suppose they had been compelled to fur-

nish information of this kind to the New York Stock Exchange and
to the other exchanges throughout the country
Mr. Pomroy. To the public?

Senator Pomerene. Yes; to the public in general—would it not

have had a wholesome effect?

Mr. Pomroy. I certainly agree. That is the law of England

—

the public-utilities act of England—that you have to state just what
you paid for a property.

Senator Pomerene. It seemed to be the view of some of you gen-

tlemen that that should be a requirement in the law from the com-
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panics themselves, but suppose we should say to stock exchanges that
before they would list these securities

Mr. PoMEor. That is what this bill says.

Senator Pomeeene (continuing). They should have the informa-
tion at hand which the companies act or England requires of those
industrial companies. Would not that have a good effect ?

Mr. PoMEOY. You mean that they should not be allowed to list

them on the exchange until they did that?
Senator Pomeeene. Yes.
Mr. PoMEOY. Yes; I think it would; but you meet this objection,

that it is possible they would not list them. There is a broad market
for securities outside of the exchange, and I think it would build

that up.

Senator Pomeeene. They would list them somewhere?
Mr. PoMEOY. Not necessarily.

Senator Pomeeene. If it was a legitimate enterprise they would
market them?
Mr. PoMEor. That is all right; I will admit that.

Senator Pomeeene. And if it was an illegitimate enterprise it

ought not to be marketed ?

Mr. PoMEOY. Certainly; you are quite right there.

The Chaieman. It would be a sifting process?
Mr. PojiEOY. Yes.

Senator McLean. They could be sold on the "curb"?
Mr. PoMEOY. That is what I am trying to get at, that there would

be quite a number of companies that might be perfectly legitimate
that could and would do that.

The Chaieman. But upon such companies would rest this stigma,
that they were not willing to give the facts?

Mr. Pomeoy. That is right.

The Chaieman. And under the new conditions, where the legiti-

mate enterprises did give the facts, it would discredit those other
companies ?

Mr. Pomeoy. It Avould add to the value of the securities that were
listed. There is no question about that.

Senator Pomeeene. Mr. Pomroy, have you in mind any other

wholesome regulations ?

Mr. PoMEor. I do not think so, at the moment, sir.

Senator Pomeeene. I am going to ask you, Mr. Pomroy, to do
this for the committee: Will you think over this for a few days and
then submit to us your suggestions in writing
Mr. Pomeoy. I will do the best I can.

Senator Pomeeene (continuing). As to any statutory regulations
that you think should be adopted by the Congress so as to regulate

the business of stock exchanges, generally, throughout this country?
Mr. Pomeoy. I do not want to recommend what statute you should

pass. I will do it in this way, that I will tell you what I think will

be a good thing to put in and force these companies to do.

Senator Pomeeene. I do not ask you to put it in legal phraseology
or anything of that kind, but give us the benefit of your suggestions
as to what regulations we should have.

Mr. Pomeoy. I will do that, very gladly.



EEGULATION OF THE STOCK EXCHANGE. 209

Senator Nelson. Mr. Pomroy, while you are meditating over this
matter may I submit to you a certain suggestion which I want you
to consider m replying to the Senator from Ohio ?

Mr. PoMEor. In my written reply?
Senator Nelson. Yes. How would you regard the plan to require

all corporations engaged in any form of interstate commerce to
obtain a license from the Department of Commerce, in the first in-
stance, and then to require them, in every instance where they pro-
pose to issue stock or bonds, to present their applications ' to the
Department of Commerce and have that department pass upon it

as the State commissions in some of the States pass upon bonds and
securities? That would be putting it under the interstate power of
the Federal Government. We are seeking by this bill to put the
power under the Post Office Department, and we are basing it, if you
will read the first part of the bill, on the power of the Government
to regulate interstate commerce; but instead of having that regula-
tion of interstate commerce through the Post Office Department,
had we not better have it in the way I have indicated to you, through
the Department of Commerce or the Bureau of Corporations than
through the Post Office Dejjartment ? I just oifer that to you as a
suggestion ?

Senator Weeks. In the applications which are made for listing

the securities of companies, what would you say to requiring a state-

ment of the salaries paid to the executive officers and the amounts
paid to attorneys and the contracts for the amount to be paid in the
future, if there are such? I noticed the other day in the papers a
company which had just reduced its dividends had paid to one firm

of attorneys $85,000 during the year—this had nothing to do with
accidents—and it was paying its president $60,000, which seemed
to me to be considerably more than the position is entitled to. It

was paying a very large percentage of its earnings, it seemed to me,
to attorneys and to executive officers; I thought very much more
than was justified. The stockholders were being made to suffer by
reduction in dividends, bvit I did not note any reduction in the pay
of any of these officers.

Do you think you would be justified in asking for very definite

information on that subject when anybody asks to list securities?

Mr. PoMEOY. It would be a good thing if we could get it. If you
could arouse a sufficient public sentiment on the part of the com-
munity to warrant it, we would be very glad to do it.

Senator Weeks. You are a law within yourselves in such matters ?

Mr. PoMEOY. I doubt if Ave view it that way. On the general

proposition, Senator Weeks, I am with you, if we could get it. The
stockholders are entitled to every bit of information that it is possi-

ble to have, .to allow them to form judgment not only of the value

of the property but in reference to the way in which it is managed,

and we would like to get all that information.

Senator Weeks. We have to do something in this country to

restore confidence.

Mr. PoMBOY. There is no doubt about that.

Senator Weeks. We are having instances here and there of im-

proper handlings of properties in one way and another. We must

30578—14 14
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reduce those cases to a minimum, so it seems to me this is one phice

where you can be of some assistance.

The Chairman. That is a very important point.

Senator Pomerene. If you would put in the penitentiary a few
of these lawyers and others who have sought to evade the Sherman
law you would be doing a good service to the country at large.

Mr. ^Iabon. There is already in the stock exchange a committee
to take up this very matter. Mr. Pomroy is on that committee.

Senator Pomerene. We will be glad to have your suggestions, un-

derstanding they are tentative and that you may revise them later on.
' Mr. PoMRor. We have had very interesting conferences on that

point with people from abroad—from Vienna and Berlin, and all

those places.

The Chairman. I should think the standing of American stocks

would be very- greatly affected in Europe by the disclosures which,

from time to time, come out, showing the substantial robbery of cor-

porations by fees and high salaries, etc., when the corporation can

not pay its ordinary dividends.

Mr. PoMROY. You can not say anything stronger than we feel on
that point, Mr. Chairman.

Senator Bristow. What penalty do you think should be imposed
for a violation of the law which we might enact? You do not think

they ought to be excluded from the mails? That is a scheme of

enforcing the law which you think would be unwise and possibly

dangerous. What kind of a penalty would you suggest in lieu of

that?
The Chairman. That is a very penetrating question.

Mr. Pomroy. I wish I knew. I do not see how I can answer that.

You are imputing to me a great deal more brain poAver than I have.

Senator Bristow. If you get this committee of ywus to work on
that, see if it can aid you ?

Mr. Pomroy. I will do my best. Senator Bristow.
The Chairman. Before leaving this point, I observe in the form

which was given to us of the regulation of the committee on stock
list of the New York Stock Exchange, on page 4, that under the
head of "Removals or suspension in dealing with listed securities,"

this language:

Whenever It shall appear that the outstandiug'amount of auy security listed
on the stocls exchange has become so reduced as to make inadvisable further
dealings therein, this committee may direct that such security be taken from
the list and further dealings therein prohibited.

Is any step taken to protect the stock that remains outstanding, in
the way of a market?
Mr. PoMEOY. That is just what I was going to discuss. Perhaps

if I do not answer your question in what I am about to 3ay, then you
will put it again?
The Chairman. Yes.
Mr. PoMEOY. I have been a member of the committee on stock list

for a good many years, and this question is stated in the report of
the Pujo committee in a way that I think does an injustice to the
exchange. I do not think it was intentional, but it was probably
lack of knowledge on their part, because the question was not gone
into fully.

The Chairman. Will you explain it then ?
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Mr. PoMEOY. Yes, sir ; that is what I shall attempt to do. In sec-

tion 12 of the Pujo report they say

:

Obviously, therefore, the effect of prohibiting further dealings in the stock
of a corporation, when the great bulk of it has been acquired by one person,
group, or corporation, is, whether intentionally or not, to coerce small stock-
holders into selling out to the majority holders.

I say this conclusion is wrong. The holders of securities are en-
titled to an entire freedom of choice as to what they shall do with
their property; and when a reorganization plan or scheme of con-
solidation is put forth, as soon as a sufficient amount of securities is

deposited to warrant it, the receipts for such securities are listed on
the exchange. After that the two sets of securities are traded in,

side by side, without favor to one or the other; that is, the old secu-

rities and the receipts for deposits of the securities. The stock-list

committee keeps in close touch with the situation, and from time to

time requests the depository of the old securities to inform it of the
amount deposited. Only when the amount of old securities becomes
so small as, in the opinion of the committee, to render trading in

them dangerous, does the committee strike them from the list. This
is borne out by that portion of my testimony, which is in full in the
Congressional Eecord, which the Pujo committee failed to quote.

The Chair jiAN. Will you'explain what you mean by " dangerous "?

Mr. PoMEOY. Yes. I will have to read the questions and answers
just as they were put to me, but that brings it out clearly. The ques-

tions were, of course, asked by counsel for the committee:

Mr. IlNTEnMYKH. T want you to explain, Mr. Pomroy, as fully as you please,

the way in which the stock exchanj-'e justified itself for removing from the list a
large number of stocks that have been ujion the list. It is simply upon the
ground, as I understand, that there is only a small amount of it outstanding
and that there might be ;i corner created in the stock. Is that the justification?

Mr. PoMROY. Will you allow me to explain that?
Jlr. Untermyer. Yes. I have asked you to explain it. Your explanation will

apply to all these stocks that have been thus removed, will it?

Mr. Pomroy. WeU. generally; yes. There may have been special reasons in

one or two cases, but generally this will apply, I think.

Mr. Untermyer. Go on, then.

Mr. PoMROY. On the question of the removal of stocks from the list, the

governing committee realizes that the question of removing a security from
the list is a very serious one. As I have testified, we realize that it deprives a

stock of a certain n mount of its value and of its borrowing power, and therefore

they consider each case very carefully before the move takes place.

Mr. Untermyer. That does not answer the question as to how you justify it.

The Chairman. You may proceed and answer the question.

Mr. PoMROY. I will justify it for the following reasons: That our experience

of many years as governors of the exchange and the experience of previous

governing committees is that a small amount of stock on the list leads to a

condition that is dangerous to ourselves and to our customers, the public
:
and

therefore, in order to obviate that danger, when in our opinion that condition

has been reached, we remove the stock from the list or suspend it from dealings.

Mr. Untermyer. You have not explained in what way it is dangerous, and so

dangerous that a man who has bought this stock in good faith when you put it

on the list for him is to be deprived of his listing. Where is the danger?
^

Mr PoMROY The danger may arise from two causes. A small quantity of

stock is more easily subject to manipulation than a large quantity, and by

means of that manipulation people may be induced to buy stock at verymuch

greater prices than it is worth. The other danger, which, of course, is the

greatest one we fear, is the subject of a corner in the stock, which not only

hurts the broker and his customers, but demoralizes the whole country, the

Northern Pacific corner being a case in point.

>[r. T'ntermyer. Have you finished?

Mr. Pomroy. I have finished; yes.
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Mr. Untebmyeb. We will take up this question, because It is an important
and serious question.

Mr. PoMEOY. Absolutely one of the most serious questions that confronts the
exchange.

Mr. Untermyer. You linow I have made complaint of It to the exchange
many times.

Mr. PoMBOY'. I only remember once.

I will skip some here, because it is not pertinent to the subject.

Senator Weeks. Do not sldp anything that is pertinent.

Mr. PoMROY. No ; I will not, but I clo not think this is pertinent. I

read further:

Mr. Untebmyeb. You say there is danger that there may be a corner in the
stock. That means there is a danger that some man or men may sell the stock

and not have it, men who have not the stock.

Mr. PoMROY. That is one of the dangers.
Mr. Untebmyeb. A man may sell the stock ;iud he may not ha\-e itv

Mr. PoMBOY. Yes.

Mr. Untebmyeb. He may not be able to buy it to deliver. Is that his

danger?
Mr. Pomeoy. That is his danger.
Mr. Untebmyeb. That he may sell something he has not got and may not be

able to get It ?

Mr. PoMROY. That is it.

Mr. Unteemyer. That is a corner?
Mr. PoMEOY. Y'es.

Mr. Untermyee. So, in order to protect a speculator or a gambler who sells

something that he has not got and may not be able to buy, you think you are

.iustified, do you, in taking from the list the securities of an honest investor

who bought his stock when it was listed, and paid for it and had nothing to

do with your taking it off from the list, and having him \\i\ke up one morning
and find that it has lost its value?

Mr. Pomeoy. That was not my statement.
Mr. Untermyer. Does that justify it?

Mr. PoMROY. Jly statement is correct as to what justifies it.

Mr. Untebmyeb. You can keep on saying that.

Mr. PoMEOY'. I will
;
yes.

Mr. Untebmyeb. But the proposition is that the reasoning in regard to what
you say about the importance of avoiding a comer is that you want to protect

something that the speculator has not got and may not be able to get. Is not
that right?

Mr. Pomboy. I gave as a reason the danger of a corner, and what the danger
of a corner would bring on the country.
Mr. Untebmyeb. We are not talking about the country now ; we are talking

about how a corner operates. It operates only against a man who sells

something .that he has not got and is not able to get?
Mr. Pomboy. That I deny.
Mr. Untebmyeb. Against whom else does it operate?
Mr. Pomeoy. It operates against all persons who are interested in securities

or otherwise that may be affected by the panic which may ensue.
Mr. Untebmyeb. You mean by the acts of this speculator?
Mr. Pomboy. Certainly.

The rest of it is not important.

Senator Weeks. Did you satisfy Mr. Untermyer there was a rea-

son for striking those stocks from the lists ?

Mr. PoMROY. No; I do not think he wanted to be satisfied. The
Pujo report states the case of the Southern Eailway voting-trust cer-

tificates as an instance of the injustice done to the holders of those
securities. This case has always been of interest to me on account
of the part I took in it, and that shall be my excuse for going into

the matter in some detail. The facts as to the formation of the trust

and its renewal are correctly stated in the report. When request was
made for the listing of the new voting-trust certificates there was a
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great difference of opinion in the stock list committee, and we had
many a hot debate on it. The majority of the committee were against
granting the request on the ground that at the expiration of the
voting trust the trustees were in duty bound to distribute the new
stock, and that so far as it was in our power, we should force them to

do so by refusing to list the new voting-trust certificates. I con-
tended that the owners of the certificates had the right to decide what
they would do with their property and that when a sufficient num-
ber of them had agreed to take new voting-trust receipts to warrant
it, we were in duty bound to list them. After a good many sittings

and much talk, I found myself a minority of one, and carried the
case to the governing committee, where, after more talk, I carried my
point and the new certificates were listed. The new certificates and
the old remained side by side for about six months, when trading in

the old certificates finally dwindled to such small transactions that
they were stricken from the list. It is not a fact, as stated in the re-

port, that the old certificates were not available as collateral. My
testimony—which was the only testimony taken on this point—was
exactly the contrary. It does not follow, when a stock is stricken

from the list, that you can not borrow on it. I know you can, be-

cause I have loaned on stock that was not listed, and I have borrowed
on stock that was not listed.

Senator Pomeeene. It would depreciate in value?
Mr. PoMEOY. In this particular case it would not, because the value

of the old certificate was fixed by the value of the new. There was
no other value to it. After they got the majority of the stock de-

posited in the voting trust, the other stock has absolutely no value

other than that fixed by what was listed.

Senator Pomeeene. That'is a particular instance, but I am speak-

ing generally.

Mr. Pomeoy. Yes.

Senator Nelson. Who composed this voting trust?

Mr. PoMEOY. I will get you the list.

Senator Nelson. Get it and give it to the reporter. I want the

names of those artists.

Mr. PoMEOY. I will do that. J. Pierpont ^lorgan, Charles Lanier,

and George F. Baker were the voting trustees in the case of the

Southern Railway ^•oting trust certificates.

Senator Pomeeene. Generally speaking, the striking of a stock

from the list would depreciate, Avould it not?

Mr. Pomeoy. It does to a certain limited extent. Senator Pomer-
ene. It has not as wide a market, naturally, as it had before, but it

has a good market. Depending entirely, as it does, simply on the

demand, there are a great many securities listed on the stock ex-

change which have a better market outside of the exchange than they

do inside.

Senator Pojieeene. If it does not have a substantial effect, Avhat is

the use of having any list at all ?

Mr. PoMEOY. I do not agree quite about that.

Senator Pomeeene. I thought you would not.

Senator Weeks. It had directly the opposite effect on the Amer-

ican Tobacco Co.

Mr. PoMEOY. I am coming to that in a moment.

It is also a fact, although not testified to before the committee, that

at the request of the exchange the voting trustees agreed that in case
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sufficient number of holders of the old voting trust should exchange
them for stock, the railroad company would apply for the listing of
the stock, which would have been granted. As for the old holders

being deprived of a market, there was always a market based on the

value of the new certificates. There never has been any such de-

mand on the part of the holders who did not accept this, and we
covered that. We tried to cover that in that way, because a holder
of the old voting trust had a certificate that was of no value—no ; not
exactly that. I should say that in order to protect him, we made an
agreement as to the old voting-trust certificate that if enough holders

exchanged their old voting certificates for the stock of the company,
there would be an application made to list them, and we should have
done so.

As to the stock of the American Tobacco Co., the Pujo committee
report says that the stock was stricken from the list at the request of
Mr. T. F. Ryan. That hit me pretty hard, because my testimony

was exactly the opposite. There never was such a request, and the

exchange never strikes a security from the list at the request of any
one. The letters from the Morton Trust Co., quoted in the report,

were in response to a request from the committee on stock lists as to

the amount of stock deposited, in accordance with its usual custom.

That was usually customary in that matter.

The Chairman. Was not the effect of those various communica-
tions, which showed a diminished amount of outstanding stocks,

finally to cause the retirement from the list of those stocks ?

Mr. PoMROY. Certainly.

The Chairman. That was the effect of it ?

Mr. PoMROY. That was the effect, but.Mr. Untermyer—let me go

to the Congressional Record again.

Senator Nelson. Did you get a full chance to explain everything

before the Pujo committee?
Mr. PoMROY. I do not think we did have quite the chance we

should have had there.

Senator Nelson. Not like this committee?
Mr. PoMROY. Oh, my goodness, no.

Senator Pomeren. You were given opportunity to make any addi-

tional statements you might desire to make?
Mr. PoMROY. When I went eff the stand it was at the close of a

long day's session, and the chairman said to me, " Mr. Pomroy, have
you any further statement you wish to make on this subject?" I

said, "No." Then, when we came down here to Washington—this

is simply hearsay from what Mr. Milburn has told me—Mr. Unter-
myer said to Mr. Milburn

:

If you wish to question any of your stoclc-exchange men who have been
down here, and if you will write out the questions and subruit them to me,
then I will ask such of those questions as I think are germane to the subject.

We did not think that was giving us the widest kind of latitude

anyway. It was not anything like this committee.
In this American Tobacco case, I simply want to call your atten-

tion to this language, at pa^e 496, of the testimony before the Pujo
committee

:

Mr. Untermybb. There came a time, did there not, when application was
made to the stock exchange to remove the stocks of the American Tobacco Co.

and the Continental Tobacco Co. from the list?
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Mr. I'oMROY. X(i. sir; uo application w.ts made.
Mr. Untermyer. You did it of your o-mi motion?
Mr. I'OMBOY. We did it of our own motion.

There is a direct statement on my part on that point. I stated
there that we never removed a stock of our motion. There was one
time a case that came before us, but I do not know whether you want
to burden the record with it.

The Chairman. You referred to those communications of the Mor-
ton Trust Co. on pages 501, 502, and 503 of the report of the Pujo
committee ?

Mr. PoMROY. Yes.

The Chairman. In Avhich they set up the amount of trust receipts

that had been issued for deposit of 969,743 shares of common stock of

the American Tobacco Co., and then stating there were less than
65,000 shares

Mr. PoMROY. That was at first, and then it ran down to 11,000.

The Chairman. That was July 1, 1911. They continued to make
these reports in Exhibits 36, 37, 38, 39, 40, 41, 42, 43, and 44, finally

concluding that there were 11,357 shares of common stock of the
American Tobacco Co. outstanding?
Mr. Pomroy. That is right.

The Chairman. It was on the basis of these repeated reports that

you finally dropped that stock from the list?

Mr. PoMROY. Yes.

The Chairman. But not at the formal request of Mr. Ryan?
Mr. PoMROY. No.
The Chairman. Nor even could you regard it as the formal re-

quest of the Morton Trust Co.?
Mr. PoMROY. No. Those letters were simply in response to our

request. They were simply a formal request. We would send to the

Morton Trust Co. and ask, " How much stock of the American To-
bacco Co. has been deposited ? " We kept very close touch on that

thing, and after a week or so we would ask again, " How much is

there now ? " and again after another week, " How much is there

now ? " and when Ave found that stock had come down to a point
where we thought it ought to be stricken off we struck it off, but there

was no request from the Morton Trust Co.

The Chairjian. The effect of those communications from this

company of the diminishing amount of stock finally justified you,

under your practice, in dropping it from the list ?

Mr. PoMROY. Yes; just as we do in every case.

The Chairman. The point you make is it was not requested, but
was only in the course of the common practice with all people?

Mr. PoiiROY. That is right.

The Chairman. And that it should not be charged as at the re-

quest of anybody, but only under the common practice ?

Mr. PoMROY. Yes. That gives the wrong impression as they

stated.

The Chairman. When this information was furnished you felt

justified in dropping it under your practice?

Mr. Pomroy. That is right. The other gives the wrong impres-

sion.
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The Chairman. And then you justified it in the way you have
heretofore explained, that you thought it would result possibly in a

corner, which would disturb general conditions?
Mr. PoMBOY. Yes; and also might render it subject to manipu-

lation.

The ChairjiAn. So the controversy between Mr. Untermyer and
yourself is the point of view, he taking the other view of it, that in

effect it was required, because under your practice it did not neces-

sarily follow?
Mr. PoMEOY. No ; he states distinctly that it was at the request of

the Morton Trust Co., and when he asked me the question I said,
" No, sir ; it was not at the request of the Morton Trust Co., and we
never did such a thing."

The Chairman. It is obvious that these repeated communications
of the Morton Trust Co. appearing in the record were construed by
him to be equivalent to a request, because under the operation of your
rule it would eventually mean dropping that stock?

Mr. PoMEOY. Yes; I think when he wrote that he had forgotten
that testimony of mine—in fact, he told me so yesterday—he was a

very busy man and did not look it over carefully.

Senator Weeks. These were not requests from the Morton Trust
Co. They were simply statements made by the Morton Trust Co.
The Chairjian. I was simply trying to reconcile this divergent

view by showing there was really an intention of the parties in con-

nection with this matter.

Senator Hollis. You have referred to the uniform method of ac-

counting which was prescribed for the railroads by the Interstate

Commerce Commission ?

Mr. PoMEOY. Yes, sir.

Senator Hollis. That met with various objections from the rail-

roads at first. Thejf thought it was too expensive and they did not
like to be interfered with in that way. That is a fact, is it not ?

jNIr. PoMEOY. All I know is what I saw in the newspapers.
Senator Hollis. I think that is generally understood. Is it not

a fact that to-day the railroads are pretty well reconciled to it, and
think that it is all right and a reasonable regulation?
Mr. PoMEOY. I should think so ; yes.

Senator Hollis. You know perhaps it is now proposed to require

all industrial corporations engaging in interstate commerce to do
the same thing?
Mr. PoMEOY. Yes. sir.

Senator Hollis. And that undoubtedly will meet with the same
objection ?

Mr. PoMEOY. I should not be surprised.

Senator Hollis. And in your opinion the result, if it is done, will

be salutary, as it has been in the case of the railroads?
Mr. PoMEOY. I should think so.

Senator Hollis. You would not consider that an unreasonable
regulation to be made by Congress, would you?
Mr. PoMEOY. Xo.
Senator Hollis. For any corporation that wishes to engage in in-

terstate commerce?
Mr. PoMROY. That is generally speaking. I do not know what

the regulations are going to be, but if they are reasonable regulations,
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such as the Interstate Commerce Commission provides for the rail-
roads, I think it is all right. Standardization is the thing.

Senator Pomerene. Assuming that these regulations which you
have in mind as being proper regulations are adopted, and looking at
it from that standpoint, would there be any objection to excluding
from the mail such matters as did not comply with those regulations?
Mr. PoMROY. I think the use of that power to enforce a regulation

of that kind ought to be exercised with very great caution.
Senator Pomebene. The Government is justified in exercising it

at times, is it not?
Mr. PoMROY. At times; yes.

.Senator Pomerene. It was in the lottery cases?
Mr. PoMEOY. Yes, indeed.
Senator Hollis. You would draw sharp distinction between a

member of the Cabinet and a nonpartisan board established for the
purpose ?

Mr. PoaEEOY. Oh, yes. I think this Postmaster General proposi-
tion is bad.
The Chairman. He would have to do it physically through some

party appointed for that purpose, would he not ?

Mr. PoMEOY. Yes.

The Chairman. It would be human agencies at last?

Mr. PoMEOY. Oh, yes.

The Chairman. And the question is one of the distinction of the
board and its relative independence. Is not that the conception you
have, that it would be better to have an independent board of great
dignity to pass upon this matter?
Mr. PoJtRov. Yes.

The Ciiairjian. Is not that your conception?
Mr. PoMROY. You are asking my individual opinion?
The Chairjiax. Yes.

Mr. PoMROY. Yes; that is righl;.

The Chairman. Have you concluded, gentlemen?
Mr. Mabon. "We ha'\e finished until next week, jNIr. Chairman.
Senator Weeks. Does this mean the New York Stock Exchange,

as far as it members are concerned, ha\'e put in their case?
The Chairman. Xo; they -will complete it on next Wednesday

morning.
Mr. Kendall is here from New York, and we will hear liim at this

time if it is agreeable to the committee.
After the New York Stock Exchange has completed presenting

its case, do you wish to have the Boston Stock Exchange piven an
opportunity ?

Senator Weeks. They will have one representative here. I think
it will be well to have representatives from all the stock exchanges,
if one could be had from each exchange, to point out the difference

in methods, inasmuch as this legislation will apply to all exchanges.

STATEMENT OF GEORGE H. KENDALL, PRESIDENT OF THE NEW
YORK BANK NOTE CO.

The Chairman. Will you give the reporter your name, your ad-

dress, and your connection with this matter ?
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Mr. Kendall. My name is George H. Kendall. My residence is in

New York. I am president of the New York Bank Note Co., at No.

75 Sixth Avenue, New York City. I wish to speak only to the point

of requiring the New York Stock Exchange to incorporate. I believe

it would be proper for me to confine the area of my remarks to what
took place before the Pujo committee, and not to go into things that

did not become more or less matters of record. Qualifying myself
slightly for that, I will say

Senator Pomerenb (interposing). May T ask for A\hom you ap-

pear?
Mr. Kendall. For the New York Bank Note (>»., and the inde-

pendent bank-note interests. There are, perhaps, 11 other concerns

for whom I similarly appear, and whom I informally represent now.
The bank-note engraving business is the interest I represent.

Senator Weeks. You represent the New York Bank Note Co.?
Mr. Kendall. As I stated, I am president of the New York Bank

Note Co. T have owned ovei- .50 per cent of its stock for ?>l> years.

For 35 years it has been my only job.

Senator Weeks. How many bank-note coiiij)ariie.s are there in the

United States?

Mr. Kendall. It would take me a very long time to state to you
otherwise than informally. There are only, as a matter of fact, two
interests—that which is perpetuated by the New York Stock Ex-
change and the Boston Stock Exchange, as a monopoly of the trade,

and my own. Those are the only two interests that are larffe enough,

active enough, and dominant enough to be called interests.

The Chairman. Proceed, Mr. Kendall.
Mr. Kendall. Having stated that it has been my only job for 35

years, I am willing to assume all responsibility for my statements

with reference to the trade. I do not wish to class myself as an ex-

pert, but if any of them are thought to be incorrect I wish in nowise
to say that I am ignorant, or ought to have been ignorant, of the

subject upon which I speak.

I wish to present our matter as a concrete instance why the New
York Stock Exchange ought to be incorporated. In a greater or

less measure I shall have to give you our history, ><> us to show you
the base from which I speak and the angle from which I view the

matter, and also to frankly declare my interest, wliich I want you
thoroughly to understand.

Thirty-five years ago, being ambitious to form a bank-note com-
pany, I entered the business, putting into the original capitalization

of our company $10,000. We grew rapidly, but there is one qualifi-

cation that is necessary to grow, to maintain, to do business, to make
profits, to continue in the trade, and that is tlie permission of the

New York Stock Exchange to engrave the securities that are listed

on its board. The New Yorii Stock Exchange has a set of rules

which apply to the engraving and printing of stocks and lionds,

entirely outside of those of a financial character, of the companies
which they list. Those rules as read are fair; there is no fault to

find with them. But the New York Stock Exchange goes further.

It says: "We will only list the work that is engraved by certain

companies."
The first thing we did in the first year or two— I think in 1881

—

was to apply to the New York Stock Exchange to have the work
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engraved by us admitted to dealings upon its board. At that time I
surrounded myself with a very distinguished coterie of directors-
one, the current mayor of New York, Mr. Grace; ex-Mayor Wick-
ham; Jesse Hoyt, who may be remembered as one of the'great and
grand names of New York City, was on that board, among others.
So we had 11 men of great distinction, mvself excluded, and we
made application to the New York Stock "^Exchange to have the
work engraved by us to be permitted to be listed on the board. We
were told, more or less formally—I was present at the meetings—
that '' You must gel into fireproof quarters," and do many other
things which I do not object to, and which we did. We rented No. 45
Eose Street and went to great expense to fit it up, and we notified
that committee and that committee came down and visited us, and
from that day to this have never reported.
We still pursued our way. We grew a little ; not very much. We

were always under this terrible handicap, that anv work that was
engraved by us could not be listed on the New York"Stock Exchange.
We capitalized at $250,000. We found we could earn dividends

on that.

Senator Weeks. Was that paid in, Mr. Kendall?
Mr. Kendall. No, sir.

Senator Weeks. How much was paid in?
Mr. Kendalt.. Perhaps $25,000, in addition to the plant we had

then, which had cost, perhaps, $50,000.
Senator Weeks. About $75,000 of the $250,000?
Mr. Kendall. Perhaps that; I Avill not object to that statement.
One reason why I am iinrticnlarly alludino- to the financial struc-

ture of our company is that in a brief put in here by the New York
Stock Exchange we are dismissed very curtly with the statement
that we are only a $10,000 cajjital affair. I beg leave to say that
statement is on page 59 of the brief put in by the New York Stock
Exchange.
As I say, that committee never reported. We Avent to very large

expense. It may not be proper, but if j'ou wish I will tell you the

expense. There was perhaps $7,000 of rent and something less than
$40,000 or $50,000 of expense to meet the requirements of the New
York Stock Exchange as specified.

From that day to this, as I said, that committee has never reported.

That was about 1S82. We found we could not support our expenses,

so we went into smaller quarters. Always we were postulant to this

New York Stock Exchange.
The New York Stock Exchange gave lis very little satisfaction

imtil about ISSG, when Mr. Jay Gould became a stockholder in our

company. I had done considerable work for him and it had given

him great satisfaction. Our prices at all times were and are now
at least 40 per cent under the prices exacted by the monopoly,

which the New York Stock Exchange maintains in the engraving

business.

Senator Nelson. Did you print those extra issues of the Erie

stock for Jay Gould ?

Mr. Kendall. No, sir.

Senator Nelson. Where did he get those printed?

Mr. Kendall. Those were before my day.
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We made representations to the New York Stock Exchange that
we thought we could do very good work. We asked them to admit
our work.
Right here I would like to explain what that exchange listing con-

sists of, what a tyranny, what a force of steel, it is over the industries

of our counti-y. You Senators sitting here at this table think that
if yo\i owned a railroad and gave me an order for stocks and bonds,
and then that you executed those stocks and bonds and they were
worth 150 or 200 per cent, that you could take them down to this

New York Stock Exchange and get them listed. The entire Senate
has not the power to do that. There has never been one stock or

bond permitted to be listed there unless that technicality of "Who
engraved it" is complied with. The New York Stock Exchange
exacts that, no matter whether it is as good as gold or as good as

diamonds, requiring that 3'ou shall go to a particular engraver, or to

a subsidiary of that engraver, and that you pay them their price.

We charge 40 per cent less than that, and we are making all the

money that we want.
Senator Pomeeene. Suppose the New York Stock Exchange were

incorporated ; how would that benefit you ?

Mr. KIendall,. I will come to that. I believe I will connect up
everything I am telling you.

Senator Nelson. Do they limit the engraving to one company
only ?

Mr. Kendall. That or its subsidiaries; and that company has
squeezed into its jaws everything that has started in this business.

Some 32 companies have at one time or another existed that they
have forced to come in. I stand as a solitary instance of a man who
owns and controls a bank-note company himself, and I am the sole

instance of a man who would not sell to them. What does that

monopoly amount to?

I can show you that it is over $5,000 a day. I do not know whether
it is proper to say this, but Weber asked Fields what he would do
for $10,000, and the reply was, " I am ashamed to tell." I will show
you ivhat this New York Stock Exchange does for $5,000 a day.

Very gracefully Mr. Van Antwerp has asked the chairman to visit

the stock exchange, and most graciously the Senator has agreed to,

for the purpose of seeing the irresistible forces at work there. I in-

vite Senator Owen and as many and all of the gentlemen of this com-
mittee as will, at the time of that visit, to come to the New York
Bank Co. and see the result of those forces, those tiger claws of mer-
ciless oppression, where a man has stood 35 years, living poor, work-
ing until late hours of the night. You shall see what has cost me
over half a million dollars—not of sentiment, but in check stubs-
lying practically idle.

JNIy main office has a cubic feet capacity of the magnificent cham-
ber where your morning session was held! It has nearly the cubical
contents of that committee room. My buildings I own. I slaved
and worked for them. My plant there has cost—I grossly under-
estimate what I have paid for it^—$500,000. You enter my main
office and you will see a stenographer present, perhaps one. You go
through my plant and you will see a plant that is capable of employ-,
ing 500 people. We have not averaged 15 for more than 20 years.
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They allude to our financial condition. We have done all that and
we have all that plant, and yet they speak of us as a $10,000 concern.
Never in my life have I given a note, nor has my company. Never in
my life have I borrowed a dollar, nor has my company. Never Iti

my life have I asked a banking accommodation, nor has my company.
That is a concern which can employ 500 people without borrowing'a
dollar.

The Chaibman. Let us get down to the point in this matter. I
take it that your own work is as good as that of any other company I

Mr. Kendali.. Yes, sir.

The Chairman. That is evidenced somewhere ?

Mr. Kendall. Yes, sir. I will come to the test of that.
The Chairman. I would suggest that you do so, because we want

to save the time of the committee, and your own time, too.

Mr. Kendall. Mine is of no value, but I will gladly save the com-
mittee's.

Mr. Gould came into our concern in 1886. The stock exchange had
said, '' You do not do go'd enough work for uh." I told Mr. Gould.
He said, " What can you do to disprove that ? "' I said, " If you will

give me the order to engrave Western Union certificates, made by the
American, I will engrave them identically line for line, with the ex-
ception of the imprint," which is the signature, and I did that so it

would not be a forgery. We engraved those certificates so exactly
alike that Mr. Gould issued them in place of the ethers, and they were
all taken. He took up all the floating supply in the street and re-

placed them with mine. They were absolutely alike except that
where it said, "American Bank Note Company," the word "Amer-
ican " was changed to our name and the name of our company ap-
peared there. The stock exchange never found it out. He said,
" Go down and tell them there is a concrete instance of your work."
We did, and they sent word to the Mercantile Trust Co., " Do not
transfer these any more after 12 o'clock to-morrow, or they will not
be good delivery on exchange." Mr. Gould wrote back to them,
" Very well, if that is your attitude and you will not give fair play
to the engraving business, I will take all my securities to the little

board. There I hope to get fair treatment." The exchange took
backwater, and they said, " We will allow this company on now."
They did so, and for the next five years they admitted our securities.

During that time they accepted for listing about $1,000,000,000.

Then I was told that I must sell out—" sell out or we will throw you
out." I refused on a certain day, and within 10 days of that time
we were told, " We will receive no more of your work." That was in

1892. That condition of affairs has held from that day to this,,

although I have enlarged my plant.

The Chairman. You have frequently asked that your work be

admitted ?

Mr. Kendall. Yes, sir ; and it is so admitted in the papers before

this committee. All these matters are before this committee, so far

as the Pujo report is before it.

The Chairman. Has there been any complaint that your work
was inferior?

Mr. Kendall. No, sir; they have given no reason whatever.

The Chairman. What interest has the stock exchange in these

companies ?
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Mr. Kendall. I will be delighted to show you; I had Mr. Parker,
cashier of the American-European Bank, buy a little stock in the
American

Senator Shafeoth (interposing). Have you any samples of your
"work here?

Mr. Kendall. No. I have done over $1,000,000,000 of work on the

ZNew York Stock Exchange.
Senator Nelson. Can you get samples for us of both kinds, yours

and the other companies'?
Mr. Kendall. Yes. I will send them to you. We sought legal

redress.

The Chairman. Did you get it?

Mr. Kendall. No, sir.

The Chairman. Why not?
Mr. Kendall. Because the New York Stock Exchange is not in-

corporated.

The Chairman. That is the trouble?

Mr. Kendall. Yes, sir. I have been to many lawyers, and they

said " It is folly to sue those people. They have no legal standing."

The Chairman. Nothing to sue?

Mr. Kendall. Nothing to sue, nothing to recover from, except a

building which is covered under another company.
Senator Poimerene. Assuming they were incorporated, what is

your cause of complaint against them and what relief would you
«xpect?

Mr. Kendall. In the sworn complaint in that matter there are 52

members of this New York Stock Exchange, who defend themselves

against all legal processes, who are shown to be stockholders in the

American Bank Note Co., which is the parent concern and which
owns all this business, and they talu' that rake-off Avhich they charge

the public. There comes in the interest of this committee, in the fact

that every corporation in this country doing an interstate business is

within the purview of its consideration.

The Chairman. What 52 men do you mean ?

Mr. Kendall. Members of the New York Stock Exchange, who
are stockholders of record of the American Bank Note Co.

Senator Nelson. Can you give us the names?
Mr. Kendall. They are all sworn to here [indicating].

The Chair^man. What is the document you have in your hand?
Mr. Kendall. Knowing I never could succeed in a suit at common

law
The Chairman- (interposing). What is that document you have

there?
Mr. Kendall. Summons mid complaint.
The Chairman. For what?
Mr. Kendall. Of the New York Bank Note Co.

The Chairman. Against whom?
Mr. Kendall. The New York Stork Exchange.
The Chairman. When?
Mr. Kendall. 1910.

The Chairman. Where?
Mr. Kendall. New York City.

The Chairman. Will you file that with the committee?
Mr. Kendall. I will; tliat is my intention.
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Several lawyers told me the theory of suing them,- as they said,

was useless. At last, for the sake of publicity alone, to let it become
known what an evil there was and the way in which the New York
Stock Exchange evaded all redress, I started this suit. I will tell

you why the New York Stock Exchange ought to be incorporated.
They came into court and said, " You can not sue us. We have no
legal existence. You must sue all the members separately."
Here is the document (on file with the committee) with all their

names, and they compelled me to sue 1,100 men. I served, as far
as possible, those summons and complaints on 1,100 men. What
did they do then? Then they came into court, by the graceful pres-

ence of Mr. Milburn, who is here to-day, and here yesterday and the
day before, and said :

" You can not sue us as individuals. We are
a voluntary association. You must sue us as such, and you may cut
down your suit to service on the president."

That is where that suit stands to-day, with the exception that
they have exacted a bill of particulars of us, which requires 14,000

separate calculations, which we are complying with. There is the

litigation, and there is one of the reasons why I ask that the New
York Stock Exchange be incorporated.
The Chairman. To make them responsible to a just demand?
Mr. Kendall. Absolutely.

So as not to incur your impatience, I may as well tell you
The Chaikman (interposing). We do not want to waste your time

and ours Avith unnecessary matters. We want you to get to the

point. We will give you all the time necessary for a proper presenta-

tion of your matter.

Senator Shafroth. How much of a rake-off is made in this mat-
ter by these members of the New York Stock Exchange?
Mr. Kendall. The American Bank Note Co. was incorporated in

1854 with 72,000 shares of $1 each, paid in machinery. They had
the backing of this New York Stock Exchange, so they throttled

everybody else, and there has been nobody in the engraving business

from that day to this. From 1860 to 1870

The Chairman (interposing). Can you not answer the question

which was put to you ?

Mr. Kendall. I am answering it. From 1860 to 1870 they paid

$11,000,000 of dividends to those fellows who held that stock, over

$3,000 a day on a capital stock of 72,000 shares of $1 each paid in

in machinery, six years previously, which is the first item of the

financial history of the relations of the New York Stock Exchange
and the American Bank Note Co.

Senator Shafroth. What charge do they make for their bonds in

excess of a fair charge ?

Mr. Kendall. It is over 60 per cent. There are 11 or 12 companies
in this country. It is not the New York Bank Note Co.'s fight alone.

Those companies would be doing this business if permitted. They
are shut out from this business ; they are not allowed to do it.

If I may be permitted to continue the history of my business

Senator Nei,son. How do the prices of these other companies com-

pare with the prices of the New York Bank Note Co. ?

Mr. Kendall. The American Bank Note Co.'s charges are double

our charges.
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The Chairman. The point you make is that the members of the

New York Stock Exchange, having a private interest in a certain

printing company, hare a profit from it by giving to the company
in which they are concerned all business that passes through the New
York Stock Exchange?
Mr. Kekdall. Yes, sir.

The Chairman. That is your point?
Mr. Kendall. That is one point. Let me call your attention to the

iniquity of it. Did they play fair in any way I would not come here

to present this matter to you; but the fact is the corporations pay
every dollar, and the New York Stock Exchange says to these cor-

porations, " Buy of the American Bank Note Co. or you can not have
your stock listed on our board." Up to that point it might be fair;

but it is not fair, because the American Bank Note Co., at whom I

I throw no mud, because they are only taking what is given to them,
charges double the market '\alue, and these same people that come
into this court with the lily-Avhite hands pictured by Mr. Milburn are

taking that rake-off to the tune of over $5,000 a day, which they force

these interstate corporations to jjay and they put it into their pockets

—

that graft—to the detriment of the New York Bank Note Co.
Senator Weeks. What is the capital stock of the American Bank

Note Co. ?

Mr. Kendall. $10,000,000, all Avater from $72,000 up; $10,000,000

authorized, $9,000,000 issued.

Senator Weeks. What dividends do they pay?
Mr. Kendall. They are paying to-day 5 per cent and an extra.

Senator AVeeks. How much more than that?
Mr. Kendall. I ha^e forgotten the extra.

Senator "Weeks. Do they pay an extra every year ?

Mr. Kendall. The extra has only been going on a couple of years.

Senator Weeks. What has it averaged to pay for five years?
Mr. Kendall. Something plus 5, I think. Do you know?- Are

you a stockholder ?

Senator Weeks. No; I am not a stockholder, and I know nothing
about it. I am asking for information.
Mr. Kendall. To be entirely safe, I will say about 5 per cent; but

that is on this water that has been issued. They have just issued,

you know, from the old capitalization of $72,000, to the extent of

$10,000,000.

Senator Weeks. If they paid 5 per cent it would take $450,000 to

pay its dividends?
Mr. Kendall. Yes.

Senator Weeks. You say they get $5,000 a day for printing stocks

and bonds that are listed on the New York Stock Exchange?
Mr. Kendall. I say that on this influenced trade the excess or un-

fair profit amounts to $1,500,000 annually, or $5,000 a day.
Senator Weeks. If they make an unfair and improper profit of

$1,500,000 a year, then if they did not make that profit they would
have a deficit each year of $1,000,000, would they not?
Mr. Kendall. No, sir.

Senator Weeks. Why not? They pay $450,000 in dividends?
Mr. Kendall. Yes.

Senator Weeks. You siiy they get an unfair profit of $1,500,000.

If they did not get $1,500,000 of unfair profits they would have a

deficit of $1,000,000 a year, would they not?
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Mr. Kendali.. The $450,000 is only $1,500 a day. Their annual
profits are perhaps $2,000,000 or $3,000,000.

Senator Weeks. What have they done with the money if their
annual profits were $2,000,000 or $3,000,000?
Mr. Kendall.. I will give them $20,000,000, if I had it, for their

concealed assets, and then I would make $10,000,000 on it. They
fded plans for a 34-story building in New York within the last few
days, just opposite the Equitable Building.

Senator Weeks. At what figure does that stock sell ?

Mr. Kendall. About par. I think it is worth 300.
Senator Weeks. I am glad to know that.

Senator Shafroth. At what does it sell?

Mr. Kendall. $50 a share, which is par.
Senator Pomeebne. Let me see if I understand your position.

This American. Bank Note Co. has stockholders who are members
of the New York Stock Exchange?
Mr. Kendall. Yes; there are several members of the New York

Stock Exchange who are stockholders in the American Bank Note Co.
Senator Pomerene. Let us put it that way, then. There are 50

members of the New York Stock Exchange who are stockholders in
this American Bank Note Co. and, being stockholders in it, they
urge or persuade those corporations that want to have their stocks
listed, etc., to go to that company to get their printing done?
Mr. Kendall. They must go there or they will not accept their

securities.

Senator Pomekene. They do not have any of those companies go
to you?
Mr. Kendall. They do not. We are the ones that are shut out.

It is only the American Bank Note Co. that is allowed this trade.

Senator Weeks. Is that strictly true? Are there not four or five

other companies doing some work that is listed on the New York
Stock Exchange?
Mr. Kendall. If I am permitted, I will show up the dust that is

thrown in the public's eyes here. I will answer your question. Yes,
sir ; the inference of your statement is true.

Senator Weeks. I did not make the statement. I do not know
anything about it, but I am asking the question. I never heard of

this thing until you got on your feet here this afternoon. Are there

not four or five other companies doing engraving which is accepted

by the New York Stock Exchange?
Mr. Kendall. Only pretended ; and let me show you how. They

admitted Bradbury Wilkinson, away back of 1910, and Waterloo, of

London, but there was 40 per cent duty on it, and the length of the

contracts were 60 days, and they could not do a bit of busmess here.

Senator Weeks. Has not that duty been removed ?

Mr. Kendall. It has now.
Senator Weeks. Are they doing business now ?

Mr. Kendall. Not here.

The Chairman. Does not your brief set forth your complaint?

Does not that set forth the details of your complaint ?

Mr. Kendaij.. This is the old complaint filed in New York.

The Chairman. Is there anything more in your complaint than

that the organization of the New York Stock Exchange has, to

30578—]^! 15
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the profit of its private members, made large amounts of money off

of American companies which were compefled to have their securi-
ties printed by a favored company? Is not that the sum and sub-
stance of it ?

Mr. KendaiJj. Of this complaint, yes; but that would not allow
me to stand here. The basis of my being properly before your com-
mittee is to show the reasons why the New York Stock Exchange
ought to be incorporated.

The CHArEMAN. It then follows that a remedy would be afforded

against them if they were incorporated, but which is not available

while they are not incorporated?
Mr. Kendall. The latter is true. I do not think there is anything

like a succinct remedy, but this is a step toward remedy to force

the New York Stock Exchange to incorporate. They evade all re-

sponsibility, and this bank-note business is a tremendous issue, as

was brought out by Mr. Untermyer. Millions and millions of dollars

of dividends have been turned into the pockets of members of the
exchange by reason of their being allowed to pursue this monopoly.
The Chairman. Give us the other facts which you think essential

to this matter, but confine yourself to the facts.

Senator Nelson. You said there were 52 members of the stock

exchange who were stockholders in this American Bank Note Co. ?

Mr. Kendall. Yes, sir.

Senator Nelson. What proportion of the stock did these 52 men
own of this American Bank Note Co. ?

Mr. Kendall. On that I have not all the data, but there are 14

stock-exchange names alone that own 23 per cent. I have a table

of that.

Senator Nelson. Could you give us information of what propor-
tion those members of the stock exchange own of the stock of this

American Bank Note Co. ?

Mr. Kendall. It is very difficult. Mr. Mabon, who is here, used
to be a stockholder. He transferred that to somebody else, I think,

Emily C. Mabon. As of 1910, the date when we commenced this

suit, I have here a list of the names of the members of the exchange
who were stockholders in the American Bank Note Co.

Senator Shafkoth. How much water do you think has been put
into this capital of the American Bank Note Co. ?

Mr. Kendall. None, sir; that is not justifiable, but what is repre-

sented by assets three times over.

Senator Shaeeoth. They have earned it and turned it over?
Mr. Kendall. Yes, sir.

Senator Shafeoth. Earned it from these contracts made with
corporations under the regulations of the New York Stock Exchange ?

Mr. Kendall. Yes, sir; notwithstanding they put in $10,000,000
of water, I think they did not water it then one-half of what they
have of actual value.

Senator Nelson. I suppose they paid a good deal for absorbing
these other companies you spoke of ?

Mr. Kendall. Yes, sir ; that is the wicked part of it. If you wiU
only come to my place and see the big plant that I have there that
is idle, you will realize that in dollars and cents it would have paid
me to sell out to them 20 years ago.

Senator Nelson. Did they make you an offer?
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Mr. Kkndall. Yes, sir.,

Senator Nelson. What did you say to them?
Mr. Kendall. I said, " I do not care to sell. I want to be inde-

pendent." I could have sold at that time for more money than I am
worth to-day and have 20 years less fight on my hands. I was
forced out of the exchange within two weeks after I refused to sell.
-Senator Weeks. What is your plant worth now?
Mr. Kendall. For my building I paid $140,000 before I got into

it. My plant has cost me $350,000.
Senator Weeks. Including the building?
Mr. KJENDALL. No; aside from that.
Senator Weeks. Your plant, including the building, would be

worth about $500,000?
Mr. Kendall. It has cost us that, but I can not sell that plant to-

day, although it represents 35 years of hard work, for $5,000 any-
where except to the American Bank Note Co.

Senator Weeks. Where did that money come from?
Mr. Kendall. I earned it.

Senator Weeks. How?
Mr. Kendall. In various ways.
Mr. E. P. Lyon (attorney for the New York Bank Note Co.).

They were on the exchange.
Senator Weeks. Were you members of the New York Stock Ex-

change ?

Mr. Kendall. No ; we were permitted to do business there. I got
up one piece of machinery for making Elevated tickets, so I can
make a million a day. I never built but two of those machines, but
I made over a quarter of a million dollars in it. I put it back into

the business, I have been earning money and putting it back into

that business.

Senator Weeks. What dividends do you pay?
Mr. Kendall. None.
Senator Weeks. Did you ever pay any dividends?
Mr. Kendall. No.
Senator Weeks. None of your stockholders ever had any divi-

dends ?

Mr, Kendall. There are only a few stockholders. They are well

satisfied. There is no formal dividend.

Senator Weeks. Do you mean they have been satisfied for 30

years ?

Mr. Kendall. I own the stock largely myself.

Senator Weeks. You had Mayor Grace and Mr. Wickham and
Mr. Hoyt and Mr. Gould as stockholders?

Mr.; Kendall. Yes, sir.

Senator Weeks. Were they satisfied without dividends ?

Mr. Kendall. Perfectly. They came in at the time when we were

growing, and we had hoped to get on the exchange, and when we
failed to get on the exchange they lost their interest, and I bought

their stock from them and in no case paid them less than three times

what they paid for it.

Senator Nelson. What was the printing you did for Jay Gould?

Mr. Kendall. Bonds and stocks. I did all the Western Union

business for some time.

Senator Nelson. Did you print any railroad stocks and bonds'
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Mr. Kendall. I have done over a $1,000,000,000 of railroad stocks.

Senator Nelson. I mean for Jay Gould?
Mr. Kendall. Oh, yes ; I printed stocks and bonds for him.
Senator Nelson. Did you print any Erie stock?

Mr. Kendall. No, sir; he did not own the Erie at the time I
knew him.

Senator Nelson. I was thinking that, perhaps. Jay Gould patron-

ized you because he did not like to have the other fellows know what
he was up to.

Mr. KJENDALL. No, sir.

Senator Weeks. Do you think if the New York Stock Exchange
were a corporation you could compel them to do business with you ?

Mr. Kendall. That is just the point I want to call attention to.

Answer : No. But the New York Stock Exchange does not do busi-

ness at all with anybody—not with me. They say to the Western
Union and to the Union Pacific and to Chicago Gas

:

You shall not buy of the New Tork Bank Note Co. ; you shall buy of the

American.

That is where the iniquity comes in. If they were spending their

own money
Senator Weeks (interposing). If they were a corporation and

they insisted on the rules which they have, what do you think you
could do about it?

Mr. Kendall. If they were a corporation, I think they would be

amenable to anything the court might think just.

Senator Hollis. There is no doubt about that. That would be

unfair interference with trade relations, and he could get damages.
I am not sure he could not put them in jail for conspiracy. I know
the other end against that because I established that against Mr.
Brandeis lOyears ago.

Senator Weeks. Do you mean to say if the work was done at the

same price?

Senator Hollis. If the New York Stock Exchange interferes with

the trade relations that he could prove he reasonably might get, he
could get damages from them. That is considered unfair interfer-

ence with a man's trade relations.

Senator Nelson. If the committee thought like that I do not see

why they are not jointly and severally liable.

Senator Hollis. He found difficulty in getting service on his

1,000 members, and then they raised something else after that. I

have had trouble in recovering from voluntary associations—clubs,

for instance—in the matter of collecting rents from them.
Senator Nelson. That is a matter of implied contract ; but in the

matter of torts, if this is an action sound in tort, the rule is you
can sue all or you can sue some of them, and if you recover judgment
you can collect it from any of them. They are all hoiden jointly

and severally for the tort.

Mr. Kendall. If I had a judgment, it is worthless, and I laiow it

perfectly well. It is only for the purpose of arousing public opinion
and letting them see for themselves the iniquity of the stock-exchange
position, that I am pursuing that suit. A judgment would not be

worth a cent. I am perfectly willing my opponent should know my
opinion, that the judgment is worthless.



REGULATION OF THE STOCK EXCHANGE. 229

Senator Weeks. Let us suppose this were simply a question of
establishing a standard quality, so there need be no possibility of
counterfeiting or anything of that kind, do you not think the stock
exchange or any" other organization would, in such a case as that, have
the right to stipulate by whom its work should be done ?

Senator Hollis. That would be a question of fact to be determined
by the jury, whether that was the real reason or whether it was a
matter of money.
Senator Shafeoth. Suppose they were to charge, as a prerequisite

to anybody else coming in, a bonus of $5,000 for putting on each
one, that would be wrong, and yet the effect of it might be the same
thing?
Senator Nelson. As I understand it, they refuse to list securities,

bonds and stocks, unless they were printed by this other company ?

Senator Hollis. Yes.
Senator Nelson. They refused to list. I think they would be

liable in a civil action if you showed damages without incorporation.
Senator Shafroth. What do they clainu? They must have some

claim on this thing against you in regard to the matter, as to the
justice of their position.

Senator Hollis. Let me read the provision that is handed to us
in that respect. You will find it on page 5 of the " Requirements for
original listings," dated January 12, 1914, as follows

:

Every bond, coupon, or certificate of stock must be printed from steel plates,

which have been engraved in the best manner and which have such varieties of
work as will afford the greatest security against counterfeiting. Certificates

of deposit of trust companies, banks, or firms for securities deposited under
reorganizations, voting trusts, or of agreements for legal action, or temporary
or subscription receipts, must have an engraved border and engraved underly-
ing tint.

Undoubtedly they would say in my case

:

In your judgment you have not complied with the provisions that we have
laid down. The only people that we know of that will do it right are such a,

company.

Is that the way they do it ?

Mr. Kendall. That is absolutely correct.

Senator Shafroth. The surest protection against a counterfeit is

the signature of a man. Engraved things do not amount to very
much against a man's own signature, the signatures of the oiEcers.

Senator Weeks. We require special paper for our bank-note circu-

lation ?

Senator Hollis. The American Bank Note Co. prints tickets for

the Harvard-Yale football game of such a quality of paper that

you can tell by feeling whether they are counterfeit or not.

Mr. Kendall. We are willing they shall set up a standard. If

the American Bank Note Co. can comply with it and we can not,

let them set the standard. But after they set the standard I do not

think it is right to say to the other engraving companies that they

should make the corporations go to one particular concern in which

they have a pocket interest and pay two or three prices for the work,

when they can get just as good at less than that figure.

We did the last two contracts for the city of New York, in the mat-

ter of their bonds, one of which was $60,000,000 and the other
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$65,000,000. We were 25 per cent the underbidder. The stock
exchange had the impertinence to write to Mayor Gaynor

:

If you give that order to the New York Bank Note Co. we will not list It.

Mayor Gaynor replied, " We will see which is the larger, you or
the city." They gave us that order, and we executed it. That was
1911 and 1912. The city saved its money, but the stock exchange,
from that day to this, has refused to list the bonds of the city of New
York—$125,000,000 of gilt-edged securities—and why? Merely be-

cause we engraved the certificates.

Senator Nelson. They refused to list those?
Mr. Kendall. Yes. Shall I read the letter?

Senator Shafeoth. Yes; read the letter.

Mr. Kendall (reading)

:

I am therefore instructed to inform you that it [tho New York Stock Ex-
change] would be compelled to decline to list the New York City bonds referred

to you if the same were engraved by that company.

Senator Weeks. Read the whole letter.

Mr. Kendall. I will read also the letter which brought forth that

letter

:

Fepruaky 6, 1911.

Mr. E. H. Thomas,
President New Yoric Stock Exchange,

Stock Exchange Building, New YorTe City.

Dear Sib: Having been advised by the secretary of the New York Stock
Exchange that there will be a meeting of its board of governors on Wednesday
next, I beg to request that you ask that body to consider whether it will list

the bonds of the sale of January 24, 1911, being $60,000,000 New York City 4i,

due September 1, 1960, if the registered certificates and coupon bonds are
engraved by the New York Bank Note Co.
The board of city record has asked for bids in connection with the printing

and engraving of this issue, with the result that the New York Bank Note Co.

offers to do the work for approximately $11,000 less than the American company,
the only other bidder. It is understood that your board of governors, for some
reason, has refused to list issues engraved by the New York company. I do not
believe it to be to the best interest of the city, however, to award a contract
to the highest bidder at an advance of some $11,000, when the character of

the work of both companies appears to be practically equal. Samples of the
work of both companies have been requested and submitted, and I deem them
equally satisfactory.

And I shall greatly appreciate a reply by Thursday morning, as delay in

the printing and engraving of the bonds in question would be unfortunate.
Thanking you in advance for giving this matter your immediate attetion,

I am, very truly, yours,
Wm. a. Prendergast, Compfroller.

New York Stock Exchange,
OmcE OF THE Secretary,

Fehruary Vi. 191 1.

Mr. Wm. A. Prendergast,
Gom/ptroller, New York City.

Dear Sir: I am instructed to state to you that for many years pnst the ex-

change, in order to protect investors and others interested in securities ad-
mitted to dealings upon its floor, has found itself obliged to exercise ^ery great
care with respect to the qualifications of engraving companies to have their

work passed upou by the appropriate committee with a view to the listing of

securities.

Many elements must of necessity be considered in anj' such inquiry—the re-

sponsibility of the compiiiiy; the character of its direction of management; the
general features and quality of its workmanship : the general methods of its

conduct of its work ; the precautions taken for the preservation of its plates
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by loss by fire, theft, or otherwise; the measures provided for safeguarding
them from the possibility of illegitimate use or forgery—all these and other
factors must be taken into consideration.
With a view to the protection of the public Interest, the stocls exchange has

from time to time entered upon inquiries of the character indicated and has
approved certain companies for the purpose of allowing their worlt to be passed
upon by the committee on stock list.

The company mentioned in your letter has on several occasions been an ap-
plicant for such approval and its representatives have appeared before the
authorities of the exchange. Upon repeated considerations of the matter, how-
ever, the exchange has felt Itself obliged to withhold its approval from that
company, and I am therefore instructed to inform you that it would be com-
pelled to decline to list the New York City bonds referred to l^y you if the same
were engraved by that company.
The failure of the New York Bank Note Co. to secure the approval desired

has induced it to bring an action at law against the stock exchange, in which
it alleges, in substance, that the stock exchange and its members are engaged
in an unlawful conspiracy to destroy its business, and th;it the refusal of the
exchange to pass upon its work is an act done in furtherance and execution of
such conspiracy. In this action, which is now in the courts, the bank note
company seeks to recover from the stock exchange a very large sum of money
for its alleged damages.
Whether the low bid which you Inform us you have received from the New

York Bank Co. should, in view of all these facts, be regarded as a bid made in

the ordinary course of business or as a strategic move taken with a view to its

effect on the pending litigation is of course a matter concerninK which each
one may draw its own conclusions.

George W. Ely, Secretary.

Senator Nelson. Did you make a profit out of the printing of

those bonds for the city ?

Mr. Kendall. Yes, sir; and an enormous one. Our figures were
25 per cent less than the American, which showed they would have

been half profit to that company.
I might say one or two things of possible further interest. The

city of New York thinks enough of me to send up $10,000,000 to me.

They have sent $10,000,000 to my vault, which are in there now, and
I have now in my possession $15,000,000 of the city of New York.

Five million dollars were not signed, and I am making them some

more. Since Mayor Gaynor's death they want to have the signature

of the new mayor put on, and I have now in my possession perhaps

in the vicinity of $15,000,000 of the city of New York?
Senator Hollis. You mean securities of the city of New York?

Mr. Kendall. Yes ; and actually signed.

Senator Nelson. They finally listed those bonds, did they ?

Mr. Kendall. No, sir. The new ones have to be put in in place

of the old ones and the old sheets destroyed, but the coupons are good.

It is a bank-note job to make that exchange.

Senator Nelson. Then they are not negotiable, are they?

Mr. Kendall. No. They are all signed, but one signature.

Mr. Lyon. Since Mayor Gaynor died, they want the new mayor's

name on them. They sent them back to have him take off Mayor
Gaynor's name and engrave them with the new mayor's name on

them.
Senator "Weeks. What I am suggesting as a cause tor astonish-

ment is that the city of New York should put in anybody's private

vault $5,000,000 or $1,000,000 of bonds, or even one bond that is nego-

tiable.
I , I-

Mr. Kexdall. They all have to come from our vaults m the nrst

instance.
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Senator Weeks. But when they come fi'om your vault they are not

negotiable, because they are not signed.

Mr. Kendall. That is true.

If there are no further questions to be asked of me, I will not take

the further time of the committee. If you understand the matter

fully, I do not wish to take your time.

Senator Weeks. I think we understand the matter.

STATEMENT OP E. P. LYON, ATTORNEY FOR THE NEW YORK
BANK NOTE CO.

Mr. Lyon. Mr. Kendall has asked me to appear before the com-
mittee and address you briefly on the point which he thinks should

go before this committee, to bring about a cure of the injustice of

which he complained. We are prepared to offer an amendment
which we think would be satisfactory to 95 per cent, at least, of the

members of the stock exchange itself, and would be satisfactory to

every investor and every man who has to have bonds engraved.

I take it for granted that after this full hearing there will be some
kind of legislation regulating the method of handling securities xipon

the stock exchange. It seems to us that where an institution, which
was found by a competent committee to have been the primary mar-
ket for securities in the United States, which has an annual turnover
of more than $15,000,000,000 a year, and whose quotations are relied

upon by the courts and the Comptroller of the Currency and by
banks, and whose business is found by the Pujo committee to be not
only nation-wide but international and world-wide, and where it is

admitted that there is no way of controlling it by having State legis-

lation, because you can not get 48 States to unite in any uniform leg-

islation, that there ought to be some method of handling the situa-

tion to cure the defects which are manifest here ; and whether that be
by this bill or not is not very material to us. We assume that some-
thing will be done. We ask to have one or two very definite things
done with reference to this matter of monopoly of engraving.

It has been found by the Pujo committee that this stock-exchange
matter is a monopoly. I want to read just briefly one or two things
which the Pujo committee found. They are from pages 38 and 39
of the report of that committee:

As stated, one of the requirements for listing is tliat the stocli certiticiite

or bond must be engraved by a company approved by the governing committee.
This is so even as regards Government and municipal bonds. Indeed, the
bonds of the city of New York are denied listing because not engraved by a com-
pany so approved. Observe that it is not the engraving which must be ap-
proved—that would be proper—but those doing it. Since virtuallv all im-
portant issues are sought to be listed on the New York Stock Exchange, this
requirement enables the latter to create a monopoly of the business of engrav-
ing securities, and it has done so by confining its approval practically to one con-
cern—the American Bank Note Co. and its affiliated comjianies, in which many
members of the exchange and of ijowerful banking houses are financially in-

terested.

In response to recent protests, and following a suit for daniiigcs by the New
York Bank Note Co. against the members of the exchange, un attempt has
been made to create an appearance of competition, whirii vour committee, how-
ever, finds to be a mere pretext. The boycott against the N(n\' York company,
one of the reasons for which, as stated by the president of the exchange, is

that the Yow York company has sued the members for conspiring to ruin it,

seems to your committee without justification or excn.se.
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_
There is what that committee found. I know there is some ques-

tion as to how far that should be accepted as final, but it is the finding
of this committee, who investigated this subject, among others.

The committee appointed by Gov. Hughes, which has been spoken
of here, made this finding in 1909

:

The olflcers of the exchange admit that the companies which issue securities
are sufferers from this monopoly, both as to promptness of delivery, and say
that tlie exchange would be glad to be relieved of such monopoly.
From sources not connected with any of the parties to this controversy we

learn that although the stock exchange will accept the work of certain foreign
companies they will accept it on^y for foreign securities, and that attempts by
American corporations to avail j;hemselves of competitive prices by securing
bids from foreign engravers have, been thus defeated. From this it would seem
that other considerations than the goodness of the work and carefulness in
guarding the plates are here operative, and that the stock exchange has not rid
itself of the evils of monopoly.

In its brief submitted to the Pujo committee the exchange made
the following statement, at page 59

:

In 1892 and for many years thereafter there were besides the American Bank
Note Co. several engraving companies entirely independent of the American
whose work was admitted to the stock list. These companies were eventually
acquired by the American. Since they were so acquired, the stock-list com-
mittee has been authorized to pass upon the work of other companies which
are entirely independent of the American, and there are now four companies
whose work is admitted to tlie stock list.

You can see that heretofore they did buy up the other companies.
Mr. Kendall thinks these four companies are a mere pretext. You
can see what will happen with the other four if they do not happen
to have the backbone which Mr. Kendall had, to say, " We will not
sell."

The president of the stock exchange, in this suit to which reference

has been made, in his answer made this admission

:

He admits that the New York Stock Exchange since the organization of the

plaintiff has not admitted to the stock list any securities engraved by the plain-

tiff, and that plaintiff has from time to time made applications to have securi-

ties engraved by it admitted to said stock list.

Tie admits that the New York Stock Exchange has refused, and now refuses,

to receive for inspection or examnation specimens of the work of the plaintiff.

They will not even look at it. I ought, in fairness to the exchange,

to say that they do give reasons why they refuse to inspect and look

at them, and I want to deal with that just briefly.

What we are proposing here by way of amendment is not that the

stock exchange should be any less careful in having its securities

engraved in the highest possible manner. We admit, as probably

everybody that is familiar with the situation admits, that these

securities that are dealt in world-wide to so great an extent as they

are on the stock exchange should be engraved in the very best man-
ner, and if we can not do it we are perfectly willing the American,

or any other company, should do it. So much for that.

We admit, further, that, .for the sake of the protection of the

public who deal in these securities, any corporation that wants to

engrave them should have the physical plant sufficient to guarantee,

as nearly as it can be guaranteed by human agencies, that the plates

shall not be tampered with ; that they shall not be stolen ; that securi-

ties will not get out before they are issued ; that the vaults will keep

them absolutely secure, so that, as regards the proposition of their
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being stolen or counterfeited or destroyed by fire, that every precau-
tion should be put around them. We say as to that, that if we can
not give that protection, we do not ask to do the work.
We say, further, that if they think a company ought to have men

of character, a dozen of them, on its board, to see that its affairs are
properly carried on, and if we can not get them on our board—^men
of standing in the commimity, such as you have heard of before, men
of the standing of ilayor Grace, men of the standing of !Ma3-or Wick-
ham, men of the standing of Mr. Hoyt—then we are content not to

have the stock listed on the stock exchange that we engrave. What
we do ask is that there be provided in this bill when it comes, in

whatever form it does come, that they be compelled to make a stand-

ard of some sort for engraving. Make it as high as you please and
put it with some public official. Put the standard for the final work
of the engraving in effect, make it public on the exchange, and then
put it in some public office where everybody can get at it. That is

one thing.

Then we ask that they make regulations about the physical plant

of the concern that engraves them, how its vaults shall be made,
what securities are thrown around the place where they are engaged,
what securities are thrown around the documents after they are

engraved to see that they are not stolen or gotten away with

or that they are not counterfeited. Make these rules and regu-

lations as drastic as you please, but make them, and make them
public. Make them public on the exchange, and provide that any-

body can see them, and have them also put in some public office—we
care not whether it is the Postmaster General or any other office

—

and then have some authority, the Postmaster General or the Inter-

state Commerce Commission or somebody else that will have the

power, when they say to us, " Your securities do not conform to the

rules and regulations and do not come up to our standard," to decide

and say whether they do or not.

I appeal to you is there anything unfair about the proposition that

there shall be those standards, and then that everybody who con-

forms to them in all those respects should have an opportunity to

take part in this great industry in which at least a dozen concerns

ought to be in the country to compete for the engraving of these vast

issues of corporate securities?

Having said that, I want just to ask you to turn for a moment to

the bill and see what we want to do with this bill ; I mean in the bill

you have. I did say to ]Mr. Untermyer, answering the objection

which Senator Hitchcock asked about the censorship of the maU,
that to my poor intellect it did seem there was an absolute way to get

out of the difficulty that Senator Hitchcock suggested. I do not feel,

inasmuch as ilr. Untermyer has had so much to do with this bUl,

that I ought to make any suggestions in his absence about that, but
I want to say that when I propose to go back to submit to him my
views and see whether he does not think there is a way to do that.

The Chairman. Why can you not submit that to the committee?
ilr. Ltcix. We are willing to submit it to you.
The Chaikmax. The committee will hear you. We are not con-

cerned with your relations with Mr. Untermyer.
Mr. Ltox. What I mean is I do not feel that I ought to make the

suggestions in his absence.
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Senator Weeks. Mr. Untermyer has not any copyright on this bill.
The committee wants suggestions from every citizen who is interested
in the jnatter.

The Chairman. Proceed, Mr. Lyon; make your suggestions.
Mr. Lyon. If you will turn to the bill, I will do so. I spoke to Mr.

Untermyer before I came as to what he thought of the proposition
we make here for amendment. I think I may well say
The Chairman (interposing). What amendment do you propose?
Mr. Lyon (continuing). In his absence that he said that he did

not see any objection to the thing we wanted done, but he thought it
was not germane to this bill. That is why I speak of it.

The Chairman. What amendment do you propose?
Mr. Lyon. I propose to put into the title of the bill, after the

word " Transactions," the words " and monopolies," so that the title
of the bill will specify what it is about. Then I propose to put in
two other places two or three words to make it germane. In line
11, on page 2, after the word " thereon " insert the words " the en-
graving and printing thereof."

In line 15, on page 2, after the word " against " insert the word
" monopoly."
Here is the amendment we would like to have placed in the bill:

Add after line 3, on page 7, as subsection (j), the following:

(i) That every such exchange may fix a standard of workmanship for the
engraving and printing of securities to be dealt in on said exchange and file

the same with the Postmaster General and make the same public in one or
more places in said exchange, and may make and file with the Postmaster
General and make public in one or more places in said exchange reasonable
rules and regulations, satisfactory to the Postmaster General, safeguarding
the public against loss or damage from fire, theft, and counterfeiting, and unless
and until such standard of workmanship and rules and regulations are so
filed and made public no securities shall be refused listing upon said exchange,
providing all other listing requirements not appertaining to the engraving and
printing of such securities have been complied with. In case such standard
and rules and regulations are so filed and made public, listing shall not be
refused to any securities engraved and printed in conformity with said stand-
ard and engraved and printed by a person, firm, or corporation conforming to
said rules and regulations, and no discrimination shall be made by said ex-
change or any commitee thereof against any person, firm, or corporation en-
graving and printing any security conforming to said rules and regulations or
against any security engraved and printed by a person, firm, or corporation
conforming to said rules and regulations and in conformity with said stand-
ard, provided all other listing requirements not appertaining to the engraving
and printing of such securities have been complied with. In case of dispute
the decision of the Postmaster General shall be final on the question whether
or not the engraving and printing of a security conforms to said standard
and whether or not the person, firm, or corporation engraving and printing such
security has made proper provision for protecting the public against loss by
fire, theft, and counterfeiting.

That is the amendment which we would like to have incorporated

into whatever legislation is made with reference to the control of

stock exchanges. We submit that, inasmuch as it is the dealing with
stock exchanges that is the subject of the legislation, these minor
modifications which I first read make that sort of a provision ger-

mane to the purposes which you are trying to attain in regulating

stock exchanges.
Senator Weeks. Do all other stock exchanges impose the same

restrictions that are required by the New York Stock Exchange ?

Mr. Lyon. I think the Boston exchange does. I do not know
whether the others do or not, but of course if the New York exchange
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•does practically bar you out because nobody would have a great

security that he wanted listed, if he could not list it in New York.

I thank you for your patience in listing to us. I have prepared and
would like to leave with the committee, if you will take them,
several copies of a short brief on that situation. I should be very
glad to submit to the committee any suggestions I have as to an
amendment.
Mr. Kendall. May I add that the New York and Boston ex-

changes are the only exchanges in the world where there is any
monopoly or discrimination in the matter of engraving securities.

Senator Shafeoth. Are the companies required, by the Boston
exchange, to go to this American Bank Note Co. ?

Mr. Kendall. Yes, sir.

The Chaieman. The committee will stand adjourned until 10.30

to-morrow morning.
(Thereupon, at 5.20 o'clock p. m., the committee adjourned until

to-morrow, Saturday, February 7, 1914, at 10.30 o'clock a. m.).

SATURDAY, FEBRUARY 7, 1914.

commiitee on banking and cueeenct,
United States Senate,

Washington, D. V.

Pursuant to the adjournment of yesterday, the committee met at

10.30 o'clock a. m.
Present: Senators Owen (chairman), Pomerene, Shafroth. HoUis,

Nelson. Bristow, McLean, and Weeks.
The Chairman. The committee will come to order. The repre-

sentatives of the Consolidated Stock Exchange of New York desire

to be heard this morning. You may proceed, gentlemen.

STATEMENT 01 HJALMAR H. BOYESEN, OF COUNSEI TO THE
CONSOLIDATED STOCK EXCHANGE.

The Chaieman. We will be glad if you will give the reporter you
full name and your relation to this matter.
Mr. BoYESEN. Hjalmar H. Boyesen, of Sullivan & Cromwell, gen-

eral counsel to the Consolidated Stock Exchange of Xew York.
Senator Hollis. Tell us what the Consolidated Stock Exchange is.

Mr. Boyesen. The Consolidated Stock Exchange is an organiza-
tion in legal effect identical with that of the New York Stock Ex-
change

;
that is to saj', it is a voluntary, unincorporated association of

persons who have gathered together to establish a place to afford
facilities for trading in securities, the essential difference between
the two organizations, in the practical work, being that the unit of
trade on the Consolidated is 10-share lots, while the unit of trade
on the larger exchange, the New York Stock Exchange, is 100-share
lots.

I ought to say at the outset that having read the report of Mr.
Pujo's committee holding, in substance, that such legislation as this

proposed bill is constitutional, I shall not now go into a discussion

of the constitutionality of the measure, if enacted. I shall rather

address myself to the merits of the various provisions of the bill.
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Senator Weeks. Do you think it is constitutional?

th^'i ?n ^f"- ^""^"li^l^
^ ^°- ^°*- ^^ ^^yi^g that, I ought to say

5n^ L. .w ^fPi-ess that opinion merely as my own individual opin-
ion, but that It has been the subject of discussion and debate in my
^^ }Jo tV"? ocfu\*^v,^

^""'^ ""^^^^ ^^^^ Publishing Co. against Mor-gan {zzy u. b., 288), has gone as far as any case has yet gone, and it
expressly limits itself in deciding upon the constitutionality of the
newspaper publicity act to the fact that the newspaper was there
seeking and obtaining second-class mail privileges, which net the
Government $70,000,000 annual loss; in other words, that it was
seeking, not access to the mails as such, but a privilege, and that the
b-overnment had the right to prescribe the conditions under which
the newspaper might obtain that privilege, and among other things
to require publication of the name of a newspaper's owner and certain
other facts as to the advertising in order to find out whether the
newspaper was properly classified as second-class mail matter.
To be constitutional, distinctions will probably rest on this, that

where the courts have decided such measures as the interstate com-
merce act and the lottery act and various measures of that kind to
be constitutional, they have been within the acknowledged or re-
served powers of Congress, whereas this measure must rest on the
powers of Congress iinplied from those seven words which empower
it to establish post roads and post oiEces. I think the distinction
will be found there, but I do not want, in view of the Pujo commit-
tee's finding that this measure is constitutional, to go into that in an
exhaustive way, unless the gentlemen should wish me to do so.

Senator Pomeeene. The committee has not, as I understand it,

come to any conclusion about the matter.
Mr. BoYESEN. I mean Mr. Pujo's committee. Senator Pomerene.
Senator Pomeeene. Very well. Assuming, for the sake of the

argument, that the stock exchange is doing business in a fraudulent
way and is advertising this business in the newspapers—I am assum-
ing that to be so, but I am not declaring that it is so—do you mean to
say that the Government would not have the power to exclude fraudu-
lent advertising from the mails?
Mr. BoYESEN. No ; I would not go so far, because it has been held

by the United States Supreme Court that the Government has abso-

lute power to refuse to lend the aid of the mails to any fraudulent
transaction, such as a lottery, for instance.

Senator Pomeeene. Undoubtedly that is true. Suppose it seeks

to adopt regulations which, in the judgment of the legislative branch
of the Government, are designed to prevent the circulation of fraudu-
lent enterprises or advertisements which related to fraudulent busi-

ness, do you not think they could go that far ?

Mr. BoYESEN. Certainly. The distinction that I wish to make is

this, that the Government has not the power to say to one group of

individuals, " You must not do business except through the medium
of a corporation, which shall do so-and-so and so-and-so," and to

another group engaged in an identical business, " You may do busi-

ness if you do it through the medium of a corporation which has
these regulations."

Senator Pomeeene. Assuming again for the sake of the argument
that the legislative branch of the Government says that one of the

means which it is necessary to adopt to prevent fraudulent practices
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is the requirement that business of a certain kind shall be done by a

legal entity in the form of a corporation, do you think it could not

go that far?
Mr. BoYESEN. That is my humble opinion, that it could not classify

to that extent.

Senator Pomerene. Have you any authorities on that subject?

Mr. BoTESEN. I think there is no direct authority on the subject,

but there is a very interesting discussion of the whole subject by
Prof. Lindsay Rodgers who, I think, is the dean of the Johns Hop-
kins University Law School, in the Harvard Law Review of Novem-
ber, 1913, in which he reaches, after reviewing the authorities, the

conclusion that I have announced ; and my associates and myself be-

lieve that that view is sound.
I came here not to discuss that question, but to address myself to

the merits of the bill, because, before offering to review the authori-

ties, I should wish to make a much more extended study of them,, and
I have not referred to the constitutional point in my brief.

Senator Pomerene. I will be glad to see that argument.
Mr. BoTESEN. I will undertake to leave it here, although it is not

my property.

Senator Pomerene. Never mind ; we can get it from the library.

The Chairman. Yes ; it is available to us in the library.

Mr. Botesen. I ought to state at the outset that it is not the belief

of the governors of the Consolidated Stock Exchange that stock-

exchange transactions should not be regulated by law. We have very
drastic and stringent regulations with respect to trading now in

force, and I will in due course offer in evidence, or give to the secre-

tary of the committee, a copy of our constitution and by-laws. But
we have always believed that the legislature should enforce penalties

for transactions which we condemn, and that if we do not condemn
enough kinds of undesirable transactions, then the legislature should
go further and condemn things that we do not condemn. We do not

consider ourselves a body beyond the reach of or superior to legisla-

tion, and we have been before the Legislature of the State of New
York to advocate most of the nine so-called stock-exchange and brok-
erage bills which were enacted in 1913. I think I may say that cer-

tainly more than any one agency we put the O'Brian-Cassidy bucket-

shop bill on the statute books of New York in 1908. I personally
spent several davs in Albany in its support. It is chapter 458 of the

laws of 1908.

The Chairman. Is that enforced ?

Mr. Botesen. It is in force, and it was amended in 1913 to make
it more stringent.

The Chairman. Is it enforced?
Mr. Boyesen. It has not, so far as I know, been enforced, because

prosecuting successfully a bucket shop is a very difficult thing, indeed.

I shall have something to say on that subject later.

The Chairman. It is in force, but not enforced ?

Mr. Boyesen. Exactly. I may say that the members of legiti-

mate stock exchanges would like nothing better than to see such laws
enforced everywhere.

Senator Nelson. Mr. Boyesen, wherein does your stock exchange
differ from the New York Stock Exchange, if at all?
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Mr. BoYESEN. I think the method of dealing and everything
practically about the two exchanges are identical. There is a
mistake in the Pujo committee report, in which in one paragraph
it is said the Consolidated Stock Exchange is incorporated. That
is a mistake. The companies that own the buildings in which both
exchanges do their business are incorporated, but the exchanges
themselves, both of them, are voluntary, unincorporated associations.
The Chairman. What is the name of the incorporated company

owning the building in which you operate ?

Mr. BoYESEN. The Consolidated Stock Exchange Building Co., a
domestic corporation of the State of New York.

Senator Pomerene. I do not care to interrupt you
Mr. BoYESEN. I like to be interrupted, Senator.
Senator Pomerene. Then you might as well answer the questions

now. Ordinarily, if men are engaged in a joint enterprise where
there are quite a number, 40 or 50 or 200 men, they would, as a
matter of policy, desire to incorporate and conduct their business as
a corporation. They prefer that rather than to incur the liabilities

which might be incident to a copartnership. I would like to know
from you just what the reasons are, in the judgment of the exchange,
why they should not be incorporated?
Mr. BoTESEN. Perhaps I ought to say at the outset, Senator Pome-

rene, that the liabilities of a copartnership, of course, do not flow to
the members of a voluntary unincorporated association, which merely
establishes a place for the doing of a certain business, and I have no
doubt that if the liabilities of copartners flowed to members of the
Consolidated Stock Exchange, they would rush to incorporate and
avoid such liability.

Senator Pomerene. I thought so.

Mr. BoTESEN. In other words, A would not want to be liable for
Z's foolish speculation or indebtedness or personal transactions. One
partner might have his property even reached for a judgment in

breach of promise against his copartner.

Senator Pomerene. You may have some rule in New York peculiar
to associations, but whatever it is, I would like to hear your views
on it.

Mr. BoYESEN. The difference is this: That the liabilities of co-

partners are not the liabilities of the members of a voluntary associa-

tion, and to-day the members of both stock exchanges in New York
are as free from individual liability for other members' debts or

transactions as would be the stockholders in corporations.

Senator Pomerene. Is that by virtue of statutory law in New
York?
Mr. BoYESEN. No; that is by virtue of the common law, I think.

That is to say, they do not intend to become copartners, and they do
not share any profits, and they do not share any losses, and none
of the tests that the courts have applied to find out whether two
persons, who assert that they are not copartners, are in fact co-

partners, as far as the law is concerned, do not apply to members
of voluntary associations; so they have, from their own point of

view, every advantage to-day which incorporation could give them
and none of its disadvantages.

I ought to say this, too, that the Consolidated Stock Exchange
does not very much fear the consequences of compulsory incorpora-
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tion. Our criticism of that provision in this bill is confined to two
points. First, we think it is a matter peculiarly within the province

of the State in which the stock exchange is doing business. Sec-

ondly, it is difficult to say to what an extent our disciplinary powers
would be hampered, and naturally when we have built up a body of

law, which has uniformly been adequate to enforce our provisions

with respect to expulsion and suspension we do fear to have that

entire body of law upset and to be thrown on the courts aiiew

through enforced incorporation. We fear that the courts might
grant preliminary injunctions, and we desire, when a man deals im-

properly, to get rid of him at once.

I myself tried^I think it was my second or third case in the Su-
preme Court of New York—the case of Williamson v. Randolph
(48 Misc. 96), in which a member of the Consolidated Stock Ex-
change, after notice to him and an opportunity to be heard, had been
convicted of what is popularly or unpopularly known as " shaving
eights and quarters," and expelled. That is, he would get an order
to buy, say. Union Pacific at 160, and he would get it at 159f or 159|-

and turn it in to his customer at 160. The same way in selling:

He would make an eighth or a quarter in addition to his commission.
He was convicted and promptly expelled. His expulsion was an-

nounced, and the doorkeepers were told to keep him off the floor,

and did keep him off the floor ; and some 10 years after that expulsion,
which took place in October, 1900, the court of last resort of New
York finally passed on the matter. The delay was in part the fault

of the parties, but the matter was in the courts for six years. In
every court the action of the Consolidated Stock Exchange was up-
held, notwithstanding the fact that some of the members of the com-
plaint committee were also members of the governing body of the
exchange who sat in trial on him. Of course, a legal trial by a petit

jury, some of whom or one of whom was also the accuser, and thus
perhaps biased in advance, would be invalid. However, the courts
nave gone very far in allowing a voluntary unincorporated associa-

tion the right to discipline members; that is to say, to try them in

accordance with the provisions of a constitution and by-laws which
a member subscribes to when he joins and by which he is bound.
We feel that if we incorporate and give certificates of stock or

something of the kind to members of our exchange it will vest the
courts with authority, or at least stimulate their inclination, to grant
preliminary injunctions and to postpone the power of the exchange
finally and summarily to rid itself of or suspend a member convicted
of fraudulent transactions.

Senator Pomeeei^e. Why do you say that? I would like to know
the reasons for the doubt that is in your mind.
Mr. BoYESEN. Because at the present time membership in a volun-

tary unincorporated association rests simply on the tolerance of the
governors. There is, in other words, no property right in such mem-
bership

;
whereas if we incorporate and give the holder of a certifi-

cate of stock or membership in an incorporation and rights to profits,
and other rights incident to stock ownership, we fear—although I
will not say that I am convinced—that these disciplinary powers will
be impaired or hampered or, at any rate, that the cases which are
now res adjudicata in New York will be to some extent lost to us; but
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1 will not announce that as a conviction, because I think it is a matter
of some doubt.

Senator Pomeeeke. I have my doubt about that proposition, too.
Why could not a corporation adopt identically the same rules which
now control your board of governors in administering discipline?
Mr. BoTESEN. I think it could.
Senator Pomeeene. Undoubtedly so. "Why could not those same

regulations, or the substance of them, be contained in the ceri ificates

of stock which are issued by the corporation, so that if there should
be any attempt to transfer from the present holder to someone else

they would be put on their guard ?

Mr. BoYESEN. I think that is sound, if you make it a membership
corporation or something analogous to it. I know that most clubs
in New York City, and probably in other cities, are incorporated
and they do not find it impossilile to expel or otherwise discipline
members. But, I think, if you made it a corporation organized under
the general laws—that is to say, a corp< ration for profit—you might,
very well find that disfranchising a man from his membership is

one thing and depriving him of property is another.
Senator Pomekene. Even assuming that you did not adopt proper

regulations within the corporation, you think it might be difficult ?

Mr. BoYESEN. That is to say, if the exchanges were compelled to

incorporate in New York, it would haA-e to be under the general
provisions with respect to incorporations of business corporations for

profit, and they could not incorporate, I think, under the existing

membership corporation law of New York. In other words, to make
this provision of the bill entirely harmless, except as I have indicated,

you would have to have a new law in the State of New York, and the

one that was introduced on this subject of compulsory incorporation

at the 1913 session of the legislature was defeated.

Senator Pomebene. Assuming that they would attempt to incorpo-

rate under the general law, could not your exchange adopt the very

regulations that you now have, in your corporation?

Mr. BoTESEN. I think it could adopt them. Senator Pomerene, but

I doubt very much if they could be enforced summarily as they

are now.
I think expulsion from a club on the one hand, and deprivation of

property on the other, rest on different principles, and that the courts

will be very much more ready to enjoin summary deprivation of

property, while they have, in a long line of cases, beginning with

Loubat against Leroy, in New York, refused to enjoin expulsion from

voluntary corporations or membership corporations. But that is

only my opinion, and it may be that it is not sound, although I think

it is.
• 1 »

Senator Nelson. How many members have you m your exchange?

Mr. BoYESEN. How many members are there, Mr. de Aguero?

Mr. M. E. DE Aguero (president Consolidated Stock Exchange).

There are 630 members.
Senator Nelson. Is there any limitation to the niembership?

Mr. DE Agueko. No, sir. May I answer that question ?

Senator Nelson. Certainly.

Mr. BoTESEN. I wish you would do so more at length.

30578—14 ^16
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Mr. DE Agueeo. The membership of the Consolidated Stock Ex-
change, after the consolidation in 1885, was 2,403. We had joined
three exchanges together, two oil exchanges and the miscellaneous
securities board. In about 12 years thereafter the governors of the
exchange thought it would be a good idea to reduce the membership,
and we began to buy in seats at various times, so that we have from
time to time bought those seats until we reduced the membership to

630 at the present time.

Senator Nelson. Can a man buy a membership now?
Mr. DE Aguero. He can have one transferred from a man now

holding it.

Senator Nelson. But he can not come in and get a new certificate ?

Mr. DE Agueeo. It is within the power of the board to grant the

privilege. We have the right to increase the membership now. We
have the hight to increase the membership up to 2,403; therefore,

if the board desires to increase it at any time, we have the legal right

so to do.

Senator Nelson. What is the value of that membership^
Mr. DE Agueeo. At the present time, including the transfer fet,

the value is about $800.

Senator Weeks. Ha^e you had occasion to discipline members
frequently ?

Mr. DE Agueeo. From time to time, during the series of 25 years,

we have.

Senator Weeks. How many members have been expelled?

Mr. DE Agueeo. I would not dare say, because I do not remember.
Mr. Botesen. Two were expelled in 1900—Williamson and Zee-

man.
Mr. DE Agueeo. I could not say, because I do not know.
Senator Weeics. Hare there been any cases of expulsion recently?

Mr. DE Agueeo. Yes, sir.

, Senator Weeks. For improper transactions?

Mr. DE Agueeo. Yes, sir.

Senator Weeks. Within a year?
Mr. DE Agueeo. Within a year and a half.

Senator Weeks How frequently do you have occasion to look into

the character of transactions which brokers are carrying on in your
exchange on the floor?

Mr. DE Agueeo. We have a committee appointed that is continu-
ally looking into the character of the transactions of members of

©ur exchange. That committee is clothed with full power—more
power than the courts of the State of New York, I think, would
lave to-day. That committee can go into a man's office and ask him
to let them look at his books on the counter. They can examine
every single transaction in that man's books, and if they find evi-

dence that the man is contravening the laws of the exchange the

board can suspend him the next day at the opening and try him
immediately on charges preferred' by that committee. The last

expulsion was a case in point.

A firm had been doing some advertising, and we went over to their

office—I as the president and one of the ex officio merbers of that

eommittee going with them—-and examined the books and discovered
that if the man should be called upon to settle up that night he could

not pay 100 cents oh the dollar. We informed the members of the



REGULATION OF THE STOCK EXCHANGE. 243

firm that unless they were prepared to build up their capital to such
sum that they could pay 100 cents on the dollar and have a certain
amount on hand before the next morning at 10 o'clock they woiild
be suspended. They were unable to do it. We took up the cas«
in the morning and suspended them. They failed. ^A'ithin two
Aveeks we expelled them on the evidence which we had procured from
the examination of their books.
The action of our exchange has been drastic in every single case

where we have discovered any wrongdoing on the part of any mem-
bers of that exchange. Our rules are as strong as the rules of anv
exchange in the world.
In tills connection I would like to say that I believe the market

on our exchange and on the New York Stock Exchange is the best
and freest in the world for trading in securities. Those two markets,
on account of the fact that our rules are about the same and very
stringent and do not allow any trading to be done except in the
market openly by bid or offer in audible tone of voice, are free and
open and direct. Quotations go out after the transaction is made,
and we claim—and it is our claim here to-day—that those exchanges
are the best markets for free trading in securities in the world.

Senator Pomekene. What are your cases of wrongdoing?
Mr. DE Aguero. If a man does not properly execute an order; if

he does not execute the order; if he reports an order at a different
price ; if he does not give the name of the party with whom he makes
the trade and the exact amount of stock bought from each man; if

he receives any money on deposit for a client when he knows he can
not pay one hundred cents on the dollar ; if he does not make a report
to the client within 24 hours of the transaction, giving the name and
description of the property bought or sold, as the case may be, and
the price. And under the Xew York State law he must state within
what hours the transaction occurred : that is. within one hour of
the time the transaction is made; and if he does not do so the board
may decide it to be what we call obvious fi-aud or false pretense.

The judgment is within the judgment of the board and we have been
ccinfirmed every time by the courts.

The Chairman. I would like to ask just cne question. Is a record
kept by anyone, so far as you know, of these various transactions so

that you know the precise location of these stocks at all times ?

Mr. DE Agttero. I do not belie^'e I quite understand you, Mr.
Chaii-man.
The Chairman. Is there any record kept by anyone, so far as you

know, in Xew York, as to where these stocks are and in whose hands
ihey are by virtue of these transfers?

Mr. DE Aguero. Of course, the conunission man keeps a record of

the stocks that he himself handles. He knows where the stocks are

that he is carrying for his client. Our committee, for instance, if

we visited his office and asked to see his books to determine how
many stocks he is carrying for his clients, would know where they

are located. He either shows those stocks are in loans or in his

-afety deposit vault.

The Chairman. "What I am trying to ascertain is whether or not

you know if any individual or group of individuals keep an index

and record of all the stocks issued by a corporation, so as to know
at all times where those stocks are ?
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Mr. DE Aguero. No, sir; except at the transfer offices. Of course,

the transfer offices always know in whose names they stand.

The Chairman. The transfer offices keep a record of the transfers

;

otherAvise they do not know?
Mr. DE Agtjero. No; they could not know. If the stock is stand-

ing in your name, for instance, and I hold the stock, the transfer

office does not know that.

Sir. BoYESEN. Under our laws any stockholder has a right to make
a transcript of the record of the shareholders; in other words, to

make a list of all the stockholders of any coriJoration in which he
holds stock of record. That right has been held to be in the stock-

holder, irrespective of his motive in seeking the nam^es cf the other

stockholders.

The Chairman. What I want to ascertain is whether any person
or group of persons, so far as you know, keeps a record of the transfer

of holdings—not of the transfer on the register, but a transfer of

the holdings of these stocks, so they can at any time locate where
those stocks are?

Mr. BoYESEN. No; I think there is no such grouj), no such organi-
zation.

The Chairman. And no such record kept, so far as you know '(

Mr. BoiTESEN. I think not. I doubt very much whether it would
be useful, because it is a very common practice for capitalists to
keep stocks in the names of employees. I know of one man who is

a very large stockholder of record in the United States Steel, and I

do not suppose he has a capital of $5,000 of his own.
The Chairman. What is the purpose of that holding of the stocks

in the name of a person who is not the real owner C

]Mr. BoY-ESEN. It arises out of various motives. For one thing, it

is an inconvenience to make actual transfers, and if a man buys a

block of stock intending to wait a reasonable time for an advanced
market he is very likely to accept stock certificates in the name of
half a dozen different individuals or brokers and leave them in their
names, even though it be a dividend-paying stock, because a finan-
cially responsible house the moment it gets a dividend on the stock
which it has sold to some one else will send the check over to the
proper party. Then, when the man who has bought the stocks is

ready to sell he delivers those same certificates. That is one of the
main reasons for the great disparity between actual transfers and
actual transactions on the exchanges, although, of course, it does
not account for the disparity' entirely.

The Chairman. Is it or is it not true that some men do not wish
it understood they are handling stocks on a large scale in this way
and so withhold that information from the public?

ilr. BoYESEN. I think it is very probable, although, of course, T
am not qualified to characterize such a motive. I think it would be
proper myself.

Senator Weeks. Is it not probably true, also, that when a man is

largely interested in a corporation and has the stock in his own name,
if he decides to sell some part of his holdings, the fact that he is sell-

ing is apt to lead to conclusions that there is something wrong with
the property and develop a bear movement against the property on
that account?
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^Ir. BoYESEx. That. I think, is the chief motive, Senator >selson.

I think very often the small stockholder, who is easiest frightened,
would conclude that if a director is selling, the stock must neces-
sarily be bad, and business men all know that there are various mo-
tives for selling by directors of stock that they actually own.

Senator Xelsox. That is to say, if certificates of the Standard
Oil Co.'s stock in the name of Mr. Rockefeller should appear on the
Street, would not the conclusion be drawn at once that there is some
reason for Standard Oil stock selling lower? Would not the Street
immediately conclude ^Slr. Rockefeller knew all about the condition
of the property, and the fact that he was selling the stock must be
an ample reason for others to do the same thing?

j\Ir. BoYESEN. I should think so. I should think that if he bought
10 shares of one pipe line and sold 10 shares of another it would send
the one stock way up and the other way down, and that anybody who
followed him an hour or tAvo after the transaction would get alto-

gether less than the actual value of the stock he sold and have to

pay, perhaps, a good deal more than the value of the stock he bought.

The CiiAiiiMAN. Then, in case of United States Steel, for example,
when it struck the low point in the panic of 1907, if it had been dis-

covered by the ])ublic that the directors were buying that stock on a

large scale for their own use it might have caused that stock to rise

rather rapidly.

Mr. BoYESEX. I think it would. It would steady it and send it up.

It works both ways.
The Ctiairjiax. For that reason it is expedient that the public

should not know what the directors of a corporation are doing, either

buying or selling ?

Mr. BoYESEN.I would not go so far as to say that. I think if you

could have a law which would compel absolute and widespread pub-

licity, you might have a little difficulty at first, until the public got

used to it, but ultimately I think it would be a good thing. I do not

think the reasons for concealing stock ownership outweigh the rea-

sons for revealing it, but I think as matters are now con.stituted the

motive for concealing it is often entirely proper; in other words, it

may work out extremely well and it may work out badly.

I would like to call the particular attention of this committee to

the provision of section {a) , beginning at page -2, line IT, subdivisions

1 and 2, and section (&). ending on page 4, line 13. Of course, the

motive back of such provisions is to secure the fullest degree of pub-

licity, and we are firmly of the opinion that any belief that the

directors of a corporation are the only people entitled to know about

its affairs is unjust and out of date, and that anyone who believes

that publicity should be suppressed is setting his face against prog-

ress. In other words, we believe that a movement to make the larger

industrial corporations susceptible to regulation and to publicity and

to compulsory financial statements is a movement m the right direc-

tion, and that not only the stockholders of corporations are entitled

to know fully with respect to their affairs, but that these larger

corporations 'of modern times are affected with a public interest.

The public has a right to know whether a corporation is earning un-

duly large sums of m.oney, whether the public is being made to pay

too much for the products of the corporation; and, on the other hand,
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the public is equally entitled to know whether the corporation is

valuing intangible and perhaps valueless property too high, so that

the public may not be tempted to invest in the securities of such cor-

porations. The object of the provisions of the bill to which I am
now referring seems to be an altogether worthy and wholesome one.

But in its practical working out we believe it to be absolutely un-

wholesome and dangerous, for this reason : You do not require of the

corporations themselves that they make the report. You penalize

the brokers and the stock exchanges for the failure of the corporation

to make the report to them. In other words, you penalize these ex-

changes and their members for something over which they have ab-

solutely no control, and over which you have no power whatever to

give them control.

The Chairman. Why do you say they have no authority, since they

can refuse listing?

Mr. BoYESEN. They can refuse listing, but let us take this case:

Suppose, for a moment, that the New York Stock Exchange and the

Consoldiated Stock Exchange were waging Avarfare against each

other (although I should state that this is not the case), and sup-

pose that a number of the members of the larger exchange were
directors in the big industrial corporations of the country, as they
are in fact. I do not want you to believe that there is any unfair
competition between the two exchanges ; I am just assuming it ; it is

not the case, as a matter of fact, but it might at some time be true.

Suppose the larger exchange was able to persuade the directors of
four corporations—the United States Steel, Union Pacific, Reading,
and one or two others, in whose securities the bulk of the trading goes
on, to file reports only with the New York Stock Exchange and with
no other exchange. What would become of the business of the Con-
solidated Stock Exchange, the Boston Stock Exchange, and all the
other stock exchanges of the country? In other words, if you have
the power to compel the larger corporations—and I believe that Con-
gress has—to make their affairs fully public and properly public,
then compel the corporations to do it, and make the corporations and,
if you please, their officers and directors personally responsible for
a failure to do it; but do not penalize us and make us cease doing
business for the default of corporations and persons over Avhom we
have not only no control, but over whom you have not the power
to give us control in any degree.

The Chairman. It seems to me you ignore the sweeping provisions
of this bill that would require this of the New York Stock Exchange
as well as the stock exchanges you mentioned.
Mr. BoYESEN. It requires it of the stock exchanges ; but I am trying

to point out that if the corporations prefer to have all their business
done on one single exchange, this provision of the bill legalizes the
throttling of every other stock exchange in the country.
The Chairman. You are supposing a case which is hardly sup-

posable, it seems to me, because the New York Stock Exchange would
not be permitted to put that stock on the list even if the directors
were quite willing to make the report.

Mr. BoYESEN. I think you misapprehend my point. Suppose
Reading, Union Pacific, and United States Steel, and one or two
other corporations agree that they prefer to have trading in their
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securities done only on one exchange—let us say on our exchange

—

and they file a report with us and refuse to file it with anyone else.
The Chairman. I see your point.
Mr. BoTESEN. You then put a legal instrument in their hands

whereby they can absolutely throttle ipso facto every other stock
exchange in the country, and it is not a case beyond possibility. In
other words, this bill would legalize an attempt at stifling competi-
tion which no exchange would dare to undertake to-day, either under
the common law or under the Sherman antitrust law. If this bill is

enacted, I confidently believe that sucli an attempt could be put into
effective execution.

Senator Pomerene. What do you say as to a dual requirement, one
of the stock exchanges and one of the corporations; in other words,
that the corporation shall be required to comply with certain require-
ments, and, secondly, that the stock exchanges themselves shall not
list those securities unless certain requirements are complied with.
The Chairman. That would meet your point, would it not?
Mr. BoYESEN. That would meet my point fully. In other words,

I think there have been scandals and will be scandals down town,
and I could, even within my comparatively short memory, mention
some. I think that publicity would do away very largely with some
of these scandals and avert them in the future. But I say confidently
that it is very unjust to penalize the governing body or the members
of a stock exchange for a default or willful omission of a corporation
over which you give them no power whatever.
The Chairman. The objection you make can be remedied in the

.vay suggested?
Mr. BoYESEN. It can, in the way Senator Pomerene has suggested.

There is this to say also : That a number of corporations whose securi-

ties are not actively traded in, and which are in a strong financial

position, are not particularly solicitious as to whether their securities

are listed and dealt in or not, and in any event they are content with

the single listing on the New York Stock Exchange, and have abso-

lutely no incentive for filing these reports generally in San Francisco,

Boston, Chicago, Pittsburgh, or with the other exchange in New
York ; and very generally their officers would simply say, " I am too

busy; T will not do it. It is burdensome; it is onerous. I do not

care whether we are listed or not."

Senator Pomerene. Take, for instance, the United States Steel

Co. I cite that because it is regarded as the largest industrial cor-

poration in the country, I believe. Would it be onerous to have

those requirements complied with in every stock exchange in the

country? There might be several stock exchanges in each city of any

importance.
Mr. BoYESEN. I should not think it would be unduly burdensome

to any corporation. If it filed a report in one place, it could have

carboia copies or printed copies made and file them in other places

if you require it. But what I am saying is that this bill does not

require that, and as it is now worded it places a very dangerous

weapon, tending directly to monopoly, in the hands of the big indus-

trial corporations.

Senator Pomerene. How many exchanges have you in New YorkI
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Mr. BoYESEN. We have two stock exchanges, and then we have the

Produce Exchange and the Cotton Exchange and various minor
exchanges.

Senator Pomerene. I am going to assume an extreme case. Sup-
pose there should happen to spring up in the city of New York 100

exchanges. That is, of course, an impossible case ; but I simply want
to make clear my point. It would hardly be a just thing to say that

a corporation- would have to comply with all these requirements for

each of those exchanges. Possibly there ought to be some limitation

in that direction.

Mr. BoYESEN. But ought the corporation. Senator Pomerene, to be

given the power to say how many exchanges there ought to be?

Is not that a very dangerous and undemocratic power ?

Senator Pomerene. I do not think the corporation should have
that power, but I thought possibly it might be met by some legisla-

tive restriction.

Mr. BoYESEx. I have not considered that; but I should think it

would be very dangerous to vest corporations, as this bill does, with

an absolute power to permit or promote or throttle stock exchanges
generally, and that is exactly what the provisions of this bill to

which I have just referred do. I want to make very clear our posi-

tion, that we welcome publicity. As it is now, we accept the listing

of the New York Stock Exchange as sufficient warrant for us to

permit trading in those identical securities on our board, and I

think we are right in doing it, as we believe the New York Stock
Exchange exercises the utmost inquisitorial powers into the affairs

of corporations which it can as at present constituted.

Senator McLean. Does the New York Stock Exchange reciprocate

in this?

Mr. BoYESEN. Oh, no; there is no reason why it should. We
have no power to compel independent applications for listing of

securities, and I doubt very much whether, if we were to ask the

Beading Co., the United States Steel Corporation, and some of the

other big railroad and industrial corijorations to make application

to us for listing, or if any other stock exchange were to ask them
to apply for listing, whether they would do it. I doubt it very much.
I think they would not do it. They are satisfied with one listing,

namely, on the New York Stock Exchange, which is sufficient to

give them credit. The other listing can add nothing to and subtract

nothing from their reputation, their credit, and Uieir general wel-

fare. So this provision here is, to the smaller exchanges, a very
dangerous one and, I confidently submit, a very undemocratic one.

It places in the hands of others the power to put them out of busi-

ness and proposes to legalize that power.
The provisions of section (c), found on page 4, lines 14 to 23,

would seem on their face to be fair; that is to say it is beyond ques-
tion that listing on a stock exchange, and the activity that ensues and
the feeling that the investor has, that as long as a stock is listed he
has a stable market and a ready market, is a valuable thing; and that
if you take that away arbitrarily you deprive the investor of a cer-

tain amount of market value of his stock.

The Chaiemax. You would rather say a ready market than a stable

market, should you not?
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Mr BoYESEx. I think a more stable market than would be sup-
plied by sale across the counter between individuals. I AviU stale a
little incident to show what I mean that occurred duriiw the panic

I have bought bonds privately for cash, 3 or 4 points under tiie
actual market on the exchange, because the broker did not want to
wait 24 hours lor payment. That is to say, if he sold on the exchange
he would have to dehver the next day and then be paid, but when
1 brought a certified check on the Chemical National Bank I got them
tor less than they were selling on the market. In individual trans-
actions the fluctuations are wider than on 'change. In other words
the greater the volume of transactions the steadier the price. We
think that is susceptible of proof, but nobody would call the market
price on any exchange absolutely stable.
The Chairman. Nor relatively stable?
Mr. BoYESEN. Perhaps not even relatively stable.
Senator Weeks. What it does do is to reflect the conditions of the

hour as nearly as can be done?
Mr. BoYESEN. Yes.
Senator Weeks. For instance, we pass a currency bill in Washing-

ton. The country takes that as a good indication for future business,
and stocks in the stock market immediately go up. United States
Steel goes up 10 points.
Mr. BoYESEN. The stock market is a real barometer of business

conditions, a ready barometer.
Senator 'Weeks. The stock market is a barometer of the opinion of

the country relative to that legislation?
Mr. BoYESEN. Yes.
Senator Weeks. There might be something else happen to-morrow

that would affect the stock market differently.
Mr. BoYESEN. There might be a war or something else which would

show that the collective stock market opinion of any one day is un-
sound, but it is undoubtedly the largest and best obtainable collective
opinion of the country. I am profoundly sensible of that.

The Chaikman. But the collective opinion of the country might
cause that market to be more stable if the collective opinion of the
country was based upon the knowledge and the whole truth with
regard to these stocks.

Mr. BoYESEN. Undoubtedly, Senator Owen. I do not want to set

my face against any proper provision for publicity of corporate
affairs. I think it is the ideal means of averting some of the scandals
that have occurred in the past.

Senator Pomerene. Would you make any limitation dependent
upon the capitalization of the different corporations?
Mr. BoYESEN. I think not. Senator Pomerene. Perhaps I am di-

gressing, but I have believed for a long time that publicity is the
very best thing for the corporations themselves. You have broken
up a lot of unlawful, enormous aggregations of corporate capital,

sufficiently Inrge to control a large proportion of a given business.

Where a corporation can control business it can make and maintain
prices. As it is now, and as it will be more and more in the future,

you will find corporations dissolving into smaller entities, with no
one corporation or group of corporations making the prices, and a

condition ver}^ often of demoralization through the effort of a buyer
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to get the cheapest price that he can. He may deceive me as to what
another corporation is willing to do. My inquiry may result, if per-

sisted in, in a violation of the Sherman antitrust law ; and I believe the
time will come, perhaps decades hence, when the widest kind of pub-
licity will be welcomed by the corporations themselves.

I know the trade conditions in two or three kinds of industrial

corporations through reorganizations I have been connected with re-

cently, and the officers of the particular corporation I have in mind
would like to know all about what their rivals are doing, and would
like to make their rivals acquainted with what they are doing, and I

think the time is coming when we will have to come to that.

But perhaps I have strayed too far from the provisions of this bill.

As I say, striking a security arbitrarily and wrongfully from the

list of a stock exchange may work a great disadvantage to the repu-
tations of the officers and directors, and may work real financial

harm to the stockholders. However, I submit there is no case in past
historj' down town where an arbitrary or unjust striking from the
list has taken place. If there is such a case, my clients have not been
able to call it to my attention, and I have never heard of it. Strik-

ing from the list quickly is a very valuable and absolutely essential

means of proper business transaction in connection with stock ex-

changes. Let me instance only one of many cases.

The A corporation and the B corporation decide to consolidate
and form together the C corporation. The A corporation's stock-

holders are offered two shares of the C corporation for one of the
A corporation, and the B corporation stockholders are offered three
shares of the C corporation for one share of the B corporation. A
large number of stockholders of the A and B corporations avail
themselves of the privilege to exchange the old stock for the new.
That leaves very little stock of the A and the B corporations out-
standing. It is, of course, self-evident that the fewer the number
of shares outstanding, the greater the opportunity for a corner. No
legislature would wish to enact any provision which would promote
corners or tend to make them easier of accomplishment. They are
of rare occurrence, but they are of very terrible effect. Perhaps you
will all remember the Northern Pacific corner of 12 or 13 years ago,
when that stock rose—paying a 7 per cent dividend on a par value of
$100—to over $1,000 a share in a single day, and every other stock
value in the market was sacrificed and slaughtered. People had to
have Northern Pacific to fulfill their contracts.

Senator Po^ieeene. You mean a corner in the stock of A and B
cor]5orations ?

Mr. BoYESEN. Yes.
Senator Nelson. But the case you put is a transparent case of in-

flation. It shows they inflated the new company. In the one case
you give two shares of the new stock for one of the old, and in the
other case you give three shares of the new stock for one of the old.
That is a case of excessive inflation.

Mr. BoYESEX. Not necessarily.
Senator Nelson. Why should they list the new stock? That is

what they attempted to do with the Northern Securities Co.
Mr. Botesex. It is not necessarily inflation. You would not say

that the Standard Oil subsidiaries are necessarily inflated. Suppose
the A corporation stock is worth more than ft2'00 a share, and the
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stock of the B corporation is worth on the books and actiiallv in cash
more than $300 a share, then, certainly combining the two corpora-
tions, the stockholders' relative interests in the combined whole is

the same.
Senator Nelson. Suppose that stock-market price is an artificial

price that had been manufactured by wash sales ?

Mr. BoYESEN. Then I certainly would not want to defend any part
of the transaction, but I would insist that it would still be easy to
corner the stocks of the A and the B corporations, even though the
transaction, as you put it, might be entirely unsound and indefensi-
ble.

The Chaiemak. In effect, the cornering of that diminished amount
of stock of the A and B corporations is a monopoly of that stock in-
tended to squeeze persons who agreed to sell that stock by short
sales, is it not ?

Mr. BoYESEN. It is. Senator Owen; and I do not want to say my
sympathy is wholly with the man who was short of Northern Pa-
cific in that May, 1901, panic.

The Chairman. I was getting at the question of a remedy against
the evil of which you justly complain, or which you point out. Could
not that be remedied by avoiding the contracts which are based upon
a comer?
Mr. BoYESEN. There are, I think, regulations now in effect on some

of the stock exchanges avoiding, so far as possible, the effect of cor-

ners and providing for settlement prices, etc.

The Chairman. When a corner is deliberately wrought and it is

manifest, could not a settlement be provided according to the last

selling price before this corner was produced or attempted ?

Mr. BoYESEN. That might possibly be enacted in the Stale legisla-

tion, but I doubt very much whether it would be constitutional

The Chairman (interposing). Is it not in effect fraud?
Mr. BoTESEN. Oh, yes ; I think all corners effect frauds.

The Chairman. Is it not in effect a fraud, usinp- a legal contract

as a means of extortion by a fraudulent monopolv of outstanding

stock?

Mr. BoYESEN. Absolutely. I want to go further and say that T

am not now defending the man who is short, but those who suffer

from the slaughtering of market prices for uncornored securities in

consequence of the corner.

The Chairman. Might it not be declared fraudulent ?

Mr. BoYESEN. I think it is often fraudulent, and I think any ap-

propriate State legislative enactment on the subject would be proper.

Senator Nelson. When a corner is formed, you compel them to

settle on the basis to which that stock has been run up. Why should

not the stock exchange in that case have the power, when they are

satisfied a corner of that kind has been brought about, to require

them not to settle on the basis that the man with the corner demands,

but to settle on a normal basis, on the basis of the normal prices be-

fore the corner was formed? Why can not you reach it in that way?
Mr. BoYESEN. I would like Mr. de Agurero to answer that. I

think they have the power and have the regulations to do that.

Senator Nelson. It seems to me your stock exchanges could cure

and stop that evil of what we call a corner in stocks. If a deliberate

scheme of that kind is concocted to create a corner in stock and put
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it away up and make a man pay an immense sum of mone^^ to get out

of the scrape, I think the stock exchanges themselves could cure

that situation. Where you find such a case why should not you
establish a rule and say :

" These settlements must not be based on
what you have manufactured by this corner, but most be based on
conditions existing before you made the corner ''

?

Mr. DE Ar,uEEO. You put a pretty hard question to me.

The Chairman. It is very fair, though.
Mr. DE Agueeo. I would like to say that the business in the ex-

change is based, in the first instance

Senator Nelson (interposing). Before you answer that I want
to say there is a very large missionary field, and I want you to point

out what missionary work you could do.

Mr. DE AnuERO. I will be very happy if I can grasp the subject

and answer it in a proper way.
The most important thing considered by all exchanges is the abso-

lute validity of every contract that is made and the absolute neces-

sity on the part of the members to live up, in the full sense of the
word, to every contract that is made—not necessarily written con-

tracts, but simply by perhaps a nod or a motion. We have always
held that if a man sells stock short he must pay the price required
to recover that stock. When a corner is sprung it is a sad thing for

those who are short, but they are not required to get into that posi-

tion.

The CiiAiRiiAN. But what do you do?
Mr. DE Agueeo. Just a moment, and I will explain it.

Whenever there is any idea of fraud this hajopens: In the corner
on the New York Stock Exchange in 1889, or somewhere about that

year, it was discovered that a false situation had been created in

the stock of the Mutual Telegraph Co. The books had been closed for

five years, and that stock was not, as a matter of fact, transferable.

Most of it had been exchanged for Western Union stock.

The stock exchange declared all trades made on the preceding day
and the day it was discovered to be void. That was a fraudulent
corner. The orders were telephoned in to the brokers' offices from
Newark and different points, and the stock was never delivered by
tho^e men who sent in those orders.

In the case of the Northern Pacific corner, for the interest of all

concerned, as you gentlemen know if you read the history of it, the
big interests got togetlier and declared a settling price. In the
anxiety of the shorts to cover that stock, it went up to $1,000 a share.

Senatf;r Nelsux. What was the settling price?
Mr. DE Agueeo. $250.

Senator Nelson. There is an illustration of what you could do.
Mr. DE Agueeo. The big interests did that.

Senator Nelson. The stock exchange did not do it?

Mr. DE A(;iTEEO. They did not haAe the power to do it.

Senator Nelson. WJiy do you not reserve that power?
Mr. DE Agueeo. We might, but I am going to cite to you a case

where there could be an innocent corner. A man sells stock from
Europe for delivery here. We will say, as counsel has stated here,

that the stock has become very small in supply. But this is a legiti-

mate seller, a legitimate owner of this stock, who resides in Europe,
and by telegraph he sells a certain amount of that stock and ships it.
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It takes about seven clays, sometimes eight days, after he has sold
his stock by wire for it to reach New York, and there is not always
go(!(l delivery without transfer even when it gets here. It may take
eight days to deliver that stock.
Senator Nelson. Why could not your exchange, where you have

unlimited power—because you are not incorporated, it being simplv
a gentleman's agreement—say that whenever there is a corner formed
like the Northern Pacific corner you will fix the price, as Avas done
in that case? You could say, " You must settle, not on the basis of
^1,000 a sliare, but on the basis of $250 or $150 a share; in other
words, you must settle on the normal conditions that existed before
yi.u entered on this villainous enterprise of creating a corner.'" Why
could you not reserve that power and why would you not be doing a
great service to the public?
Mr. DE Aguero. I think we would.
Senator Nelson. What is to hinder you doing that if you are not

incorporated ?

Mr. DE Aguero. The only thing that ever has hindered any stock
exchange is the fact that all contracts are supposed to be lived up
to in the fullest sense of the word. A man that can not live up to
his contract has no business on the stock exchange ; he should not be
there.

Senator Nelson. But, no matter in what villainous form he pro-
ceeds, if there is a contract he should live up to it ?

Mr. DE Agtjero. It is not the man who is the holder of the stock
that makes the corner. It is the anxiety of the man who is short
(hat makes the extortionate price. The man who has the stock
locked up in his box does not know anything about the corner, per-

haps, but the men Avho are in the position of having to cover that day
or the next day run in there, sometimes 8 or 10 of them, and they
make that price in their desire to get that stock, irrespecti\-e of any
authority, irrespective of the man who has control of the stock, irre-

spective of anything except their overwhelming desire to live up to

their contracts.

Senator Weeks. In other words, there never would be a corner

on the stock market unless somebody was short of the stock?

Mr. DE Aguero. There could not be.

Senator Weeks. Let us take that European sale which you in-

stanced. If there were a small supply of stock in the market you
would know it, as a broker, in a general way, and if you received

an order of that sort, would it not be prudent on your part to sell

that stock " seller 10 " ?

Mr. DE Aguero. That is sometimes done.

Senator Weeks. Then he could deliver in 10 days. That would
cover the possibility of your European correspondent being pinched

by the nondelivery of the stock?

Mr. DE Aguero. Have you ever heard of a case where stocks have

been sold for delivery from Europe, and the price has been ad-

vanced materially because they were sold, not "seller 10," but at

the market price?

Senator Weeks. I think quite likely stocks have been advanced

on that account. But I should think that prudence would indi-

cate to the broker that he should take some precaution in making a

sale of that kind to protect his customers.
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Mr. DE Agueko. If he knows there is a small supply of the stock;

but you can not ahvays tell that.

Senator Weeks. Xot always, but he has a general knowledge of

conditions on the market in different securities ?

Mr. DE Aguero. Yes.
Senator Shafeoth. Do you think it is absolutely necessary for

the successful operation of the stock exchange that there should be
short sales?

Mr. DE Agueeo. Yes, sir.

Senator Shafeoth. You do think so?
Mr. DE Agueeo. I do.

Senator Shafeoth. I have a kind of general idea of this " short

"

business, but I never bought a share of stock in my life, and I do
not know how it operates. Will you tell us just exactly how, the

short sales are made ?

Senator Beistow. And why they are necessary.

Senator Shafeoth. Just go into the kindergarten business with
me for a little Avhile, because I do not Icnow anything about it at all.

Mr. DE Agueeo. It will take a long time for all the details.

Senator Shafeoth. I do not care about the details.. How is a

short sale made ?

Mr. DE Agueeo. Some man, perhaps, thinks that United States

Steel is selling at a very high price, we will say at 60.

Senator Weeks. Xever mind what you think. What do you do
when you go on the stock exchange? You have an order from a

customer to sell some stock?

Mr. DE Agueeo. If I have an order, I walk in and sell whatever
the order calls for. I immediately report to the office that the stock

has been sold at, we will saj^, 66, giving the name of the person to

whom it was sold.

Senator Shafeoth. That is not a short sale, is it?

Mr. DE Agueeo. It may be. If my client, who gives me the order,

has not any United States Steel stock, but thinks the price is too

high, he has sold 1,000 shares of the strck and I have credited his

account with the sale of 1,000 shares of United States Steel stock.

He has a margin in my hands to cover any possible advance in

United States Steel.

Senator Weeks. Follow out the transaction.

Mr. DE Agueeo. The next thing for me to do is to borrow 1,000

shares of stock for delivery to INIr. Boyesen, we will say, to whom I

have sold it.

Senator Shafeoth. When was that sale to be consummated ?

Mr. DE Aguero. It must be consummated the next day. I have
to deliver the stock the next day.
The Chaiemak. Where do you get it?

Mr. DE Aguero. I go into the " loan " crowd and I borrow 1,000

shares of United States Steel.

The Chairman. The loan crowd keeps these stocks for loaning?
Mr. DE Aguero. And individuals also go into the loan crowd, who

have stocks to loan.

The Chairjiax. There is a group which keeps these stocks for

loaning?
Mr. DE Agueeo. Any member who has stock in his office, who de-

sires to loan it on the floor, will loan that stock to me.
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Senator Weeks. That is (;ne way of boiTOwing uu/ney, is it not?
Mr. DE AcjUeko. Yes.
The CiiAiR:,rAN. How do you ascertain that?
Mr. DE AtiUERo. T go in and say, " I want 1,000 United State-.

Steel," and some other man says, "I will loan you 1,000 United
States Steel."

Senator Suaeeoth. On what terms do they usually loan?
Mr. DE Agxjero. lie pays me the rate of interest on Steel—it de-

pends. It is controlled by the money rate. If the money rate is

particularly high and the banks are demanding 6 per cent for
money I would probably get the Steel at 3 or 4.

Senator Weeks. He pays you that on your money ?

Mr. DE Agueeo. Yes.
Senatcr Weeks. That is the rate of interest you get for your

money ?

Mr. DE Agueeo. Yes.
Senator Shafeoth. You put up that money for stock?
Mr. DE Aguero. Yes ; I pay him for the stock.

Senator Shafeoth. You borrow it from him and give him a check,

do you ?

Mr. DE Agueeo. I get the stock from him and give him a check
for the full value of the stock. I receive the stock and deliver it to

my friend to whom I have sold it.

Senator Shafeoth. Is that a short sale?

Mr. DE Agueeo. It is a short sale
;
yes, sir. Suppose you have

made a loan to me. At any time you have the right to come to me
and say, " Mr. de Aguero, I would like to have you return that 1,000

shares of Steel." You send me a written notice, and I must return
it to you; if you call it early enough, on the same day—or the next
day, if you do not call it until after a certain hour. I must either

cover that 1,000 shares of Steel or get somebody else to loan it to me.
I can go into the loan crowd if I do not care to cover and again
offer to carry 1,000 shares of Steel. I find some other man who will

either loan me the 1,000, or two men who will loan 500 shares each,

and they loan it to me. xVs long as my client wants to stay short on
that sale I have to carry the stock in that way. I have paid for the

stock and delivered it, and it is an actual bona fide transaction.

When my client desires to cover he says, " Take in that 1,000 shares

of Steel," and I take it in.

Senator Weeks. That is, you buy it ?

Mr. DE Agueeo. I go in the market and buy 1,000 shares of Steel

and deliver it to you, if the last loan is with you, at the price at

which the loan was made, and the transaction is closed.

Senator Shafeoth. Are any of these short sales made for future

delivery ?

Mr. DE Agueeo. Very seldom. It is rarely done in stocks. We
make them for to-morrow's delivery.

Senator Shafeoth. It is never done in a month or six weeks?

Mr. DE Agueeo. Perhaps three times a year there may be a trans-

action for delivery at a time. All the transactions in stocks are for

to-morrow's delivery.

Senator Shafeoth. Is there much selling for future delivery in

stocks ?

Mr. DE Agueeo. Not at all, sir.
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Senator AVeeks. You do not mean that literally ?

jMr. DE Agueeo. I mean virtually. There are, perhaps, two or
three times a year, when a man will sell 100 shares of stock, " Seller

30 or on," but he does not do it often enough to count. It will not
be one one-thousandth of 1 per cent of the transactions. I think I am
safe in saying that. You can see there are no future sales of stock;

they must be for delivery, immediate to-morrow delivery.

Senator Shafeoth. When he sells short he is figuring on a fall

to-morrow, is he?
]Mr. DE Agueeo. Or any other day, as long as he can borrow his

stock. He may stay short for a week or 10 days or two weeks. He
borrows the stock and delivers it to the man to whom he sells it, and
when he buys it in he delivers it back to the man from whom he has
boi'rowed the stock.

Senator Nelson. He buys the stock and you exchange it with the

)nan from whom you borrowed it ?

Mr. DE Agueeo. I return it to the man from whom I borrowed it.

Senator Beistow. Why was it necessary for him to make this origi-

nal short sale? What is the benefit?

^Ir. DE Aguero. The benefit is this : In case of a sharp decline in

the market, the main support of the market has always been the short

interest. If there was no short interest in the market at all, every-

body with a desire to sell at the same time, with orders coming from
the country and orders coming from the city, and everybody else

trying to sell at the same time, the price of that stock would break
very rapidly and there would be nothing to stay it. The short inter-

est stands there, and when they get a profit they buy in their stock,

and all the way down the scale they buy in stock on which they are

short. Therefore it is a great suj)port to the market, and it has

proved in times of serious break a very good support to the market.
Tlie Chairjian. Suppose you were to have received, at the time

when the common stock of the American Tobacco Co. was about to be
retired, an order to sell, to make a short sale of that stock, and you
found you could not borrow it that day, would you have executed
the order?
Mr. DE Aguero. No, sir.

The Chairman. You would not execute it unless you could borrow
the stock?

Mr. DE Aguero. I would not execute it unless I had a reasonable
idea that I could borrow the stock, because I would be putting myself
in a virtual corner.

The Chairman. You would watch out for that to prevent yourself

being' put in a corner?
]\Ir. DE Aguero. Yes.
Mr. Boyesen. You would make your transaction first and do your

borrowing afterwards ?

Mr. DE Aguero. I would not make the transaction at all until I had
reasonable grounds to believe I could borrow the stock.

]\fr. Boyesen. You might find out afterwards you could not bor-

row it ?

Mr. DE Aguero. Yes.
Senator Shafroth. In what proportion do the short sales compare

with the ordinary sales on the stock market ?
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Mr. DE Aguero. That is a very hard question to answer. I really

could not say.

Senator Shafrgtii. They are not half, are they ?

Mr. DE Agueeo. Oh, no. I could not even give an approximate an-

swer, because I have not anything to go on. I do not know, when a

man sells stock, whether he is selling short or has stock or is executing

an order for some man who has the stock.

Mr. BoYESBN. And in a great many cases you will never know ?

Mr. DE Agueeo. That is correct.

The Chairman. The committee will recess until half past 1 this

afternoon.

(Thereupon, at 12 o'clock noon, the committee took a recess until

1.30 o'clock p. m.)

AFTER RECESS.

The committee reconvened, pursuant to the taking of the recess,

at 1.30 o'clock p. m.

STATEMENT OF HJALMAE H. BOYESEN—Continued.

The Chaieman. You may proceed, Mr. Boyesen.
Mr. BoTESEN. We had seen this morning the consequences in the

way of making corners easier that might flow from the enactment of

section (c) of the bill.

Taking up, now, section (d),l ought to say for my clients that

we agree absolutely with the most rigid prohibitions against matched
orders, wash sales, or anything of the kind which tends to bring
about manipulation, and when Gov. Sulzer, just shortly after his

inauguration last year, sent for a committee of this exchange, I ac-

companied that committee to Albany, and we suggested the bill which
was enacted as chapter 254 of the laws of 1913, which does prohibit

manipulation by the devices named in this bill. There is, therefore,

as I say, no criticism of that provision, if one should accept the

theory that this legislation by indirection by the Federal Government
is a proper means of regulating stock exchanges and cognate subjects.

Turning, now, to section (e), on page 5 of the bill, the effect of

that section is to prohibit a broker, under any circumstances, from-

hypothecating any securities he has purchased for his customer for

a greater amount than the customer actually owes to the broker at

the time. I understand that under the laws of Massachusetts this

provision would not be effective, because under those laws the broker

is the owner of the security until the customer has paid for it in full.

But with us, in the State of New York, that is not so, and the broker

is regarded legally only as the agent of the customer.

In the first place, it may be said that it is very generally the cus-

tom in Wall Street to require, or to make a condition of opening an

account with a broker, an agreement by the customer that securities

may be rehypothecated. The broker almost always is called upon

to loan some of his own money to the customer, because he can not

borrow at his bank as much as the market price of a security less the

margin that his customer puts up with him.
-r -, . -, .

Senator Hollis. Eight there, it is general, as I understand, to

require about a 10-point margin?

30578—14 17
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INIr. BoYESEN. Yes.
Senator Holl!S. And how close can the broker borrow?
jMr. BoYESEN. About 80 per cent of the market value, as a rule,

I think.

Senator Hollis. Then, if the stock were worth $100 a share, the
broker would hu^e to adA'ance 90, and he could borrow only 80?
Mr. BoYESEN. Yes. There is a law on the statute books of Xew

York, chapter 500 of the laws of 1913. which is verj- similar to this

provision, except that it contains the words " except with the cus-

tomer's consent ;

" that is to say, it allows grown men to agree with
each other, if they so desire, that there shall be rehypothecation.
Let us take the case of a man who understands the plain meaning of
the English language and who does strenuously object to having his

securities rehypothecated. I have a client who goes abroad for long-

periods of time and he does object to having his securities rehy-
pothecated. He goes to his bank in New York and he s;iys to one of
its officers, " I will arrange to buy 10,0000 shares of United States
Steel common," and he borrows 70 or 80, or whatever per cent of
its market value he wants, and the bank is willing to loan. Then
he directs his broker to deliver the stock certificates to the bank. In
that case he has a single loan to himself—there is no danger of re-

hypothecation—and, of course, the stronger the bank the more abso-
lutely secure the man is in that transaction.
Senator Hollis. That is, he does not have a broker intervene at all ?

jNIr. BoYESEN. The broker buys the stock and makes delivery to

the bank for the customer's account and the broker earns and is paid
his commission, and there is exactly the same transaction that he
would have, up to the point of delivery to the bank. Then the

-^broker is out of it, instead of being on a note to the bank and rehy-

pothecating the securities. That is perfectly legitimate, and the only
•consequence to the man who objects to having his securities re-

nypothecated is that probably the banker will not allow him as big
:an equity, which is the equivalent of a margin in the broker's lan-

guage, as the broker will. In other words, the bank will, to use the

broker's term, require a 20-point margin, where the broker will, to

use the bank's term, require only a 10 per cent equity.

Senator Hollis. A man going abroad would not think he was safe

on a 10-point margin, probably, anyway.
Mr. BoYESEN. Possibly not. It would depend largely on the stock.

But there are some few people who do not wish their securities rehy-

pothecated, and they do business in the manner I have suggested.

Let us see what would be the result of absolutely prohibiting re-

hypothecating securities for an amount in excess of what was actually

due on them. I take it from what I have read that the practical work-
ing out of this provision would be that if I am a broker and deal

for 50 or 60 customers, I would have to make an arrangement with

my bank whereby I kept each particular customer's securities in a

particular envelope, with the customer's name and. the amount due

on each particular envelope. Of course, right here it would be

proper to say that it sounds like a very attractive idea, that a man
should be able at all times to go to his brokers, or to go to the broker's

bank, pay up his debit balance and demand and get his stocks. It

seems to work out practical justice, and if it were a practicable way
to do business, there could not be any objection to it.
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But let us assume, now, that this broker is dealing for a customer
who has an active account ; he may be carrying 100 different stocks,
and carrying them for a considerable period of time. Every time
the customer wants to withdraw a part of the margin, or deposit
which he has made the broker will have arbitrarily to alter on those
envelopes the statement of the amount due from the customer. Every
time those corporations pay a quarterly dividend he will have to rush
to the bank, or send some one to the bank, and mark down the amount
of the loan due. On 100 stocks he would have 400 trips a year' to
the bank to alter the amount due by reason of the receipt of dividends.
Every time his customer desires to draw a check on his account, or

to come m and say, " I want $100," the broker would have to rush to
the bank and readjust his loan. It would make business altogether
too burdensome and cumbersome to make it practicable.
Then, too, take this case : I say to a broker, " Here is $10,000. I

think the market is going up. You can buy me 100 Steel to-day, and
I will let you know what else I want afterwards." Mv broker could
not in that case, I having paid him $10,000, and the Steel being worth
perhaps $6,500, borrow on it at all. Then I order the broker to buy
another 100 shares of Steel, and he then can take both certificates to
the bank, assuming they are worth $13,000, and marks my name and
the amount of $3,000 owing on them on the envelope containing them.
Then I go out of town, and I telegraph him to buy me 100 Northern
Pacific. How is the broker to know how much is due on the Northern
Pacific, and how much on each of the two lots of 100 shares of Steel?
I go on transacting business that way, buying and selling. The broker
has no legal right, arbitrarily, to apportion the amount between the
loan on each security. I do not see how he could possibly do it, and
I have discussed this provision with bankers, who tell me that they
would not be willing to do a stock-exchange loaning business on any
such basis.

If you were protecting minors or incompetents, a regulation of this

kind might be proper, it seems to me. But where you have adult
human beings, most of whom know what they are doing when they
speculate or invest, and certainly know what they are doing when
they buy or sell securities outright, it does not seem to me that they
require any such paternal regulation as this. Assuming even that

every broker would say, " I will not do business with you without
your express consent to rehypothecate your securities," it should be

left to the customer to give or refuse such consent. The man who
objects to it can find in any city a bank that is perfectly willing to

accept delivery of most good securities, and to carry them on a 20-

point margin ; in other words, to loan 80 per cent of their market
value. Any bank will do it, and it seems to me that to prohibit the

other class of transaction, between adult human beings who under-

stand the nature of their acts and understand the plain meaning of

the English language, is an invasion of private rights that ought not

to be lightly entered into.

Senator Hollis. "Will you not, in a word, slate what evils have

actually occurred to investors from the lack of a provision like this?

Mr. BoYESEN. Senator, I will tell you an evil that occurred in my
own case, and I am sorry that it is true history. I discounted a note

with a broker, and gave him a certificate of stock standing in my
name and indorsed in blank, and the note was ultimatelv ;3aid. It



260 REGULATIOX OF THE STOCK EXCHANGE.

happened to be during the days. of the last panic. It was not my
note, but a note payable to me which I indorsed, and which my
broker was good enough to discount ; but I gave him cllateral, and
the broker failed. The note was paid, and I found that my collateral

was in the hands of the Mercantile National Bank in Xew York,

pledged for a loan very much larger than the amount of the note I

had discounted. The evil was that I had to buy the stock back, for

much more than I owed the broker, from the bank. In other words,

I was remitted to get my stock back" to the bank, which was an inno-

cent pledgee of the stock. The broker had permission to rehypothe-

cate, and he did rehypothecate.
Senator Hollis. And you had made that agreement with him?
Mr. BoYESEN. I had.
Senator Hollis. You Avere unforunate, but you did not object

because you knew him?
Mr. BoYESEX. Exactly. It was a nonbankable note. I would not

have taken it to a broker in the ordinary course of business, because

that is not a broker's business. I took it to him; I gave him per-

mission to rehypothecate, and he did rehypothecate. He was unfor-

tunate, and I shared his misfortune to some slight extent. Of course

the evil, if it can be called an evil, that this section is designed to cure

is what often happens if a broker becomes insolvent. If a broker is

insolvent it is. of course, always found that he has two or three big
bank loans, with everybody's securities hypothecated against them,
and the banks then sell out that collateral and turn over the balance,
if there is a balance—and there usually is some balance—to the bank,
and that goes to the general creditors pro rata, because none of them
are able, as a rule, to identify any particular security as belonging to

themselves.
Senator Hollis. I had this experience once: I was counsel for an

estate, and the deceased had bought outright several shares of stock
and had left them with his broker, and then the brokerage firm was
forced into insolvency, and when we went to get these shares of stock
we found that they had been hypothecated, and to avoid criminal
proceedings some of his friends got them and turned them over to us.

I suppose there was not a shadow of right there, even under the rule?
Mr. BoYESEN. That was grand larceny.
Senator Hollis. You would not claim anv right for anything of

that kind?
i\Ii-. BoYESEx. Absolutely not, unless the broker came to me and

said:

Here, yoii own tliese stocks outright. I would like to have ttie privilege of
hypotliecating tliem.

I might or might not lend him the securities for that purpose, as

I chose, and I might exact compensation; but certainly, in the ab-
sence of an agreement, he would have no right of hypothecating
stock owned by me outright. That has been punished as larceny in
Xew York, and I confidently assert that it would be larceny at
common law.

Senator Hollis. Probably it would be embezzlement?
Mr. BoYESEX. Yes. The next section, section (/), prohibits the

lending of securities pledged with a broker. That, in effect, pro-
hibits short sales. That is what it comes right down to. Securities,
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as to their custody, may be divided into three classes, broadly speak-
ing: First, those that the investors, the big insurance companies and
the banks, own outright and keep in their own names and always in
their own custody. Those are never in the market. Those" are
always in strong boxes in the owner's name, and they are not in the
market to be loaned. Those, of course, are a very large class—not
the largest, but a very large class. Second, we have those that are
owned outright by stock-exchange brokers, and those are the very
smallest class, because it is only the large banking and brokerage
houses in New York City that own a considerable amount of securi-
ties outright.

Si'iiatur HoLLis. "What do they own those for, for purposes of
loars^

]Mr. BoTESEN. They have capital, and this is a convenient way of
investing it. Some of the houses do own outright substantial
amounts of stock, but the average broker does not. The largest
class—I am classifying, now, as to custody, not ownership of securi-

ties—is the class of securities which is held and partly paid for in
customers' accounts, and those are the securities that figure in what
i\Ir. de Aguero has spoken of as the "loan crowd." That is to say,

when I have 100 shares of Steel common to deliver, having sold it,

and not b^ing possessed of the certificate myself, I go to the loan
crowd and borrow the certificate for 100 shares.

The whole matter of short selling was investigated very carefully
by a committee appointed by Gov. Hughes in 1909, and that com-
mittee was a committee of really rare organization. In the first

place, it received absolutely no compensation. It was appointed by
Gov. Hughes and asked to investigate all of the alleged evils of TVall

Street. It was composed of such bankers, business men, publicists,

and others, as Horace White, who was its chairman; Charles A.
Schieren, the well-known leather merchant; David Leventritt. who
had just then resigned fi-om the supreme court bench of the State of

New York; Clark Williams, who was State superintendent of banks:
John B. Clark; Willard V. King, now president of a trust company;
Samuel H. Ordway. a well-known lawyer; Edward D. Page, and the

late publicist. Charles Sprague Smith. They reported unanimously
that there was not an inherent evil in short sales, and even the Pujo
committee, whrse report is much more radical than that of Got.
Hughes's committee, finds that it is, in effect, no worse to sell a thing-

short, in the expectation of later repurchasing it cheaper than the

price at which you sold it, than there is in going long of a stock,

buying it with the expectation of later reselling it at a higher price

;

and I think we may take that to be axiomatic.

If you prohibit the lending of customers' securities you absolutely,

in enect. prohibit short sales, and you do one further thing that I
think it extremely dangerous, and I want to advert to it because
Senator Weeks this morning spoke of the possibility of selling with

a provision for delivery 10 days from date. Of course, anybody
who makes such an agi-eement is obliged always to make it at a

sacrifice from the market value—always.

Xow, please take the case of a foreign investor. Let us assume the

jase, for instance, of the French investors, and the banking syndi-

cates that subscribed to the St. Louis & San Francisco 5 per cent

bonds shortlv before the receivership of that road—a thing, by the
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way, that has done more to discredit American investments abroad

than probably any 'recent occurrence. When receivership was first

rumored there was a perfect flood of cabled orders to brokers on
this side to sell at the market stocks and bonds of the Frisco. Every
time a broker executed an order for a foreign house to sell a certifi-

cate of stock or a bond, he did it because he knew that he could rely

on the financial stability of that foreign house, and where it was so

stated, he could rely on the fact that there was actually in the mails

at the time an envelope containing the certificates for an equivalent

amount of stocks or bonds which the broker was ordered by cable to

sell. If the broker could not have borrowed that stock for delivery

to the purchaser, he could not have sold it, and if you enforce a

provision like this, you put the vast markets of London, Antwerp,
Berlin, and Paris 8 or 9 or 10 days behind this market in their

ability to have executed immediate selling transactions, and I do
not believe -that you will find that foreign bankers and foreign in-

vestors of judgment are willing to give domestic investors here that

advantage. I do not think it is fair that they should be asked to

do it, and I do not think they would do it if they were asked. Those
nations, whose cities I have referred to, are nations very fully de-

veloped. They are not on a large scale borrowing nations.

(The committee thereupon took an informal recess of 15 minutes
to respond to a call for a quorum on the floor of the Senate.)

Mr. BoYESEN. I was just saying before the interim that if the

lending of customers' securities were forbidden absolutely, irrespec-

tive of the customer's consent to such lending, it would, in effect, be
a prohibition of short sales, and you would put the European investor

under the necessity of waiting 8, 9, or 10 days after forming his

intent to sell before he could actually effect the sale, because, unless

the broker is able to borrow the securities for delivery the next day,

he can not sell them. I wanted to develop further the fact that the

great money-saving nations of Europe would certainly not be willing

to continue their investments and make new investments in American
securities under those conditions. We are still a borrowing Nation;
we are still a Nation which requires capital for its development, and
we have very large sums of French money and English and Dutch,
and to some extent Germany money, invested in American securities,

and it is a very desirable condition. If you make it impossible for a
broker to borrow certificates for delivery so that he may instantly

effect the orders he receives from Europe to sell, you will certainly

very greatly impair the European market for American securities,

if you do not altogether do away with it.

The provisions of section (g) we find no fault with, except that

provision in line 24, on page 5, which requires the members of the

stock exchanges to keep a record of the serial numbers of all securi-

ties. I shall ask Mr. de Aguero, the president of the Consolidated
Stock Exchange, to go into that more fully. In effect, that abolishes

the clearing houses, and I believe every member of this committee
would agree that it would be just as reasonable to abolish the clear-

ing houses in the several cities which the national banks and other

financial institutions use, and to require them to pay cash for every

check, as it would be to abolish the clearing houses of the stock ex-

changes. I want Mr. de Aguero, with the comrnittee's leave, to ex-
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plain ii little bit more fully the working out of section (g) and its

necessarily consequent abolishing of the clearing houses.

STATEMENT OF M. E. DE AGUERO, PRESIDENT OF THE CONSOLI-
DATED STOCK EXCHANGE, NEW YORK CITY.

Mr. DE Aguero. Mr. Chairman and gentlemen, the clearing house
is simply the medium that is used for the clearance of stocks. The
facilities offered for the clearance of stock in the clearing houses are
very much the same as the facilities offered to the banks in the clear-

ance of their credits and debits. A bank has not been required for
very many years to make a physical payment in cash or current funds
on every check that is drawn on that bank, and to ask them to do so

would be to upset all the machinery of the financial community in the

United States. The clearing house for the stock exchanges fills the
same position. The clearing house simply clears real transactions in

stocks; bona fide, actual transactions between the members of the
exchange. But, in order to effect a clearance, a settling price is es-

tablished each day, and all stocks, bought and sold, that are carried

over are brought to that settling price.

As an instance of the working of a clearing house, if I should have
1,000 steel on hand for Mr. Smith, of St. Louis, and during the

morning receive an order from Mr. Jones, of Chicago, to buy 1,000

steel, I would execute that order and buy 1,000 steel. Then, if dur-

ing the afternoon I got an order from Mr. Smith, of St. Louis, to

sell his 1,000 steel, I would sell it; and having bought 1,000 steel for

Mr. Jones, of Chicago, and sold Mr. Smith's 1,000 steel, I have made
two legitimate transactions on the floor of the exchange. In the

clearing-house sheet I would enter on one side the fact that I had
bought 1,000 steel and give the names of the people from whom I

had bought it. On the other side of the sheet is the other transaction

of 1,000 steel sold, and I would give the names of the people to whom
I had sold it, and the prices. That sheet goes into the clearing house.

I have 1,000 shares of steel in the bank for Mr. Smith which I trans-

fer to the account of Mr. Jones and the transaction is complete. In

that case I have the numbers of the transaction for Mr. Jones, because

I have bought and received the stock; but I have not the specific

serial numbers of the specific 1,000 shares that I bought for his ac-

count, although I am making a real deposit of 1,000 shares to his

account.
Now, let us go beyond that. I have explained to you ho^v ea.-ily

ration—is owned by" foreigners it would still be American, and why
house. I will take "the old-style method in exactly the same transac-

tion. I would have had to recei\e, for the account of Mr. Jones, of

Chicago, 1,000 shares of Steel from the people from whom I had

bought that stock. We will say the value was $66,000, and we will

say my account in the bank would not allow me to draw $66,000

cash without effecting a loan at the bank. I would have to go to the

bank and tell them that I proposed to receive 1,000 Steel and wanted

to draw on the bank for that amount. Under the oldest plan of all

the bank would say, "All right." Now they can not ; they must make
a day loan. I would have to make a day loan at the bank, receive

my 1,000 shares, and pay $66,000 for it. I Avould deliver the other
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1,000 shares to the people to whom I had sold the stock. Per-
haps some of those people Avould have to make a day loan with their

bank, swelling the loans of the banks. Sending of that stock through
the streets to be delivered to the different offices is done at my risk,

iind the risk of the other man is sending the stock through the

streets to be delivered to me.
To sum up, the clearing house, as I stated in the first place, is

simply the medium to facilitate real transactions. The clearing

house covere up nothing. The clearing house does not give any ad-

vantage to the man who u'ishes to manipulate stocks, if you say he
does do it to-day. The clearing house does not have anything to do
with the so-called wash sales and matched orders. It is simply a

machinery for the advantage of the members of the exchange.

To go beyond that, to require the serial numbers on all these cer-

tificates, would mean the abolition of the clearing house, would
mean throwing the machinery of the financial world back 2o years.

The Chaie:\[An. I do not think I understand that.

Mr. DE Agueeo. You do not?
The Chairman. No, sir.

Mr. DE AouEEO. Perhaps it is a little complicated.

The Chaikman. When you buy 1,000 shares you, of course, would
have the certificates delivered to you.?

Mr. DE Agueeo. Yes, sir.

The Chaieman. Is there any reason why you could not then take

off the serial numbers of those certificates ?

Mr. DE Agueeo. I would have them delivered to me if it was ex-

clearing house.

The Chairman. Outside of the clearing house (

Mr. DE Agueeo. Yes.

The Chairman. But through the clearing hou^e yen do not have
the certificates delivered?
Mr. DE Agueeo. Yes, sir; I do have the certificates delivered to me.

but not by the man who sold them to me, necessarily, because, we
will say, the man who sold me that stock has sold 1,000 shares short;

just for the sake of argument, there is some man in the clearing

house who is going in to deliver, we will saj^, 10.000 shares of Steel.

That is the slip he puts in

:

I wish to deliver 10,000 sliares of Steel.

The Chairman. In other words, the action of the clearing house
involves a number of transactions?
Mr. DE Agueeo. Yes, sir.

The Chairman. And they strike a balance and deliver the balance
to you on that transaction?
Mr. DE Agueeo. From the ultimate receiver
The Chaieman (interposing). And for that reason you have no

occasion to deal with these intermediary steps, but you only deal

with the balance?
Mr. DE Agueeo. That is it.

The Chaieman. And receive it, and therefore it is impossible for

you to keep the run of all these certificates that might be involved,
because, in point of fact, you do not deal with them but only with
the balance; is that right?
Mr. DE Agueeo. Yes, sir. I am the ultimate receiver, and the man

delivers it to me. He delivers to me 1.000 shares of stock, reccivinq;
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my name fi-om the clearing house and I receiving his name from the
clearing house, because I have gone in to receive and he lias gone in
to deliver so many thousand shares of Steel.

Senator "Weeks. And, if you sell at a higher price than you buy,
then you receive a check for the difference?
Mr. DE Aguero. If my sheet is even

;
yes, sir.

Senator AA'eeks. And if you buy at a higher price than you sell

for, do you pay a check?
Mr. DE Agveeo. For the difference; yes.

Senator Weeks. That is, you send a check along with your clear-

ing sheet?

Mr. DE AouEiio. "With my clearing sheet; precisely.

The Chairman. Can you not take this bill and make memoranda
upon the bill of the objections that occur to j'ou, and where it may be
remedied, as far as you can see, and suggest a remedy that would
cover it?

Mr. DE Agtjbro. I will try to do so. I should be very happy to

do so. That is what we are- trying to do now.
The Chairmats". I, of course, understand that ; but I wanted to

have some concrete record made of your views, both as to amend-
ments and as to objectionable features that can not be amended, in

your opinion, with the reason that suggests itself to you.

Mr. BoYESEisr. We will be very glad to do so in revising our brief,

which we will file next Wednesday with the committee.
Mr. DE Aguero. Is there anything else on this question of serial

numbers in connection with the clearing house that you wish to ask?
The Chairman. No. I will now have to ask to be excused, as I

have to leave the city.

(Senator Hollis thereupon took the chair.)

Senator Hollis. The committee has not anything- further to ask,

as far as I know. Is there anything more to offer ?

Mr. DE Aguero. Not on the question of the clearing house just at

this moment.
Senator Hollis. Then, will you proceed. ^Ir. Boyesen?

STATEMENT OF MR. HJALMAE H. BOYESEN—Continued.

jMr. BoYESF.x. I think perhaps it should be said that members of

stock exchanges do habitually keep, and !is a matter of ordinary

business furnish their customers with, every record required in sec-

tion (,17), except the serial numbers of the securities, which jNIr.

de Aguero has shown that it would be impracticable to keep without

abolishing the clearing houses, because the serial numbers are not

known. A statute was passed in 1913 in Ncav York, chapter 593^

in which these requirements, other than as to the serial numbers,

were made, and the requirement was that a broker must deliver these

statements to his customers, and a refusal to do so was penalized.

The serial-number feature of this section, therefoi^e, is the only

criticism we have of it, if the principle be accepted that the whole

matter is one for Federal legislation by indirection.

The provisions of section (A), I must confess, were very surpris-

ing to me. Bv those provisions a broker is required to exact from

his customer in cash before executing his order not less than 20 per

cent of the marlcet i)rice of the stock. The Senator from Minne-
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sota the day before yesterday referred to Wabash common selling

at $3 per share. Obviously under the provisions of section (A) the
broker would not be required to exact of me more than 60 cents a

share, or three-fifths of one point, which any broker would tell you
would be a ridiculously inadequate margin. But let me, instead,

take such an investment security as Great Northern preferred, sell-

ing around 140, and the broker would at once have to exact from me
$28 a share, or 28 points—something over 46 times the margin he
Avould have to exact on the comparatively worthless stock.

Senator Hollis. Senator Weeks suggests that this provision is

" not less than 20 per cent." Of course he could require much more
if he wanted to.

Mr. BoYESEN. He could require full payment in cash if he wished.

Senator Hollis. Your point is that if he followed the letter of this

it would not give protection in certain cases ?

Mr. BoYESEN. Yes; and it would have the result that the specu-

lators would all be driven to the lowest-priced securities. It would
put a premium on speculation in the kind of stocks in which it is

least safe to speculate. There can not, it seems to me, be any rela-

tion between the market value of a security and the amount of margin
which a broker should prudently require of his customer.

Senator Weeks. The real purpose in putting that paragraph in

the bill is to prevent business being done on what are known as
" shoestring margins."
Mr. BoYESEN. I suppose so.

Senator Weeks. That is to limit, as far as may be, wildcat specu-

lation. It is not intended at all, as I understand it, to restrict the

amount of margin which a broker can require, and he will follow
whatever he thinks is prudent in that respect. The criticism which
I should have of it, if any, would be that very much business is safely

done on a less margin than that. For instance, you would not require

a 20 per cent margin if you were buying Government bonds; no
broker would. And quite likely you would not require 20 per cent

margin if you were going to buy city of New York bonds or any other

fcimilar high-grade securities, and in such cases I should think that

the margin proposed heio would be much more than ordinary pru-
rience would require, while it certainly ought to be required in the

case of dealing in highly speculative stocks.

Mr. BoYESEN. I was coming to that, but you have put it much
better than I could have done, and I will omit saying that very
thing. I concur fully in that statement, and my whole idea of this

section is that a broker has every human motive of self-interest to

require adequate margin. That margin has no relation—I will not
say no relation whatever—but at any rate not a necessary relation

to the market price of the security. A broker would be safe on a 2-

point margin with a Government bond, and it has been proved that

he was not safe on a 50-point margin in Columbus and Hocking Coal
& Iron and some few other stocks.

Senator Hollis. You said a while ago that the usual margin is

a 10-point margin. There are doubtless some brokers who will

carry stock on a less margin, will they not?
Mr. BoTESEN. Yes.

Senator Hollis. Is that contrary to any rule of the stock ex-

change ?
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Mr.. BoYESEN. I believe it is not. Is it, Mr. de Aguero ?

Mr. DE Aguero. There is no rule on the subject.
Senator Hollis. Are those men regarded with suspicion at all ?

Mr. BoYESEN. The appropriate committee exercises supervision
ever the conduct of all exchange members, and looks at their books,
and, if there is an occasion to do so, examines the members of the
exchange, and a house found to be doing business on slim margins
would be considered doing an act detrimental to the interest and
welfare of the exchange, and its exchange members would be dis-
ciplined.

Senator Holdis. That would be adistinct bid for business, I should
think.

Mr. BoYESEN. Yes; and for the least desirable kind of business,
from the public's and from the exchange's standpoint.

Senators Weeks. It is customary, is it not. for brokers to take as
much margin as the banks will ask when the stocks are hypothe-
cated with the banks?
Mr. BoYESEN. I do not think it is customary. Senator, to ask

quite so much. I think the New York banks, as a rule, loan about
80 per cent, so I have been told, of the market value of the stock, and I
think customers, as a rule, expect to buy, paying only 10 per cent,

leaving 90 per cent unpaid for. So there is really no hard-and-fast
rule.

Senator Weeks. It depends altogether on the financial responsi-

bility of the broker?
Mr. BoYESEN. Exactly.
Senator Weeks. If he has ample funds, he may see fit to carry a

customer for less margin than the banks require of him, but if his

funds are exhausted he must require as much margin as the banks
will require of him?
Mr. BoYESEN. Exactly. It seems to me a matter that ought to be

left between the customer and his broker.

Senator Nelson. You say the banks loan 80 per cent?

Mr. BoYESEN. That is very customary, to loan about 80 per cent.

Of course, vou understand, there are certain kinds of collateral looked

on with disfavor, on which a bank would not be Avilling to loan

anything like that. I am speaking now of the standard investment

issues.

Now, with respect to section (i), which is the last of these let-

tered sections in the bill, found on page 6, line 15, and ending on

page 7, line 3, the purpose of the first part of the section, down to

the words " such sale," on line 19 of page 6, I do not think anyone

could have any quarrel with. I think people generally believe that

for a director or officer of a corporation to sell the securities of that

corporation short on inside information is very wrong, and I believe

that people generally think that there have been occasions—not fre-

quent ones, but there have been occasions—when that has been done,

and if we should accept the principle that this matter is one for

Federal regulation, then I can not conceive of anyone's objectmg to

prohibiting inside officers or directors from selling their securities

short. If a man wants to trade in that way, he ought to resign from

the institution which puts him in a position to get that inside infor-

mation. But here, again, you penalize the exchange and its members

for misconduct of others.
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Now, with respect to the balance of the section, I can not bring
myself to see proper justification for it. I am speaking now not

from the standpoint of the stock exchanges altogether but from the

standpoint of an individual. This would require an officer or direc-

tor who desires to purchase, even outright, or to sell outright any
stock that he may own to give previous written notice to the direc-

tors and to convene a meeting at which there shall be entered such
notice on the minutes.

In the first place, in any kind of a purchase or sale of stocks, bonds,

or commodities, it is a distinct disadvantage to the purchaser or

seller to have it generally known how much and what he wishes to

buy or sell, and it seems to me it penalizes the officer or director to

a very great extent to require him to disclose v>'hat is the amount of

his intended purchase or sale, and what its character is, because that

puts intending sellers or buyers in possession of the knowledge that

the director or officer is going to" purchase or sell and they exact a

higher price or pay a lower price as the case may be. Another
thing, from the standpoint of the legislature, it seems to me, it would
be absolutely impossible to extract any good from a provision such

as the last half of this section (i), because I might keep permanently
on file, if I were a director or officer of a corporation, and keep on
the minutes a notice of my intention to purchase 50,000 shares, or

notice of my intention to sell 50,000 shares, or both such notices, if

you please, and no human power could compel me to execute that

intention or any part of it.

You would have practically a dead letter on the statute books,
because am' director who desired actively to buy or to sell would
simph' keep his notices on file and keep them entered in the minutes.

You would find directors very generally who wished to carry on
transactions of that kind handing the secretary a notice directed to

the board and having it entered on the minutes. How are you going
to make a director actually buy or sell the 50,000 shares? It would
be a dead letter. I think it is extremely objectionable. If it is taken
sincerely and complied with in its spirit as well as in its letter it is a

very serious penalty to put an officer or director under, to require

him to disclose his intention to bu}' or sell, because he will pay more
or get less as the case may be if he does make such disclosure, and
it seems to me that from the standpoint of the legislature it is a mis-
take, because it is not enforceable; it is a kind of legislation that is

not enforceable.

We come, now, to section 2 of the bill, and I shall not have much
to say to your committee about that or about the other sections of the

bill. If we should accept the principle that such legislation as this

is constitutional and that Congress can do indirectly through the

post-roads and post-offices clause of the Constitution what it is en-

tirely without power to do directly, and may seize on the post office

as a peg upon Avhich to hang such legislation, then, I suppose, the

provisions of section 2 and the rest of the bill are appropriate.
But we feel that this entire subject is one for legislation by the

States, and that the State of New York stands firmly on this propo-
sition, the State where the largest stock-exchange transactions go on,

is shown by the enactment in a single year, the year 1913, of the fol-

lowing laws affecting stock exchanges, stock brokers, unfair dealings,
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and cognate subjects
: Chapters 500, 592, 593, 236, i77, 475, 476. 254,

and 779. ^
. >

Senator Nelson. Can you give us a brief statement of what each
of those laws covers ?

Mr. BoYESEX. 1 will bo glad to, although I haven't the text of the
laws before me. Chapter 500 prohibits transactions by brokers after
insolvency, and likewise prohibited the hypothecation of a customer's
securities upon which the broker has no lien, or for a greater amount
than the amount of the lien, without the customer's consent, and made
violation a felony.

Chapter 592 prohibits trading by a broker against his customer's
orders ; that is to say, if I order a broker to buy me 100 shares of stock
he must not immediately sell 100 shares of the same stock for his own
account; he must not cross my order. The violation of that is also
made a felony.

Chapter 593 requires brokers to deliver memoranda giving the
names of the persons with whom a transaction has been had on the
customer's behalf, the amount paid or received, as the case may be,

and a statement of the hours between which the transaction took
place. That is, you would say " between 10 and 11," or " between 11
and 12," as the case might be. And it makes it a misdemeanor for a
broker to refuse to give such memorandum if he is requested to do so
by the customer. That, incidentally. Senator, is now, it seems to me,
or will be, a very valuable law in connection with the enforcement
of any antibucket-shop law, because you can go and make the bucket
shopper gi'^e you a statement, with the name of the person with whom
the transaction is supposed to have been had, and then you can sub-

poena that person and make him testify that no such transaction took
place, whereby you catch your bucket-shop man. But it is also useful

and entirely proper in ordinary, every-day business. It is the kind
of information that a customer is absolutely entitled to.

Chapter 236 substantially enacted—and I do not know why it was
not enacted before—the recommendations of Gov. Hughes's com-
mittee made in 1909 with respect to immunity of witnesses in bucket-

shop cases, and in other respects making the antibucket-shop law
more stringent and more readily enforceable.

Chapter 477 prohibited discrimination between the members of

one exchange and the members of another. That is to say, it did

not modify my common-law right to refuse to do business for anyone
on any ground at all, except that that person was a member of a rival

organization. The law did not say " You must do business with

everybody," but simply " You shall not refuse to do business with a

man on the ground of his membership in a competing organization,"

and upon the enactment of that law the New York Stock Exchange
repealed its regulation prohibiting transactions for members of the

Consolidated Stock Exchange, and such transactions now go on

freely, and the two exchanges are, I think, in entire accord. At least

my client has neither criticism nor complaint to make.

Chapter 475 makes the issuance of false statements or advertise-

ments with respect to the value or with respect to the facts affecting

the value of securities, I think, a felony, but if my memory is wrong,

in any event it penalizes it.

Chapter 476 makes it a felony to report or publish or transmit

news of fictitious transactions in securities.
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Chapter 254 makes it a felony to manipulate the prices of securities
by means of fictitious transactions or transactions whereby a bona
fide change of ownership is not effected. That, I think, is substan-
tially similar to the provision with respect to the manipulation of
stocks in this bill of Senator Owens.
Those were enactments made after lengthy hearings by the New

York senate and assembly codes and judiciary committees in joint

session, and they considered a great deal of other legislation. The
legislature defeated a bill to make incorporation of exchanges com-
pulsory. They defeated a bill to prohibit short sales, and they de-

feated various other ill-considered so-called ""stock-exchange " legis-

lation. I know it is the feeling of the Legislature of the State of New
York that it is the proper body to regulate and to legislate with re-

spect to stock exchanges, and while I have here gone into the merits
of the bill, I do want, in conclusion, to state that it is my belief that

this bill seeks to do by indirection a thing that Congress has no
power to do directly, and that it is the most radical proposed in-

vasion of State rights with which I have ever become familiar.

Senator Nelson. Aside from the constitutional question, do you
think there would be any other baneful effects following from it?

Assuming constitutional scruples were out of the way, would it af-

ford us a remedy?
Mr. BoYESEN. I do not believe it would.
Senator Nelson. Would it give the public a remedy ?

INIr. BovESEN. I do not believe it would, Senator Nelson. I have
pointed out a number of features in which it is so utterly unwise as

to be incapable of curing. There are other features of it which rep-

resent sound economic ideas, and it could be so amended as perhaps
to accomplish a good object without unduly harming trade condi-

tions which we all went to keep. We all want to keep our business in

American securities.

Senator Nelson. The radical phase of the exchange, it seems to me,

is that they permit the listing of what we call, in common parlance,
" watered sstock," stock that is practically of a fictitious or manu-
factured value. I think that is the root of this whole difficulty.

Mr. BoTESEx. There are undoubted instances of the listing of

watered stocks.

Senator Nelson. And the stock exchange ought to adopt some
stringent rules in that regard. For instance, when the Steel Trust
first made application to have their stocks listed, they never ought to

have listed that common stock. They might have listed the preferred

stock and the bonds, but the common stock at that time was un-

doubtedly all water. They should have discriminated for the pro-

tection of the public. They owe a duty to the public as well as to the

speculators and the stock brokers. They should have said to the

Steel Trust, when they applied for that listing, " We will list your

preferred stock, but not your common stock. That common stock

does not represent any value or investment. It is all speculative.

You may, in the near future, be able to make that of some value by

dealing with the public enough to make it pay a dividend, but at

present it is pure water, and we can not list that stock." If the ex-

change would do something of that kind, we would all say, "God
bless it."
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Senator HoLLis You recognize the value of these Xew York
statutes which you have mentioned, do you not, and as a Avhole they
a 1*6 W1S6 ?

"^

Mr BoYESEN. I think, as a whole, they are wise, and I think theymight even be supplemented m some respects. In other words I
have never taken the attitude, and neither has any governor, so far
as I know, of the Consolidated Stock Exchange, that because we
penahze certain things m our by-laws and constitution, our penalty
ought to be exclusive. If we think an act is wrong, then the statute
should inflict a penalty also, if it is in fact wrong. There is no more
reason why expulsion should be an exclusive penalty for a broker
who, for instance, misappropriates his customer's funds, than there
IS why disbarment should be the exclusive penalty for a lawyer o-uiltv
of embezzling his client's funds. The lawyer, notwithstanding dis'-
barment, goes to jail, and so should the broker, notwithstanding ex-
pulsion from a stock exchange of which he has been a member.

Senator Hollis. You say these laws do not apply outside of the
State of New York; therefore, your competitors in Chicago, St. Louis,
and Philadelphia, for instance, are doing business perhaps on terms
that give them broader latitude than you have in New York ? Why
would it not be for the advantage of New York that those laws, in
so far as they are wise, should become national in their scope and
thereby place you all on an equal footing?
Mr. BoYESEN. I can not see any objection to enacting as a Federal

measure the laws on this general subject now on the statute books of
the St^te of New York, other than the objection that it is an invasion
of States' rights, it is not a Federal matter, and that you would thus
seek to do by indirection what you are in effect expressly prohibited
from doing directly. I think this bill relates wholly to powers re-

served to the States, and I doubt its constitutionality very seriously.

Senator Hollis. Ycu are familiar with the fact that the Louisiana
lottery was finally beaten by this very measure, and in the only way
apparently that it could be beaten, and the constitutionality of that
law has been upheld?
Mr. BoYESEN. Yes, Senator.
Senator Hollis. And therefore the proponents of this measure

think this law will be upheld?
Mr. BoYESEN. But is not the distinction this, that in the lottery

cases, the Jackson and the other cases, the Government was sustained

in its position that it would not lend the aid of the post office in carry-

ing on a fraud, something that is absolutely and unqualifiedly pro-

hibited as evil and that the legislature had found was bad? The
courts then later said they would draw no distinction between malum
prohibitum—that is, an evil forbidden—and malum in se—tl at is.

something that is evil of itself, wrong under the common law. I

think that is entirely sound. The Government is not required to

lend aid to any fraudulent transaction, whether it be throuo'a the

mails or through any other instrumentality. But that is not going

so far as to say that the Government may deny to one class of citizens

access to the mails, and grant it to another class, both transacting

the same business, the former being refused because it has not elected

to do business through a corporation, and the latter being granted

permission to use the mails because it has so elected.
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Senator Hollis. Of course the answer to that would be that the
Government is not obliged to transfer anj' one's mail matter, and it

can make any such conditions as it wants to.

Mr. BoYESEN. I would very much deprecate any such holding by
the Supreme Court of the United States, but of course we shall all

have to bow to it.

I thank you very much, gentlemen of the committee.
I Avill ask Mr. Budd, foi'mer president of the Consolidated Stock

Exchange of New York, if he has anything he cares to say to sup-
plement my remarks.

STATEMENT OF OGDEN 0. BUDD, EXPRESIDENT OF CONSOLIDATED
STOCK EXCHANGE OF NEW YORK.

Senator Hollis (presiding). Will you give to the reporter your
name, residence, and your business?

Mr. Budd. My name is Ogden D. Budd. My office address is 50
Broad Street, New York. I am a stock broker.

Mr. Chairman and gentlemen of the committee. I have very little

to say. I do not believe I shall trespass upon your time to exceed

10 minutes. Our counsel, jMr. Boyesen, has covered the case so fully

from the legal standpoint and from the practical standpoint also,

tJiat there is very little left for me to say. The president of the

Consolidated Stock Exchange has gone into the matter of the prac-

tical questions from the standpoint of the executive of the exchange,
and from his practical knowledge of exchange matters extending
OA'er a period of 30 j'ears or more.

I speak from the standpoint of the commission l^roker. I have
been a member of the exchange for 28 years, and dviring all that time
I have been a commission broker. I have never traded myself at

all, so that I speak from the standpoint of a commission broker.
There are one or two things that have occurred to me to add to

what has been stated. In relation to section (e) of the bill, regard-
ing the hypothecation of securities for more than the amount due
thereon, I merely wish to add this, that possibly Mr. Boyesen did
not bring out strongly enough the idea of the members of the ex-

change that the section would be absolutely satisfactory and wel-
come to the members of the exchange (if any bill is to be passed),
provided the words " except with the customer's consent " were
placed in the section. In other words, a provision similar to the law
of the State of New York passed last year in relation to this matter
would not only be welcome, but would commend itself to the members
of the exchange, in relation to the hypothecation or rehypothecation
of securities.

The last part of section (g) was not touched upon at all by Mr.
Boyesen. That is in regard to the inspection of books by the repre-
sentatives of the Postmaster General. We have discussed" that among
ourselves and with' Mr. Boyesen. From the standpoint of the com-
mission broker, the layman, it seems to me that this would not be
a proper and wise provision to confer upon the Postmaster General
or his agents. Perhaps we base our opinion of the section upon the

views and ideas given to us by counsel as to the constitutionality of

it. It may be, as long as I have touched upon it, Mr. Boyesen will

want to add something to what I have said when I get through.
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The officials and committees of tlie exc!i;inge have tlie iiecessarv
power, and wield it all the time judiciously and as se\erely as is

necessary. It seems as if the right of iiispectioji of boolvs in a
way that might develop things that could incriminate persons
mvolved, should be left with the governing body of the organization
to which such persons belong and to the rules which they have all
subscribed to and agreed to conform to when they joined the organ-
ization.

Senator Weeks. Mr. Budd, let me call your attention to this: The
country, generally speaking, thinks there "is a great deal of evil aris-
ing from stock-exchange transactions and that the brokers are re-
sponsible for that evil, and the argument 30U are making now is

that these men whom the people of the country think are responsible
for such evils shall be the corrective agents of their own misdoings.
That is really the substance of what you are arguing. How are we
going to satisfy the public sentiment with any such solution of the
question ?

Mr. Budd. .Senator Weeks, I think public sentiment should be
satisfied, and something should be done to conform to the public
\'ievv and idea on the subject.

Senator Weeks. I am not expressing my own views. I am ex-
pressing what you must know are the views held by the average
citizen.

Mr. BuuD. I agree with you. /vre you askint^ me a questicm now
in any I'espect ?

Senator Wekks. I am calling thai, to your attentidii. or an answer,
or something of an answer, to the argument which you have been
making, and indicating to you that if you have anything further to
say on that point, you ought to add it.

Mr. Budd. If I had anything definite in mind as to how it could
be done, I would like to give it to you. I really brought this matter
up because Mr. Boyesen introduced me so promptly that I did not
have a chance to talk to him, and perhaps he can answer this better

than I can as to some proper constitutional way to effect what is

undoubtedly desirable and which, I feel, equally with yourself,
w^ould be a desirable thing to do.

In mentioning the supervisory powers of committees I recognize
that what you say is true. The corrective power is with the parties

who are more or less, in the minds of some people, under suspicion,

to say the least, and yet if they exercise their functions properly they
are, without doubt, the best parties to correct any evils that may
exist. However, I entirely agree with your suggestion that what-
ever can be done to cure the evils that have existed, or that may
exist, and to satisfy the public demand for such correction, should
be done, and we would welcome it. I just have one suggestion with
reference to paragraph A, in regard to the minimum 20 per cent

margin. Senator Weeks spoke of the fact that the financial respon-
sibility of the broker entered into the question very often, and that

if he had ample funds he would be willing to supply the difference

and take an account on perhaps less than 20 per cent. I think that

contrarywise the financial responsibility of the customer often weighs
very largely with the broker. It must, and it does. I laiow this

from practical experience. We can see it in just a sim^jle illustra-
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tion. If a man of undoubted wealth and standing and reputation
Were to give an order to his broker to buy 5,000 shares of Steel and
say to him, " I am going to take this stock up and pay for it in full

in two weeks ; in the meantime, I wish you would carry it for nie on a

10 per cent margin as that is all the ready money I have now, but I
am engaged in selling some real estate, or some outside securities,

and at the end of two weeks I will have more than enough to pay
for it in full," would it not be rather a hardship for the broker to be
obliged to say he could not take that order on what is a conservative

basis in many senses, namely, a 10 per cent margin ? He knows abso-

lutely the responsibility of the customer in question is beyond doubt.

Mr. BoTESEN. There should be pointed out that the broker is the

only human being in the world who is prohibited under this section

from making such.a transaction. Any bank, any trust company, any-

body else but the broker can make a loan on any terms he pleases.

That is certainly an objectionable feature, it seems to me. If it is

wrong for the broker to do it, it ought to be wrong for the wide
world to do it.

Mr. BuDD. "We have no fixed rule, as Mr. Boyesen said, regarding

margin, that a member tf the Ccn.-olidated Stock Exchange, who acts

as a commission broker must require, but as was intimated by Mr.
Boyesen, the exchange constantly supervises that particular in the

daily life of its members. I have the honor to be the chairman of

the committee on ways and means, which is the committee that has

charge of all such matters, and have been for two years. We have
many times investigated members' books with the sole idea of seeing

whether they were exacting margins that were sufficient to be safe and
conservative in the view of the authorities of the exchange. In cases

where we have found they were not doing so, we have simply arbi-

trarily told them they must not take accounts on dangerously small
margins, that they must exact more margin, ample and sufficient and
safe, or—well, they knew what the alternative was. A charge would
be presented against them for conduct detrimental to the interests of
the exchange, or even a more serious charge might be presented. I
spealc of this only to show the exchange is constantly looking out and
is wide-awake and on the alert to see that commission brokers do not
take accounts on dangerously small margins.

Eeference has been made to trading against the orders of a cus-
tomer, the act being forbidden by one of the statutes passed by the
Legislature of New York last year. I merely want to say on that
subject that we have had a rule in the by-laws of the Consolidated
Stock Exchange for many years making that act a misdemeanor and
an offense punishable by expulsion. We have viewed this point
strongly; we have felt that the relation existing between broker and
customer was such that the broker must maintain the position of an
agent only and serve the interests of his client, and we have con-
tended that he would not be so doing if, after receiving and executing
an order to buy 500 Steel, he immediately sells it out for his own
account. We have had a distinct law on our books for many years
prohibiting this thing, under penalty of expulsion.

Senator Weeks. Have you ever expelled anyone under that rule?
Mr. BuDD. Yes, Senator Weeks, we have.
Senator Weeks. Do you expel for the first offense, or do you warn

the members?
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Mr. BuDD. That depends on all the exigencies of the case, Senator
Weeks.

Mr. DE Agueeo. I would like to answer that, and say very rarely.
As a rule, when we get the right evidence that a man has been con-
travening that law we expel hi'm for it. He knows the law. It is

read to him and handed to him wlien he becomes a member. Every
time any man becomes a member we hand him a card with those laws
on it and tell him they are on there, and if he does not olbey the law
we expel him for it.

Senator Weeks. Will you file with the committee the names of
those who have been expelled from the Consolidated Stock Exchange
since 1900 and the offenses for which they were expelled ?

Mr. BoYESEN. Gladly. We will give you any information you
desire. (See Exhibit H, Appendix.)
Mr. BuDD. There is only one other matter to which I wish to refer.

There was a statute passed last year by the Legislature of New York
requiring brokers to give notice to their customers of all trades in a
duly regulated form. I merely want to say that that, too, has been a
law of the Consolidated Stock Exchange, for the violation of which
severe penalties were irajDOsed, long before the Legislature of New
York passed that act. We had no such permissive clause in it, or
such possibly permissive clause as the one in the statute that says
"On demand the broker shall furnish to the customer the notice,"

etc. We have made it absolutely obligatory upon the broker to fur-
nish the notice to the customer within 24 hours, giving the full par-
ticulars of the trade.

I might say, without undue credit, that the Consolidated Stock
Exchange was very largely instrumental in getting almost all of the
bills, to which counsel has referred, passed by the Legislature of the
State of New York.
Mr. BoYESEN. In conclusion, I want to express the thanks of the

Consolidated Stock Exchange and my personal thanks to the com-
mittee for hearing us so fully. As Senator Owen made this morn-
ing a suggestion that we treat in our brief the matters which we
think, if we should accept the principle of Federal legislation and
regulation, would be proper and would afford remedies, I will ask

leave of the committee to file briefs at some time during the coming
week, inasmuch as my brief is not in quite that shape at the present

time.

Senator Nelson. I wish you would take a copy of the bill and

write into it those changes and amendments. Assuming that the

principle is applied, giving power to the Post Office Department,

then put in all the suggestions and changes you think proper in re-

spect to the other matters.

Mr. BoYESEN. I shall be glad to do that. We had some construc-

tive suggestions which I will also put in that brief, but which I will

not go into at the present time. I suggested yesterday that I file a

copy of the constitution and by-laws of the Consolidated Stock Ex-

change, and I would like, with one word of explanation, to j&le our

listing requirements also. That word of explanation is this, that

the Consolidated Stock Exchange accepts and admits to its own list

the securities of corporations which have been previously listed on

the New York Stock Exchange. I think that fact is a proper one.
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because we hare the fullest measure of confidence in their listing

requirements.
Senator Weeks. That is true of the other exchanges ?

Mr. BoTESEN. It is generally true.

Senator Weeks. The London Exchange does the same thing?

Mr. BoYESEN. It does, without making any independent investiga-

tion. In mining stocks and securities not listed on the New York
Stock Exchange the Consolidated Stock Exchange makes its inde-

pendent inquiry.

With your permission, I will file a copy of the constitution and by-

laws of the Consolidated Stock Exchange, together with the form of

statement required from a company desiring to list its securities, both

the industrial corporations and the mining companies.

Senator Hollis (presiding). You may file those with the clerk.

(See Exhibits I and J, Appendix.)
The committee will now stand adjourned until next Wednesday

morning at 10.30 o'clock.

(Thereupon, at 3 o'clock p. m., the committee adjourned until

Wednesday, February 11, 1914, at 10.80 a. m.)

WEDNESDAY, FEBRUARY 11, 1914.

Co^Nt^riTTEE (IN Banking and Curkency,
United States Senate,

Was/iinffton, D. C.

Pursuant to notice, the committee met at 10.30 o'clock a. m.
Present: Senators Owen (chairman), Hitchcock, Pomerene, Nel-

son, McLean, and AVeeks.

The Chairman. The committee will come to order. Mr. Milbum,
whom will you call first ?

Mr. MiLBURN. Mr. White is here, and we would like to offer him
to make such statements as he desires.

The Ghaiebian. We shall be very glad to hear from Mr. White.

STATEMENT OF HORACE WHITE.

Mr. White. Mr. Chairman and gentlemen, I am here not as an

advocate of anybody or anything. I am willing to answer any
questions that you choose to put to me.

Senator Weeks. I suggest that as Mr. White was a member of the

Hughes commission he be asked about that commission and the rec-

ommendations made and what the results have been.

The Chairjean. We will be pleased to hear from you on that sub-

ject, Mr. White.
Mr. Whii'e. About the beginning of December, 1908, a gentleman

called at my house in New York and said Gov. Hughes was appre-

hensive of some ill-considered leirislation at Albany during the ap-

proaching session of the legislature, and that he desired to have the

subject of the stock exchange investigated by a committee of disinter-

ested citizens, who would be recognized by the public as having some
knowledge on the subject beforeliand, and he asked me if I was will-

ing to serve on such committee. I told him that if the governor de-
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sired my services in any capacity whatever, I should deem it my duty
to give them.

Senator Hitchcock. I suggest that for the purposes of the record
we have from Mr. White a statement who he is, so it may appear
mtelligently in the record.
You were formerly editor of the New York Evening Post, I be-

lieve ?

Mr. White. Yes.
Senator Hitchcock. And before that you were editor of the Chi-

cago Tribune?
Mr. Wiiii'E. Yes.
Senator Hitchcock. And you have made considerable study of

financial matters and public matters generally ?

Mr. Whi'iti;. Yes. I have written a book, which is in use as a text-
book in a good many colleges at the present time, entitled " Money
and Banking."
The Chairman. Proceed, Mr. White.
Mr. White. About a week after this conversation took place I

received a letter from Gov. Hughes saying he had appointed me and
certain other gentlemen as a committee to investigate the conditions
of si)eculation in securities and commodities in New York City. I

have a copy of the report which was made—and which I will give
to the committee— after seven or eight months' investigation.

Mr. Untermteb. The report is contained in the Pu]o testimony.
The CiiAiRJLAN. We have that report in the Pujo committee's

report ?

Mr. White. Then, you do not care to have the names of the com-
mittee here now ?

The Chairman. You may give the names, if you like, as a part of

your own statement now.
Mr. White. Horace White, chairman ; Charles A. Schieren, David

Leventritt, Clark Williams, John B. Clark, Willard "V. King, Samuel
H. Ordway, Edward D. Page, and Charles Sprague Smith.
We took rooms in the Chamber of Commerce Building in New

York, and we met about three times a week during the following
seven or eight months and took a great deal of testimony. We did
not keep a record of the testimony because we had no money to pay
the expenses of reporting it. We took notes of the testimony for our
own use, and at the expiration of that time we made the report which
lies on your table at this time.

Senator Weeks. Was that in 1906, Mr. White?
Mr. White. 1909.

Senator McLean. Are you familiar with the pending bill ? Have
you given any consideration to the pending bill?

Mr. White. Only in a cursory way.
Senator Weeks. I should like your opinion with regard to that

bJU, if you are prepared to give one.

Mr. White. That pending bill is mainly in reference, as T under-

stand, to the incorporation of stock exchanges and certain penalties

in case the exchanffes do not incorporate; is that correct?

Senator Weeks. There is much more included in the bill. It

confers u]:)on the Postmaster General the power to exclude news-

papers from the mail which contain quotations of fraudulent and
manipulated prices, and also gives the Postmaster General the power
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to exclude from the mails the stock-exchange lists of any corpora-
tion that does not conform to certain rules and regulations.

Mr. White. Our committee came to the conclusion, after a great
deal of investigation and a great deal of labor and discussion, that

the incorporation of the exchange would be not at all feasible, be-

cause it would limit the power of the exchange over its own members
instead of increasing it. It would impair discipline, was our belief,

and we so stated in the report. (See Exhibit K, Appendix.)
Senator McLean. That is already printed in the Pujo report and

also in our committee hearings, and your recommendations in oppo-
sition to the incorporation of the exchange are contained therein?

Mr. White. Yes ; our position is in opposition to it.

Senator McLean. The other features of this bill you have not
given particular attention to?

Mr. White. No. I could see no necessary connection between in-

corporation of the exchange and the right to use the mails. It

seemed to me a very awkward position.

Senator Hitchcock. That is a device to give Congress jurisdic-

tion. We have no right to regulate the New York Stock Exchange
nor the securities listed there except by providing that no exchange
in the United States can have the use of the mails unless it complies
with these regulations of Congress. It is merely a device to give
Congress jurisdiction over the subject.

Mr. White. The lack of connection between the two is almost
ridiculous, in my estimation. It is very much like the thing I
used to hear when I was a boy, " If you don't do so and so you shall

not slide down our cellar door."
Senator Hitchcock. That is not the first time it has been done.

For instance, by using the powers to tax. Congress has put a stop
to the manufacture of certain articles in the United States, like

poisonous matches. We have no right to regidate the manufacture
or articles.

Mr. White. Oleomargarine?
Senator Hitchcock. Oleomargarine has been practically taxed out

of existence, so it would not be the first time that Congress resorted
to a device of that kind to get jurisdiction of the subject.
Mr. Whiiti. No; not exactly. It would not follow the methods

were proper. The oleomargarine was a tax to enable certain indus-
tries to get the better of another industry. It was not for the pur-
pose of revenue for the Government. It was to put an end to the
making of butter outside of the churn. I think that was wrong.
Still, it was done.

Senator Hitchcock. Of course, there Would be a difference of
opinion as to the right or wisdom or unwisdom of that?
Mr. White. Yes.
Senator McLean. I v.-ould like to have you read this bill and give

us your view's later, if you have not considered it.

Mr. White. I will be glad to do so.

Senator McLean. I would like to have you express your opinion
with reference to it.

Senator Hitchcock. Would it be wise for Mr. White to state briefly
why the incorporation of the stock exchange, under either a law of
Ihe State or a law of Congress, is injurious to the public interest*
That is what we have to consider.
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.

^^': ^y.i"p. I remarked that our conclusion was that it would
:nipair discipline, the power of the stock exchange to regulate its
uwn business, because it would enable a man who had been expelled
perhaps for fraudulent conduct to go to a judge and get an injunc-
tion, if the exchange attempted to expel him, or punish him in any
way, and that would hold up the case for perhaps two years or
longer.

Senator Hitchcock. Would it not be possible to incorporate in
the law a proviso that a member might be suspended from the use
of the exchange upon a vote of the directors and put upon him the
burden of showing that the act was wrongful, meanwhile he being
in suspense?
Mr. White. I suppose an injunction would lie against that as well

as against expulsion.
Senator Hitchcock. You will have to ask some of the lawyerb

about that. I do not know, but I think it might be made a part of
the act itself, of the act of incorporation.
Mr. White. There were some very good lawyers on our committee

and they thought that the power of the court could be interposed
if an attempt were made to interrupt the business of the members.

_
Senator Hitchcock. Yes; your idea is that if a member had the

right to obstruct his expulsion and delay it, the discipline would be
poor and each member would be doing what he pleased without re-
gard to the rules laid down.
Mr. White. Yes. It would relax discipline. That was the view

that we took of it—after a great deal of investigation and with some
very able lawyers on that commission.

Senator Hitchcock. What would you say to the charge that has
been made that the stock exchanges—not the New York Stock Ex-
change alone, but all the stock exchanges—have permitted their mem-
bers to do reprehensible things in the past and that many of the
practices have been very damaging to the interests of investors, and
a scandal in a way.
Mr. White. They are amenable to the law as it now stands.

Senator Hitchcock. To the law of the stock exchange ?

Mr. White. No ; the law of the State and the stock exchange, both.

Senator Hitchcock. This was four or five years ago?
Mr. White. Yes.
Senator Hitchcock. Has there been any improvement in the gov-

ernment of the stock exchanges in the country in recent years ?

Mr. White. Yes ; decidedly.

Senator Hitchcock. In what direction has the improvement been
accomplished ?

Mr. White. I have requested the president of the stock exchange
to give me a statement of the action of stock exchange on the recom-

mendations of our report, and I have it here now, and I am willing

to make it a part of this record.

Senator Hitchcock. I think we would like to hear that, Mr.
Chairman.
The Chairman. Any matter which would be of interest to the com-

mittee and which they would like to hear, we would be glad to have.

Mr. White. I can read it, or I can give it to you in manuscript, or

both.
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Senator Hitchcock. Let us hear it, and then you can supply the

manuscript, too, if we desire it.

Mr. White. There were 12 recommendations made by our com-
mittee, as you will find, if you will examine our report. The first one
on which the stock exchange took action was that no business should

be done for clerks of banks or trust companies. The stock exchange
met this issue in its resolution adopted March 30, 1910, prohibiting

such business.

Senator Hitchcock. What had been the views in that case which
you sought to cure?

Mr. White. Bank clerks, knowing what orders had been given to

buy securities, would take advantage of their knowledge and give
an order for themselves and do the same thing, speculating on their

customers' orders. That would get them into mischief, and perhaps
into the penitentiary.

As to the periodical examination of members' books to discover

financial weakness, the president of the stock exchange said

:

Action w;!S taken on this uiatter .\pril 21. 1910, by a rennhition enlarging the
powers of tlie law committfi^, which committee whenever it sees fit. is empow-
ered to ex:! mine all the books of any members of the stock exchange concerning
his dealings.
Power to examine members' books, with respect to customers' accounts, has

also been extended to the committee on business conduct. That is a committee
of the stock exchange itself.

Third, vrith refereni-e to regulation of !»r:inch offices in Xew York
City, the president made this statement. There was a recommenda-
tion that brancli ofliees she uld be closed and that the <;nlY ])lace to do
business should he at the main rffice of the broker. They had offices

scattered around the outskirts of the city fcr luring customers. It

was thought that that v.as enticing people to speculate and that they
ought to put a stop to it.

Senat(/i' Wk.i.ks. That !ia- not been entirely adopted, has it. Mr.
AVliite '.

Mr. Whitk. The President says

:

Regulation of braurli oflicfs in Xew York City. Thi.s rccomiuenrtation was
complied with by two n>-.i,iilations, one i.f Api-il <;. 1010, aiid in." uf April 10,

3910, in wliirii both thf letter and tli" spiiit of Ibc cin'iuissi.^n's nv imnienda-
tions were fully met.

There are gentlemen pi-e-ent from the Xew York Stock Exchange

—

T think the president cf the Xew York Stock f'xchange himself is

here in the rocm—of whom you can make inquiry if there is any
doubt about it.

Tlie president further said :

Prevention of our quotations from roiiPliitig bucket shops.

We rcc( mmcnded tli:it the st<:ck cxchano-o sUould prcyeut their quo-
tations from reaching thfise gambling establishments all over the
country which are called " bucket sh'.ps."

When your reconuiir;n(!aiinn n'.icl-cd us we callrd the attention ni' the tele-
graph con!p:niiis thereto, hut we ha\e sine<- ascertained, as yon know, that
more drastic remedies were necessary. B'or the last year a special committee
has been working on ,i plan, with your cooperation, which is now reaching a
fjnal stage. ^Y(^ have Kr!>!i>itted a contract to the Western Union Telegraph Co.
embodying provisions wliich we think will result in effectually closing up bucket
shops. As you are familiar with the matter, I do not pursue it other than to
say that we believe it will do more than the statute law has ever been able to
do toward the suppression of this iniquitous practice.
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Tliat is tlie greatest reforiii that c()Ulcl be ((iii(ei\eil of at the
present time.—to close up the bucket shops all over the country.
That reform is now in the hands of a committee of the stock exchange,
to my knowledge, Avith a view of stamping out the bucket shop effec-

tually.

The commission I'fic-ommencled tli.it the exch.ange should make rules to pre-
vent inanipulation and matched orders.

That is, the Hughes commission made that recommendation, with
reference to which the president of the stock exchange said

:

We have complied with this resolution by successive steps, each one, we be-

lieve, tending to strengthen all the others. In our resolution of JIarch 30, 1910,
we increased the iiowers of the law con;mittee to cover this ground, and by a
resolution of .\pril 6. 1910. we went further by changing the rules for bids and
ofCers so that lar^e blocks of stoclv could not change hands to the exclusion of
smaller blocks. In other words, we coinpelled our meniluTS in buying to take
all the small lots in sight, and in selling to sell wjtliout discrimination to all

bidders. This prevents the exchange of large quantities of stock en bloc,

and prevents wh:it might jiossibly facilitate manipulation and matched orders.

On .Tune 112. 1012. we ado|ited a further resolution co\ering this point, pro-

hibiting (iiir nienil)ers fiom bunching a lot of orders together lo make one
large lot.

On Febrivjuy 5. Iftir!. the following resolution was adopted:
"ResolxriJ, That no stock exchange members, or member of a stock exchange

firm, shall give or, with knowledge, execnte orders for the imrclcise or sale of

securities which would involve no change of ownership.
"The pnuishniont of this offense sh.-ill be as isreseribed in >;ei-tion s of Article

XXITI of the constitution regarding fictitious transactions."

The section providing for this punishment reads as follows:
" Fictitious transactions are forbidden. Any member violating this rule

shall be liable to expulsion for a period not exceeding 12 months."
The exchange has not stopped with these rules, but has gone even further by

its resolution of March 5. 1913, appointing a committee on business conduct, in

the following sweeping provision:
" It shall be the duty of this committee to consider matters relating to the

business conduct of its members with respect to customers' accounts.
" It shall also be the duty of this committee to keep In touch with the course

of prices of securities listed on the exchange, with a view to determining

when improper transactions are being resorted to.

"It shall have power to examine into the dealings of any members with

respect to the above sub.iects and report its findings to the governing com-

Speaking for myself, I believe the work of this committee, as I have watched

it, to be a most effective instrument for good.

That is what the president of the stock exchange says. He then

continues

:

Establishment of a minimum margin. For a time we were somewhat per-

plexed to know what action to take on this recommendation, being uifluenced

to some extent 1)V your own comment on the work of the commission m which

you said, "Margin trading is a matter of contract, and the right of a person

to extend credit to another is simply the right to make a contrac which

under the Federal Constitution, can not be Impaired by any State legislation.

That is the end of that quotation from our report, and the presi-

dent then continues:

However, we think we met this difficulty on February l.S, 1913 by 'irtoPti_ng

the following resolution : " That the acceptance and carrying nt an account

Sr a cu.romer either a member or ;i nonmember, without proper and adequate

mL-"in nay constitute an act detrimental to the welfare and mteress of the

^xcin!nge'T,.d the offending member bo proceeded against under section S of

Article XVII of the constitution.
. , i, . i,i„

"That the improper use of a customer's securities by a member or his

firm IS an act not Tn accordance with just and equitable principles ot trade.
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and tlie offending member shall be subject to the penalties provided in section
6 of Article XVII of the constitution.

"That reckless, UHbusinessllke dealings are contrary to just and equitable
principles of trade, and the offending member shall be subject to the penalties
provided in section 6 of Article XVII of the constitution in every case in which
the oifense does not come within the provisions of section 5 of Article XVI
thereof."

Xou will see from this resolution that we have not only adopted a margin
rule which is now being enforced with great care, but in the two subsequent
paragraphs we went further than the recommendations of the Hughes com-
mittee by prohibiting improper use of the customers' securities and by pro-

viding penalties for reckless overtrading. These provisions, as you will see,

are rendered peculiarly effective, because of the large powers now given the

law committee and the committee on business conduct.

The Hughes committee did not fix any percentage of margin that

should be required. They could not do it. It was impossible to do
it. We recommended to the exchange to discourage transactions on

small margins, and I have just read to you their views on the matter.

Senator Nelson. Have they really adopted a minimum?
Mr. White. No ; they have not adopted a minimum.
Senator Hitchcock. Would it not be wise to do it? Should not

there be a minimum so as to make it an actual investment and not

mere gambling?
Mr. White. I do not sec how you could prevent a man from ex-

tending credit to another man. That is what you can not do. That
is all there is in the matter of a margin trade—you extend credit

to a man. How much credit has a man where there are two persons
trading? They are the only persons who can determine.

Senator Hitchcock. Let us see. It is not intended that brokers
shall speculate among themselves, is it?

Mr. White. Yes ; if they want to. There is no law against that.

Senator Hitchcock. They are intended to be merely agents who
are buying and selling?

Mr. White. No ; we have both. I think there is such a regulation

on the London Stock Exchange. The London Stock Exchange is

divided between jobbers and brokers, and one kind deal with the pub-
lic only, and the other deal for themselves only ; but on the New York
Stock Exchange every member has a right to trade for his own
account and also to trade for others.

Mr. Unteemyek. Is it not a fact that about one-third or one-half of
all the dealings on the exchange are speculations between the brokers?
Mr. White. I do not how that is.

Mr. UNTEr.:\[YEK. Mr. Sturgis said it was a third.

Senator Weeks. I suggest, Mr. Chairman, that Mr. White continue
his statement, and that others not members of the committee refrain
from asking questions.

The Chaiejian. I think any question that really illuminates the
subject might be asked.

Proceed, Mr. White.
Mr. White. The margin trading is somewhat complicated. I will

read what we did say about that, from the Hughes report. It is an
important matter:

Margin trailing.—Pun-haf-Mn^' securities on margin is as legitimate a transac-
tion as a purchase of any other property in which part payment is deferred.
We therefore see no reason whatever for recommending the radical change
suggested—that margin trading be prohibited.
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Two practices are prolific of losses, namely, buying active securities on small
margin and buying unsound securities, paying for them In full. The losses in

the former case are due to the quick turns in the market to which active stocks
are subject. These exhaust the margins and call for more money than the pur-
chasers can supply. The losses In the latter case are largely due to misrepre-
sentations of interested parties and unscrupulous manipulations.
To correct the evils of misrepresentation and manipulation, we shall offer In

another part of this report certain recommendations. In so far as losses are
due to insufBcient margins, they would be materially reduced if the customary
percentage of margins were increased. The amount of margin which a broker
requires from a speculative buyer of stocks depends in each case on the credit

of the buyer, and the amount of credit which one person may extend to another
is a dangerous subject on which to legislate. Upon the other hand, a rule made
by the exchange could safely deal with the prevalent rate of margins required

from customers. In preference, therefore, to recommending legislation, we urge
upon all brokers to discourage speculation upon small margins and upon the

exchange to use Its Influence and, if necessary, its power to prevent members
from soliciting and generally accepting business on a less margin than 20 per

cent.

That is all the recommendation that we felt at liberty to make.

The Chairman. Did you recommend any control of the State over

the stock exchange?
Mr. White. No more than they have now. We did not recommend

incorporation of the stock exchange. Members of the stock exchange

are, of course, subject to all the laws of the State, just like any indi-

vidual. I do not know that the State has any more control over the

stock exchange than it has over any club, the Union League Club, for

example.
Thp Chateman. Your idea is the State would have no more right

to interfere with them than it would to interfere with the members

of any club ?

Mr. White. Yes.

The Chairman. That is your idea?

Mr. White. Yes.

Senator Weeks. Have you still that idea, Mr. White?

Mr. White. Yes ; I have.

Senator Weeks. Have you finished that statement?

Mr. White. Not quite ; no.

The CHAiR:\rAN. Proceed, Mr. White.

Mr. White. The president of the stock exchange continued

:

The next recommendation of the Hughes commission has to do with the

establishment of a trading unit of 100 shares. This was complied with by

resolution on March 30, 1910, adopting that unit, and also adopting measures

to Insure its enforcement.

Senator Nelson. What was the unit before that?

Mr. White. Anything. The unit is somewhat complicated. It

does not explain itself exactly.
, . , j. x xv.

Senator Nelson. I think we went over that particular feature the

other day. The Consolidated Stock Exchange has a unit of 10 shares,

I understand ?

Mr. White. Yes. ^ , -r^ , i

Senator Nelson. And the New York Stock Exchange has a unit

of 100 shares?

Mr. White. Yes; that is right.
.

Senator Nelson. That simply means the smallest lump m which

they will buy or sell in one trade?
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Mr. White. Yes. There is a very short paragraph in the report

of the Hughes committee, which I will read at this point

:

The exchange should Insist that all trading be done on the basis of a reason-

ably small unit (say 100 shares of stock or $1,000 of bonds), and should not

permit the offers of such lots, or bids for such lots, to be ignored by traders

ofCering or bidding for larger amounts. The practice now permitted of allow-

ing bids and offers for large amounts, all or none, assists the manipulation of

prices. Thus a customer may send an order to sell 100 shares of a particular

stock at par, and a broker may ofCer to buy 1,000 shares, all or none, at 101, and
yet no transaction take place. The bidder in such a case should be required to

take all the shares ofCered at the lower price before bidding for a larger lot at

u higher price. This would tend to prevent matched orders.

That recommendation has been fully adopted by the exchange.

The president then continued

:

Abolition of tlie unlistL-d department.

The unlisted department consisted of a few stocks that were ad-

mitted to trading on the exchange where the companies did not file

complete statements of their financial condition. They had various

reasons, some of them good and some bad, for not filing those state-

ments, and we recommended that that department of the exchange
be abolished.

Senator Nelsojj. That is, that none but listed securities should be

traded in ?

Mr. White. Yes; those which complied with the full requirements
of the exchange as to showing their financial conditions from time

to time.

This was done in our resolution of April 13, 1910, sUi'/e which time there
have been no securities lisled that have not complied with our requirements,
and all those formerly in the unlisted depiirtment hare been pursuaded to sup-
ply us with the Information necessary to these new requirements.

There were few other recommendations which the stock exchange
has not yet complied with, and I will i-ead Avliat they say in regard
to that:

In addition to these eight reconmiendations of the commission with which,
as I hare shown you. we lia'ie now complied there were four other recommenda-
tions with which we have not complied, and Mr. Van Antwerp, who has talked
the matter o^er with you and other members of the Hughes committee at
various times, feels that you agree with us for our reasons in such noncom-
pliance.

One of these four recommendations had to do with the preservation of clear-

ing-house sheets for six years.

We recommend that the clearing-house sheets should be preserved
for six years for the sake of the evidence.

No action was taken on this matter because clearing-house sheets are not
legal evidence, being merely copies of records: the actual records of a firm's
business are kept in its books, and both the State and the stock exchange re-

quire that these shall be kept in accordance with the recommendati(m of the
Hughes committee.

That is, for six years.

Another recommendation had to do with the settlement price for corners.
There has been no corner in the exchange in 13 years, and moreover it was felt

that If a settlement price were established it would tend to encourage specu-
lative short selling.

Senator Nelson. That can not be true. When did the Northern
Pacific corner occur? That occurred Avithin 13 years, did it not?
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Mr. MiujuRx. Tt occurred in 1901
Senator Nelson Yon are rubbing very close to it.

_

Mr White. I do not think that was a corner. A cornei is de-

EtifP°™f"'^^V ^^rr ^"^ ^'^ ^''^Sn for nraking a corner inNorthern Pacific. The stock cornered itself. Two sets of capitalistswere trying to get possession of the Northern Pacific Eailroad, and
they bid against each other until they cornered the stock against
themselves I was familiar with that transaction. I was not anv
party to it, however. [Reading:]

Mt^thtf^"^^ ^^^^h" ""''T' " ^^"^ exchr.uge in 13 years, and, moreover, it was
f^l,l«H™ =h..^ "i1""'"VP"'^^ ^'''^ established it would tend to encourage
speculative short selling, because sncb sellers would feel that the establishment
of a selling price would insure them against large losses.

Senator Nelson. That did occur. They did agree on a settlement
price in that Northern Pacific corner?
Mr. White. Yes; they did. [Reading:]

This might lead to raids on properties iiuil to various obnoxious forms of
speculative malpractice, which we could not see our way clear to encourage
by the adoption of this recommendation.

_
A good deal of time has passed since that report was written It

IS no secret now. I will say that I was not in favor of that para-
graph in regard to corners, but I did not think it was woi-th while
to make a separate report in regard to it. I thought that to put a
limit on the punishment a man could get for short selling was not
desirable.

Senator Nelson. Did you not think it would be a great brake upon
and preventative of corners if the stock exchange in such cases, where
there was a corner organized by malice prepense, should assume to
fix the settlement rate instead of leaving it to the men who had
manipulated the corner?
Mr. White. Yes; it might be.

Senator Nelson. Do you not think it would check?
Mr. White. There are evils on both sides there.

Senator Nelson. You know, Mr. White, that it is those corners
they have gotten up in times past that have given the stock exchange
a bad odor among the public?
Mr. White. Yes; I Imow that.

Senator Nelson. And they ought to be willing to put themselves
in a better condition before the public ?

Mr. White. Yes.
Senator Nelson. They ought to show that they are against cor-

ners and do everything they can to prevent them?
Mr. White. Mr. Mabon says, " Corners are very rare, indeed."

He is perfectly correct in saying there has been no corner in 13
years. I do not think there will be another one in 13 years to come.
The president proceeds:

The third of your recommendations, which we failed to adopt, concerned our
regulation of the curb market in Broad Street. Here we were confronted with
a difficulty. On the one hand your commission recommended that the stock
exchange have nothing to do with securities about which the fullest informa-
tion is not to be had, while on the other hand it is here suggested that the ex-
change supervise and regulate a market where unknown securities are dealt
in without adequate publicity and without public safeguard. We feel justified
in not assuming this responsibility, and we think you will sympathize with our
position.
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I will say in regard to this that the attempt of one exchange to
regulate another exchange which it does not control is bristled with
difficulties. They are not excusable for not attempting to do it, but
I must say they are not to be condemned because they have not done
it. I think the curb market has improved greatly since the Hughes
committee's report was made, and is not now liable to all the cen-

sure which we passed upon it at that time.

Senator Nelson. Is it not kind of a half-way house between the
bucket shop and the regular stock exchange ?

Mr. White. I would hardly say that. I should hardly liken it to

avbucket shop.

"Senator Nelson. I mean a half-way house, between a bucket shop
and a stock exchange?
Mr. White. I think the transactions on the curb market are bona

fide. Bucket-shop transactions are not. A bucket shop is a mere
swindle.

Senator Hitchcock. That is, when a man goes into a bucket shop
. to buy stock, the proprietor of the bucket shop does not buy the

stock for him, but only bets against him.
Mr. White. That is it. There are no means of controlling the

arrival of quotations to bucket shops It is not a bona fide trans-

action.

Senator Hitchcock. You mean the quotations are fictitious?

Mr. White. I mean they do not arrive at the right time. They
may not be fictitious, but they do not come at the right time to war-
rant honest transactions. The bucket-shop man is betting against
the outside crowd. If he gets quotations one minute before they do,

he can defraud them. Sometimes he will do it and sometimes he will

not. He wants to lure them on. It is essentially a swindle.
Senator Weeks. The bucket-shop transaction is simply a bet be-

tween the man who runs the bucket shop and his customer.
Mr. White. A bet on the next quotation.
Senator Weeks. Yes; and he charges a commission for register-

ing the bet ?

Mr. White. Yes.
Senator Weeks. That is all there is to it ?

Mr. White. Yes.
Senator Weeks. And never in any case does any security pass?
Mr. White. Oh, no; no securities pass.

The president of the exchange continued

:

The fourth and last of your recommendations has not been adopted exactly
as you recommended it, but in many important respects we have gone further
than your recommendations. We could not compel affidavits from applicant
companies, because we have no power to enforce it and no power to inflict

punishment for the making of false statements. The only penalty we could
Impose would be by striking the securities from the list—a very serious mat-
ter which we always try to avoid. What we have done, however, is to bring
to bear on the companies already listed here, and on those newly applying,
processes of moral suasion designed to furnish us with fuller and fuller detail

and to induce them to publish more frequent reports. I do not go into this

matter In detail, but I can assure you we are meeting with great Success in

this branch of our work. Tuileed, it is very gratifying to us to see how willing
companies are to do eveiything in their power to comply with the spirit of

your recommendations.
I may also add for your information that we have now appointed a special

committee of our governors in examine into the whole question of organiza-
tion, capitalization, and floUiLion of the securities of new companies. This
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committee meets once a week, and has invitecT to attend its hearin-s <?i,r-h«xpert« as President Hadley, of Yale; Dr. Kohn, of Austria Prof lOiM aneconomist of note; and various bankers who have had to do with the flotationof nevv companies within recent years. The proceedings of th 7 committee and
^npft!, th.'f'

^^° ""P.^'^' ^^^'"-''' '^' "''' "^^'L-^'-s of Record, and wT are\ery

Sty'rllTfrr^r' SS.""°" *^ '""^ '^^"^^^"^ ^ '^^^ ^'"'-^ -^

That is all in reference to the registration of companies and their
financial operations. That is all the substance of this report, and I
will leave it with you for such use as you wish to make of it

benator Nelson. I ask that that be put in the record
The Chairman. Without objection, that report will be printed in

full in the record. (See Exhibit L, Appendix.)
Senator Weeks. How does the curb market to-day compare with

the stock exchange of 50 years ago?
Mr. White. You will have to ask a wiser man than I am that

question, because I do not know anything about the stock exchange
of 50 years ago. I should say the distinguishing feature of the curb
is that it has no rules and has no place of business and it is really
subject to a one-man power. There is one man there, who is called
the agent of the curb, and he decides every question that arises be-
tween different members in regard to any kind of trades, and they
always obey his decision. That was the condition of the curb market
when we made this report.

Senator Nelson. There is another distinction, and that is thev
deal in all kinds of " chips."

'

Mr. White. Oh, yes ; they deal in anything.
Senator Nelson. Anything and everything?
Mr. White. Yes, sir.

Senator Nelson. Anything that is printed ?

Mr. White. They do not deal in commodities. They deal in any
kind of securities they want to trade in.

Senator Nelson. Often poker chips?
Mr. White. Yes ; I suppose so.

Senator Weeks. One of the purposes of this bill, Mr. White, is to
limit and restrict, within some kind of bounds, speculation, and
especially short selling. What have you to say about short selling
of the stocks ?

Mr. White. There could not be anything more apt than what we
said in this report of the Hughes committee, and with your permis-
sion I will just read that to you

:

Short selling.—We hnxe been strongly urged to advise the prohibition or limi-
tation of short sales not only on the theory that it is wrong to agree to sell

what one does not possess, but that such sales reduce the market price of the
securities involved. We do not thinlv thnt it i.s wr(>ng to agree to sell something
that one does not now possess but expects to obtain later. Contracts and agree-
ments to sell and deliver in the future property which one does not possess at
the time of the contract are common in all kinds of business. The man who
has " sold short " must some day buy in order to return the stock which he has
borrowed to make the short sale. Short sellers endeavor to select times when
prices seem high in order to sell and times when prices seem low in order to

buy, their action in both cases serving to lessen advances and diminish declines
of price. In other words, short selling tends to produce steadiness in prices,

which is an advantage to the community. No other mciins of restraining un-
warranted marking up and down of prices has been suggested to us.
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That is true. Nobody suggested to us any other way to restrain
the marking up and down of prices.

The Chairman. Did you have the right to summon witnesses
when you made this examination?
Mr. White. No ; we did not have any right to summon Avitnesses.

We invited people to come before us, and we listened to all witnesses
in the State of New York who chose to come. Nobody was excluded,
but we did not summon witnesses ; we had no authority of that kind.

The Chairman. Why is it the curb meets in the open street? Why
do they not meet in a building about like the stock exchange ?

Mr. White. Because they are unorganized. The stock exchange
has a rule that its members shall not deal with any other organized
body. To have rooms and organization would cut off the curb from
any business from members of the stock exchange.
The Chairman. Do they allow members of the stock exchange to

deal on the curb?
Mr. White. I think they do; that is, to deal with members of the

curb.

The Chairman. Are there any limitations on it?

Mr. White. I think not. There were not when we were making
this examination.
The Ci-iAiRjM \N. But if they were to take a building or room, they

would net be allowed to deal with the curb, as I understand it.

Mr. White. I suppose, then, they would be considered an or-

ganized body, and then the members of the stock exchange would not

be allowed to deal with them or transact business with them.
Senator Nelson. In other words, as long as they operate on the

street, in the open, members of the stock exchange can deal with
them?
Mr. White. Yes.

Senator Nelson. But the moment they get a shack or building and
operate in that, they could not deal with them?
Mr. White. Yes ; that is the way I understand it.

Senator Weeks. Would members of the stock exchange be allowed

to deal with members of the curb in securities which were listed on
the exchange?
Mr. White. I do not know; 1 think, however, they would.
Senator Hitchcock. There has been some testimony here to the

contrary.

Mr. White. I think there are securities dealt with on the curb

that are also dealt with on the stock exchange ; I am not sure.

Senator Hitchcock. They might be dealt in on the curb, but mem-
bers of the stock exchange could not deal in them on the curb and

sell them to the members of the curb or buy them from members of

the curb. Was not that the distinction?

Senator Weeks. Yes.

Mr. White. I do not think I am a proper authority to answer that

question. There are gentlemen here who can answer that question

better than myself.

Senator Hire ttcock. You are art outsider?

Mr. White. I am talking about what existed five years ago. I

haA'e not been watching things very closely since then.

Senator Weeks. What have you to say with reference to the eco-

nomic value of speculation or the limiting of speculation ?
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Mr. White. I put a high estimate on the vahie of specuhition.
There is a gentleman in this room, whom I see here this morning,
that IS very highly qualified to speak on that subject^Mr. Henry C.
Emery, a professor of Yale. I suppose he will give his statement
here ; I agree with him that speculation has a high value.
Senator Weeks. Suppose it were possible for us, in legislating, to

limit speculation on the stock exchanges. What do you think the
result would be?
Mr. White. I think it would be damaging to business generally.

The only way to establish values is through speculation. How do I
know the value of any securities which I have unless there is trading
going on at some place where I can sell them ; that is, where trades
are being made from day to day, where I can know at what price I
can sell?

The Chaikmaiv'. Do you make any distinction between honest
speculation and dishonest speculation?
Mr. White. Yes; of course I do.

Senator Hitchcock. That is, if this speculation is manipu-
lated

Mr. Whittb (interrupting). Manipulation is dishonest speculation.

1 do not believe in that at all. I think that is fraud.

Senator Hitchcock. There must be a real competitive buying and
selling in order to make a legitimate speculative market?
Mr. AVhite. Yes ; in order to make any legitimate prices.

The Chairman. If it is fictitious for the purpose of deceiving an
innocent man outside it is fraudulent, is it not?

Mr. White. Yes.

The Chairman. Do you think that ought to be controlled ?

Mr. White. If you can; yes.

Senator Weeks. We have had a case, Mr. White, which has been
referred to several times during this hearing, known as the Cali-

fornia Petroleum Co. and the listing of its securities, and it has been
stated to the committee that the bankers who placed this stock fol-

lowed that placing by giving to brokers orders to buy on a scale

(iown and to sell on a scale up. For instance, if the base price was
60, an order would be given to somebody to buy at 59| or to buy 100 at

59^ and another 100 at 59^, and so on down'; and to another broker

an order to sell at 60^, 60^, and another 100 at 60|. What have you
to say to that as a sound economic action ?

Mr. White. I would not like to do any business that way myself,

and I should say it was liable to severe criticism and condemnation,

but I do not see how you are going to prevent it unless you prevent

all trading.

Senator Weeks. It has been stated to the committee that the rea-

sons for doing that was that the securities which had just been listed

were not known to the public and had been sold, we will say, at $60

'd share, and the desire of the bankers had been to give the public a

standard price at which the stock could be bought and sold ; in other

words, to make an effort to create a market for the stock, so that any-

body could buy or sell if they desired to do so. That was the pur-

pose of that kind of action. But the orders in this emanated from

the same source, to buy and to sell. They are not matched orders,

but they are orders coming from a banldng house which has placed

30578—34 39
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the security. That is a question which this committee will have to

consider, and if there is any way to determine action, if it is wise to

have action, to do so. I would like to have your opinion whether that

could he limited, or if it could be, is it desirable to do so ?

Mr. White. I think it is desirable to do so, but I do not see how
you can do it unless you can stop the trading in oil wells, and I
think that perhaps would be a desirable thing to do. That is specu-

lating, of course, underground. An oil well may dry up any time. I

suppose the fluctuations of the California Petroleum Co. were due
to the exigencies which attend all oil wells, aggravated undoubtedly
by the practices which you have just mentioned.
The Chairman. Do you know, Mr. White, whether the fall of that

stock from 72 to 16 was due to the failure of the oil wells to produce
oil?

Mr. White. I heard so at the time, but I did not know anything
about it. I never had any dealings of that kind myself or any oc-

casion to look into it carefully, but I heard that was the case.

The Chairman. Were not those evils predicated on the oil wells

that had not been drilled, but which were going to produce oil if

they were drilled?

Mr. White. I really do not know.
Senator Weeks. Let us take a more stable security and suppose a

strictly bond house sells an issue of $1,000,000 of bonds of a western
power company, for instance; do you think the bond house would
be justified or that it would be wise for it to have in the market an
order to buy those bonds if somebody wanted to sell them, in order
to give a stable value to the bonds ?

Mr. White. I should see no objection to that if it were really a

stable security.

Senator Weeks. Suppose you bought the bonds of this western
power company at par of a banking house, and a month from that
time you wanted to sell that bond and you went to your broker and
tried to sell it and you could not find any market for it and they
went to the bond house which had sold the bond originally and they
said, "We do not know anything about any market," what would
be your conclusion about the bond and its character ?

Mr. White. The bond, although good, might not be salable. I
have such bonds at the present time. The seller is not bound to take
them back.

Senator Weeks. Would he necessarily be a rogue for selling it if

he were satisfied there was a value behind the bond, or would you be
foolish for buying it if you were satisfied there was a value behind
the bond?
Mr. White. If it really had value behind it, then, of course, he

was not a rogue.

Senator Weeks. Would you be foolish to buy a bond which was
not listed and for which there was an active market ?

Mr. White. I might have been foolish for buying the bond if I
wanted to sell it again soon, but I could not blame the seller. I

might have been foolish, and yet I would not necessarily lose any-
thing by holding it.

Senator Weeks. Is it not true that large quantities of bonds are
sold every year for which there would not be a public market if the
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bond house placing them did not make that market, and is it desir-
able that they should make it ?

Mr. White. I do not know. I am not a dealer in these things, and
1 do not keep a line on business down there at all, so I am not able
to answer that question.

Senator Weeks. Do you conclude from the statement made by the
president of the exchange and such observations as you have made
that the operations of the exchange conform more nearly to what
would be called conservative business than when vou made your in-
vestigation in 1909?
Mr. White. I do think so

;
yes.

Senator Weeks. Do you think the exchange has, so far as it can,
tried to carry out the recommendations which 3'our committee made?
Mr. White. I do ; I am fully convinced of it.

Senator Weeks. And you think the results of the work of that
committee have done good, from the standpoint of the exchange
and the public ?

Mr. White. Yes.
Senator Weeks. Do you think they can be carried any further

than they have been?
Mr. White. I could not make any suggestion for an addition now.
Senator Hitchcock. Is there any sentiment in New York State,

among intelligent people, in favor of having the New York Legis-
lature regulate and control the operations of the New York Stock
Exchange?
Mr. White. I do not think there is. I do not think there is any

such public opinion there now.
Senator Hitchcock. Occasionally there has been, in recent years,

what appeared to outsiders to be stock manipulations ?

Mr. White. Yes.
Senator Hitchcock. And men who have gone in, either as investors

or speculators from the outside, have suffered heavy losses, and there

has been a suspicion that an inside ring brought lambs in and sheared
them periodically ?

Mr. White. I think of only two such now. I will tell you what
they were. One was the Columbus & Hocking Coal & Iron Co.
That stock was carried up to nearly par by extensive buying car-

ried on repeatedly by one or two firms in the Street, and suddenly it

fell 50 points in one day, and these firms failed. The public said—

a

great many people said—at once that that was a case of manipulation.

But it turned out that those very firms had all that stock themselves.

The public had sold out on them. They really believed that they

had a bonanza there in the Columbus & Hocking Coal & Iron Co.

They believed they had a vast deal of coal and iron and clay under

the ground on which they were buying that stock, and they really

lost their own money. That was shown by litigation which followed.

It was not a case of manipulation.

The other one was what was called the Eock Island corner—not

corner, but inflation; the Rock Island inflation. It turned out that

one of the richest men in New York, the night before the transaction,

met his broker at a banquet and gave him an order to buy the next

day 40,000 shares, I think it was, of Rock Island at the market. He
agreed to furnish the money himself to pay for it, and he did not

borrow 11 cent. His broker took the order and bought the stock.
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He carried the price up 50 points, causing tremendous excitement,

and there it stopped and fell back, causing a panic. The buyer took
all that stock, paid for it, and has it to this day.

Senator Hitchcock. An expensive banquet, was it not ?

Mr. White. Yes ; it was generally so considered.

Those are the only two cases I can now recall which were cases of

so-called manipulation of sufficient magnitude to attract public

attention.

Senator Weeks. There is no organized movement in New York,
so far as you know, to induce the legislature to put greater restric-

tions upon the operations of the exchange for the protection of the

public ?

Mr. White. I think not.

Senator Weeks. What have you to say, Mr. White, about the stock

exchange clearing house ?

Mr. White. Business could not be carried on without it. The
magnitude of the transactions is such that it could not be carried on
without it.

Senator Weeks. Do you think there is any evil in continuing it ?

Mr. White. I^ot at all; no more than there is in a bank clearing

house.

Senator Weeks. It is claimed it facilitates the doing of business

and makes it easier for speculators, and therefore it is a harmful thing

to that degree.

Mr. White. It does not make it any easier to speculate. It makes
it easier to settle up the business of the day.

Senator Weeks. In that way it makes it more economical and it is

not so expensive or troublesome to settle up the business of the day,

and for that reason it is claimed it might increase speculation ?

Mr. White. I do not know. If you should abolish the clearing
house, you could not do so much business—that is certain—and there-

fore you could not do so much speculation. It is for you, gentlemen,
to judge whether the remedy is worse than the disease, or otherwise.

Senator YfEEKS. Suppose it were possible for us to pass a com-
panies act similar to the companies act of Great Britain, which would
require a large amount of information which could be given to the
public about securities that are to be dealt in; do you think that
would be wise ?

Mr. White. I think that might add to the information accessible

to the public and be a good thing. The only objection to it that I

can see is that the public might assume that a company which had
been registered in that way was a safe and sound company, because
it had the stamp or certificate of a United States officer. That is the
only objection I can see to it.

Senator Weeks. Do you not think that kind of a certificate would
be better than the certificate as given by the stock exchange?

_
Mr. White. The certificate given by the stock exchange is addi-

tional to it.

Senator Weeks. That is true, and it is the only thing we have now

;

but ini England, if I am correctly informed, stocks are dealt in on
the London exchange that are issued by companies organized under
the companies act, without any regard to the investigation that might
be made by the stock exchange.

Mr. White. Yes.
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Senator Weeks. The very fact thiit the}' have this charter provided
for under the general law is sufficient to admit them to dealings on
the stock exchange ?

Mr. Whii-e. I am free to say I do not see any objection to it. If
the Congress of the United States can establish a riile or pass a law
which shall be enforced in all of the States of the Union, I do not
see any objection to it. Our objection to it, as expres-ed in the report
of the Hughes committee, was that the registering was to be in New
York alone ; if the people could go outside, into Xew Jersey or Con-
necticut, and organize there without having papers filed aiid getting
certificates, the New York law would be of no u.-^e to the public.
Moreover, the unthinking portion of the public would probably as-

sume that a certificate of the New York bureau that a certain com-
pany was registered would be, somehow, a certificate of its goodness
as a security. Those two reasons operated in our minds against rec-

ommending the enactment in New York alone of a law siiTiilar to the
British companies act. But if you can pass such a law good all over
the United States, I do not see any reason why ynu should not do so.

Senator Weeks. I want to make one more suggestion, Mr. Chair-

man : I would like to have Mr. White take this bill, examine it very
carefully at his leisure, and inform the committee in what way along
these lines, if any, he thinks we can adopt legislation which would be
a protection to the public and beneficial to all interests connected

with the stock exchange business.

Mr. White. I will be glad to do so.

The Chairman. That seems to be all, Mr. White.
(Subsequently Mr. White submitted the following in response to

the foregoing suggestion of Senator Weeks:)
Mr. White. I consider Senate bill 3895 objectionable both in its

aims and in its methods of accomplishing them. It seeks to regulate

the stock exchanges existing in the several States. Such jjower is

not given to Congress by any clause of the Constitution and is there-

fore reserved to the States respectively or to the people. It is im-

proper for Congress to do by indirection what it is not authorized

to do directly. To exercise unwarranted powers by indirect means
is to pave the way for other usurpations, and thus to change our

form of Government without the consent of the governed. It is no

answer to say that Congress has already taken such steps in one or

two instances. That fact, if it be a fact, should serve as a warning

rather than as an example.
The bill provides that the use of the mails, the telegraph, and the

telephone shall be forbidden to the transmission of quotations or

information respecting transactions in securities sold or offered for

sale on any stock exchange, unless such exchange has been incorpo-

rated under the laws of the State in which its business is conducted

or unlass the by-laws of the exchange shall contain regulations satis-

factory to the Postmaster General of the United States. It prohibits,

among other things, the purchase of securities on a less margin than

20 per cent and also what is known as " short selling."

It is conceivable that the State of New York might refuse to pass

a law incorporating the stock exchange. It did refuse to pass such a

law less than one year ago, after protracted hearings before the judi-

ciary committee of the State senate. It is conceivable that the gen-

eral incorporation law of the State might not be adequate to the
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needs of the business transacted on the stock exchange. In such case

the members of the stock exchange would be deprived of the use of

the post office, the telegraph, and the telephone for the transaction of

their business, and the newspapers would be forbidden to print any
quotations or news relating to business on the stock exchange unless

the same were satisfactory to the Postmaster General. In other

words, this cruel and unusual punishment might be inflicted on the

members of the stock exchange and their customers and the press

without their power to avert it, even by submission to these ex-

traordinary requirements.

The outcry against short selling recurs from time to time like a

tune in a barrel organ. Congress spent a great deal of time on it in

1892-1894:. The opponents of short selling made a determined effort

to put an end to it by passing the Hatch antioption bill. The subject

was debated threadbare in both Houses, and each House passed a bill

to put an end to short selling, but they did not both pass the same
bill, and finallj', in a state of exhaustion, thej' dropped the subject

altogether. The Germans took it up a few years later and actually

passed a law in 1896 to prohibit short selling of wheat and flour.

The disastrous consequences of this law have been explained to you
by Prof. Emery. The opponents of short selling overlook the fact

that every sale is balanced by a purchase and that the short seller

must buy later to fill his contract. If nobody were allowed to trade

in wheat except buyers they would hold off till there was a glut in

the market. This would happen at harvest time each year and thus
the farmers' sales would mostly take place at the lowest prices of the

year. Short selling equalizes prices throughout the year to the ad-

vantage of the producer and the consumer.
On page 6 of the bill there is a prohibition against purchases of

securities unless the broker shall have received a margin in cash

of not less than 20 per cent of the market price of the security on that

day. I do not see any reason for changing the opinion which I have
expressed elsewhere that it is not good policy to limit by law the
amount of credit which one man may extend to~ another. I some-
times lend money to persons without any security, and I should con-

sider an act of Congress prohibiting such loans an act of oppression.
I think that this subject may safely be left to the discretion of the
lender.

I am opposed to any measure whose effect must be to impair the
disciplinary power of the officers of the exchange. As a voluntary
association they can visit summarj^ punishment for any acts detri-

mental to the interests of the exchange. This includes many acts

which are not punishable by statute or common law. There is no
danger that this power will be unjustly exercised. It is held in ter-

rorem over sharpers and dodgers who are inclined to steer as close

as possible to the door of the jail without goinginto it. It makes for
good government without the law's delay. Forcing upon the ex-

change an act of incorporation would impair this disciplinary power
and involve the exchange in extensive litigation at heavy costs with-
out any advantage to the public.
The grotesque penalty sought to be imposed upon brokers and other

people for the failure of the stock exchange to get itself incorporated
might contribute something to the gaiety of nations, but could add
nothing to the repute of the Congress of the United States.
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STATEMENT OF EDWARD D. PAGE, OF OAKLAND, N. J.

Mr. Page. My name is Edward D. Page, of Oakland, N. J.; for
many years a partner in the firm of Faulkner, Page & Co., of New
York and Boston, dry goods commission merchants; at present
retired.

I was a member of the Hughes commission on speculation in com-
modities and securities.

Senator Weeks. My recollection is that you have been actively
connected with business organizations in ]N^ew York. If that is

true, will you state which organizations ?

Mr. Page. I am chairman of the committee on commercial law
of the Merchants' Association of New York, a member of the cham-
ber of conamerce, and have been a member of its committees from
time to time. I was also president of the Merchants' Protective
Association.

Senator Weeks. Were you not at one time president of the Mer-
chants' Association?
Mr. Page. No; I never was. The Merchants' Protective Associ-

ation is another institution for other purposes.
The Hughes committee was formed in December, 1908. Its mem-

bership consisted of two merchants, two lawyers, one banker, one
professor of political economy, Mr. Charles Sprague Smith, who
at that time was the managing director of the People's Institute

and a well-known social reformer, the State commissioner of bank-
ing, and Mr. White, whom you have just heard, and who has been
an editor and publicist, as you know, for a good many years. The
committee organized immediately by the election of Mr. White,
who was its best-known member, as chairman; by the selection of
Mr. Maurice L. Muhleman, who at that time was well known as

an author on economic subjects, as secretary; and I was appointed
chairman of a subcommittee on scope and plan, continuing as such
throughout all the sessions of the committee. The committee held
session over 26 weeks, averaging 3 meetings a week, so there were
as many as 75 meetings or more. It began by discussing the

way it should go about the investigation of the exchanges. We
found that there were seven commodity exchanges in New York.
We first took up the question of commodity speculation, in order to

prepare our minds for the question of speculation in securities which
followed.

Senator Hitchcock. Can you give us a list of those commodity
exchanges ?

Mr. Page. The Produce Exchange, the Cotton Exchange, the

Coftee Exchange, the Hay Exchange, the Mercantile Exchange, the

Metal Exchange, and the' Fruit Exchange.
Senator Hitchcock. Are those incorporated ?

Mr. Page. Two of them I believe, are incorporated; the rest are

not. There was the Consolidated Exchange in addition to the Stock

Exchange, which we also investigated as well as the curb market.

Our method was to send for anybody whom we could discover

had any interest in the matter or who knew anything about it. At
that time two of the NevT York newspapers, the Journal and the

World, were publishing rather lurid articles on the Stock Exchange,

so we sent to those papers and asked them to supply us with any
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information they had, and also to send before us any persons whom
they kneAv could give us any information as to wrongful methods
in the exchanges. Whenever letters were published in the news-
papers we communicated with the authors of those letters, en-

deavoring to obtain any information that was possible. The usual

course of procedure was to have an interview with the chairman of

the committee on plan and scope, followed b}- a written communi-
cation, and then, if the matter was deemed of sufficient seriousness

and of sufficient importance, to call those persons before us for

oral examination. We also addressed letters to the presidents of

all the exchanges, asking them to furnish us first with written

and then with oral statements, and we held hearings, as I have
stated, covering a period of about six months. Of course, it was a

very severe tax on all of those men who were engaged—all except

Mr. White, who was at that time retired—in gainful occupations

of some sort, and who had to carry on business at the same time.

Our meetings were generally held at 3 o'clock in the afternoon, and
continued until dinner time and sometimes later.

We were treated with greatest courtesy' by all of the exchanges,

even those whom we criticized severely. A great many criticisms

which we made in private were never made public. Some of the

exchanges changed their methods immediately. I will instance the

produce exchange, which was then dealing in mining stocks. Mr.
Ring, the president of the exchange, appeared before us, and as a

result of the questions which we asked him went down and abolished

the whole business in two weeks—threw it out of the exchange. I

say within two weeks; it was approximately within that time that

they discontinued the business. We found some of the commodity
exchanges were doing fake business, and we called their attention

to the fact, and succeeded, without publicity, in obtaining a change
of methods.

Senator Weeks. When you say the exchange was doing a fake

business, do you mean the members of the exchange?
Mr. Page. I mean, for instance, the metal exchange was furnish-

ing quotations e\'ery day that were not based on any transactions

whatever. The mercantile exchange was doing the same thing iil

butter and eggs. As the result of our private criticism of such busi-

ness they saw the point and immediately took steps to reform their

methods. They did not care to be exposed, in other words.
Senatoi' Weeks. Are you satisfied they are now following the

methods which you recommended?
Mr. Page. I really have not followed that branch of it, Senator

Weeks. I have not been much interested in those exchanges re-

cently, but I am informed the quotations that are given out by those

exchanges now are based on real transactions.

Senator Weeks. What was the purpose of giving out the fake

quotations ?

Mr. White. With the mining exchange the object was to fix a

basis on which the products of mines were purchased by some of the

large smelters. The object of the butter-and=egg quotation was to

furnish a basis on which the buying of butter and eggs, which was
on a rather fictitious basis, was maintained.

Senator Hitchcock. Instead of the market quotations following

the transactions, the transactions followed the market quotations?
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Mr. Page. Precisely. We adopted the method of private inter-

views for a variety of reasons. In the first place, we knew our own
time was valuable and v,'e did not care to be bothered with a brass
band. It takes time to give out a lot of information to reporters,

and, besides, that probably would have involved the bringing of
other immaterial matters before us and perplexing us with lawyers,
which would have very much impeded the procuring of the informa-
tion that we wished to obtain. A great deal of the information which
we received was entirely confidential. In fact, one man who gave
us the most illuminating account of the stock exchange did so under
condition that his name should not be mentioned in any way. He
was a member of the exchange and he did not wish to incur enmity
by reason of the information which he gave us. A number of other

witnesses appeared in exactly the same way. We tested them out
according to the usual and proper methods of testing out the credi-

bility of witnesses by asking them questions, finding out whether
they would contradict themselves or not, and made up our own minds
as to the amount of credibility to be attached to their statements.

I believe, taking it all in all, it was as successful a method as could

have been devised, and I am rather inclined to believe it was a more
successful method of obtaining actual facts than could have been

obtained in open court.

We made our report to the governor, a copy of which was printed.

Senator Weeks. Was the governor familiar with the general

scope of your investigation and the methods which you followed, and
did they have your approval?
Mr. Page. The governor laid down certain matters that he wished

to have investigated. After that he entrusted the matter entirely

to us.

Senator Weeks. Will you complete your answer ? Did the report

have the governor's approval, or did he criticise any method fol-

lowed or the conclusion reached by you?
Mr. Page. The governor wrote us a very handsome letter, thanking

us for our services.

We received no compensation whatever for these services. We
employed a secretary, who cost us $1,000; typewriting cost us

$653.15; stationery, $70.36; postage, telephones, etc., $-±2.75; print-

ing the report, which we published at our own expense, $83.60 ;
mail-

ing the same $25 ; total, $1,874.86.
.

After consultation between Judge Leventritt, Mr. White, and

myself, we decided, since three members of the committee were

men of limited means, that thev should not be called upon to pay

any part of these expenses. We considered carefully whether the

State should be asked to pay any part of the expense, and v,e came

to the conclusion that rather than embarrass the governor by asking

the State to pay our expenses, we would pay them out of our own

pockets. Then we divided it into six portions, and the six members

of the committee who agred to pay the expenses each paid one of

them. The expenses, I might say incidentally, were at first advanced

by Mr. Schieren and Mr. White.
. .

I say this for the purpose of correcting some insinuations which

were made last year in this room, I believe, that some other parties

besides the members of the committee had either been invited to or

had paid some part or any part of the expenses of the committee.
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The only contribution that was made in any way to the expense of

the committee was the placing at our disposal by the Chamber of

Commerce of the State of New York of a room, for which we were
duly grateful. In addition to the published report, there were two
other documents which were forwarded to the governor, neither of

which have ever been published. The first related to the Consoli-

dated Exchange. In addition to what we said about the Consoli-

dated Exchange in the report we made a communication to the gov-

ernor suggesting that, in view of certain suits which were being

brought at that time against the people who were conducting bucket

shops, the material for which was furnished by the Consolidated

Stock Exchange, we Avould defer making certain statements about

them until those suits had been properly adjudicated in the courts;

in other words, we thought we would be prejudicing a case in court

by making any statements in that respect relative to the Consoli-

dated Exchange, and that matter was withheld from publication and
never has been printed.

In addition to that, there was one question on which the committee

was divided. Four of us believed most firmly that certain practices

should be suppressed by the State, that the State of New York should

take the initiative in suppressing them, and joined in a letter to the

governor on June 29, 1909, which was a few days after the publica-

tion of this report. As it has a beai'ing upon the work of your com-
mittee, if 3'ou will bear with me, I will read you this letter.

New York, June 29, 1909.

Hon. Charles E. Hughes,
Governor State of New York, Albany, N. Y.

Dear Sir : Your committee on speculation reported that a serious evil arises

from " frauds perpetrated on the small Investor throughout the country in the

sale of worthless securities by means of alluring circulars and advertisements
in the newspapers," and that the evil was intensified by men who gave stand-

ing to the promotion of such securities by lending their names in the capacity

either of promoters or directors.

Two acts have been enforced for some time abroad intended to correct these

evils—the British companies act, passed by Parliament, and the directors'

liability act, with both of which you may be familiar. While we are none of

us personally acquainted with the workings of the British act, we are reliably

informed (Mr. Alfred Mosely is one authority and another Is the United States
consular reports) that the act is beneficial to the investing public. These acts,

as may be readily understood, do not interfere with the free play of corporate
power, but demand and exact severe penalties itor any abuse of such powers.
A bill drafted on these lines was in 1906 introduced into the assembly by Hon.
Leslie J. Tomkins, of this city.

Owing to the limited time which your committee had to discuss these ques-

tions, the majority of its members hesitated to advise that the State of New
York should alone exact in Its corporation laws a similar responsibility from
promoters and directors, as it was thought that such action might result in

driving some new incorporations from the State. On the other hand, it seemed
plain that New York's primacy as a market for securities gave It so command-
ing a position that it, better than any other State, could lead the way in the

reform of these abuses. It was further possible that the absolute necessity

of the New York market to all corporations desiring to sell their stock to in-

vestors would perhaps enable it even single-handed to do much In the way of

eliminating the fleecing of the small Investor by means of fraudulent advertise-

ments. We think our State owes it to its own reputation to take some risk of

material loss rather than to tamely permit these conditions to continue. We
note that the State of Massachusetts has In many lines of legislation taken
the initiative, even at some material loss, and it has generally been found
that its advanced position was appreciated and followed In the ease of other

States.
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lu case it should be estimated tbat New York's loss from immediate and un-supported action along these lines should make it unwise to recommend inde-pendent action, possibly some coordinate action by a number of the Statescould be secured. In any event, a campaign to this effect would be of great

J'n ^''f^r^*'"^.*^^ ?"""'' ''° ^^^ ^^'^ ^""^^ a^ to the dangers of Investment
In any of these enterprises, and on the other hand as to the advantage of re-vising the laws regulating the formation of corporations and the advertisingand marketing of their securities.

Senator Hitchcock. Has this suggestion been carried out in any
degree by the New York Legislature ?

Mr. Page. No.
Senator McLean. What members of your commission signed that

letter ?
' ^

Mr. Page. There were four of us who had expressed a willingness
to sign it, but it was finally signed only by Mr. Willard V. King and
myself. Prof. John B. Clark and Mr. Charles Sprague Smith
also told us they would sign it, but they went away for the summer
to Europe, and were not available at the time we sent it in.
The rest of the committee were not opposed to this in principle,

but they felt it was a risky thing to advise the State of New York
to undertake single handed, and so, when it was proposed in the
transactions of the committee it was voted down.
We also discussed the question of incorporation. I think I am

correct in saying that only one member of our committee advised
the incorporation of the stock exchange. He was a lawyer, and the
rest of us either opposed or were indifferent. I mention that simply
to show you that we thrashed that matter out pretty thoroughly and
talked it over at great length, and the reasons for it are contained in
the report, which you already have.
Senator Nelson. I see you have a bill there, Mr. Page. What is it ?

Mr. Page. This is a copy of the bill introduced by Mr. Tompkins.
It is in many respects a model bill. If you gentlemen would like to
have it filed in the record, I would be glad to give it to you.

Senator Nelson. I wish you would hand it to the reporter to be
incorporated in the record.
The Chairman. Without objection, the bill will be incorporated

in the record. (See Exhibit M, Appendix.)
Senator Nelson. It was not passed?
Mr. Page. It did not become a law, but it is based on the English

companies act. I do not suppose you want to ask me about that. It
in many respects is a model bill for the prevention of what we found
to be the main abuse in Wall Street—and I say the main abuse for
this reason : Men who speculate on the stock exchange with means
and lose are not much to be pitied; they are people who take their

responsibilities in their own hands. But the thousands of small in-

vestors—farmers, mechanics, small tradesmen—throughout the coun-
try who are swindled every year by people who date their letters from
Wall Street and make their correspondents believe they are connected
with some important financial institution, are to be pitied. I am
going to refer to that a little later on, when I come to the bill.

Senator Weeks. That is dealing in stocks which are not listed and
which are not reputable ?

Mr. Page. Not reputable.

Senator Nelson. Listed, but not reputable?
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Mr. Page. Oh, no; not listed—I never knew such a thing to be
listed—and not reputable. It is this way : It is the man who offers

the $10 share for $2, who draws an enormous graft out of the people
of the United States, out of people who can not afford it, and out of

people who are entitled to some compassion and some pity for being
deluded by these men who pose as financiers. They are trading really

on the good reputation of other men who are doing business honestly

and fairly in the same district. That is one of my criticisms of the

stock exchange, that it has not of itself done something to remedy
that evil.

Senator Weeks. What could it do ?

Mr. Page. It could organize cooperatively to punish these people,

to bring them to justice. We merchants, when we found ourselves

confronted by a phenomenon of fraud which was sapping our own
balance sheets and those of other merchants, got together and formed
an association, put in several hundred dollars a year and hired counsel

and went to work to prosecute the men who were doing fraudulent
business. I have urged upon my friends down town many times that

they owe it to their own reputation and to the reputation of their

district to actively think up and engage in a campaign of punish-
ment of just such frauds. I will say incidentally that it is the duty
of the Postmaster General to attend to just such matters, and living

in the country as I do, I am often mistaken for a hayseed and I re-

ceive a number of such circulars. I have sent a number of these to

the Postmaster General, because I understand that that is fraudulent
use of the mails. I find that it takes from three to four years to get
any action from the Postmaster General, and I am going to refer to

that a little later when I come to the provisions of this bill.

Senator Weeks. What is the character of these circulars of which
you are speaking?
Mr. Page. They are best typified by the circulars of the Sterling

Debenture Corporation. Possibly some of you gentlemen have heard
of it. It was an organization of young rascals in New York, who
put up for subscription stock in so-called enterprises, making large
promises of profit, but none of which were on a mercantile or com-
mercial basis. They were simply undertakings like the Telepost
Co., the Oxford Linen Works, the New York & Chicago Air Line
Eailroad Co., and several others of that class, all of which had a
plausible basis for existence. For instance, I believe there were 3
or 4 miles of railroad called the New York & Chicago Air Line Eail-
road Co. ; I believe there was a short line of telegraph wires which
represented the Telepost Co., which was to go all over the country
and cut the cost of telegraphing into fourths, or something like that.
There was an Oxford Lme Works, which was organized with tangible
assets of say $40,000 and a good will of $1,500,000. People in the
country did not understand the meaning of such statements as that.
They say, " Here is a company with $1,.540,000 capital. It seems to
be a good thing." They do rot realize that $1,500,000 of it is good
will.

Senator Nelson. Was that listed on the stock exchange?
Mr. Page. No, sir.

Senator Nelson. They do list good will there, do they not?
Mr. Page. Yes, sir ; they do, and thei-c is such a thine,- as good will
Senator Nki.son. But they do not lis! wntev. too -v> atercd stock?
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Mr. Page. I think so.

Senator Nelson. On the stock exchange ?

Mr. Page. Certainly.
Senator Nelson. And ought not they to stop that?
Mr. Page. No, sir.

Senator Nelson. You believe in listing watered stock?
Mr. Page. I believe that watered stock has a value. Shall I ex-

plain this now ?

Senator Nelson. Oh, no; I do not want to break in on the plan of
your argmnent.
Mr. Page. Watered stock is simply a device Avhich is made neces-

sary by the inadequacy of the law to provide any means whereby
ability and enterprise can receive a share of the profits of any cor- .

poration. That has been remedied by the State of New York within
the last three years by the passage of an act allowing, the incor-
poration of companies without any slated common capital. That is

to .say, the common stock in such companies can be divided into
shares of no par value. In any business enterprise there are always
two factors to compensate. The first is capital, which is put up
by the same men, perhaps, that put up the ability and enterprise
and go into it, but these two things have to be compensated sepa-
rately. The use of capital is one and is compensated by the interest

rate, and the other is brains and ability that are necessary for suc-

cess. If an enterprise be profitable, after ])aying for the capital,

the brains and aliility ha^'e a right to share the rest of it. It is so in

all private business and it should be so in all corporate business.

As a result of our, until recently, inadequate schemes of incorpora-
tion, the only way for enterprise and ability to obtain this share
of profits was by issuing what you call " watered stock "—that is to

say, issuing stock with a nominal par value of $100, but which did
not represent any tangible property, but represented only intangible

assets like good will. There is no moral reason why such stock

should not be issued as long as the Slate prevents or tries to prevent
the division of profits in a perfectly proper way by the inadequacy
and insufficiency of its corporation laMs.

Senator Nelson. You surprise me. Your attitude surprises me.

It is because of the volume of watered stock that has been issued

to the public, representing nothing but what you call the brains and
skill of people, that they have such hostility to railroad corpora-

tions and other great corporations. If it had not been for watered
stock the public would not object to paying a reasonable income or

dividend on anything. But, taking the Steel Trust itself, because

we have not only to pay on actual investment or capital, but we have
to pay on millions that do not represent anything, what have you to

say? This is at the bottom of the hostility and you will have to

cure it among the public until you get rid of that doctrine.

Mr. Page. I am perfectly willing to admit that the watering of

stock may be carried to excess. I am perfectly willing to admit
that it ought not to be resorted to when there is any other method of

dividing the profit, but you have asked me for my opinion and I

have given it to you. You are entitled to your opinion.

Senator Nelson. Look at the Steel Trust, I say. The report of

the Industrial Commission shows that nearly all of that common
stock was watered; that the real investment, taking the most literal
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view of it, did not exceed the amount of the bonds and the pre-

ferred stock. There was so much Avater in it that when Mr. Carnegie

sold out he would not take common stock and would not take preferred

stock, but took the 5 per cent bonds. Your gospel would justify that

volume of watered stock.

Mr. Page. No, sir.

Senator Xelson. I am surprised to hear it.

Mr. Page. It would not justify, in my judgment, as large a volume

of watered .stcck as was put into the United States Steel Corpora-

tion, but it is my impression that since then, owing to the putting

back of profits into the business, the property is probably worth

pretty close to what it is capitalized for.

Senator Nelson. Here is another question I want to put to you : I

think you need a little moral education. [Laughter.] Take a

public-service corporation, a railroad company, or anything else.

Over and above a fair income for the investment and a fair compen-
sation for the men that run it, does not everything else belong to the

public—those who furnish the income ? Why does it belong to those

speculators ? Why does it belong to the men who issued the watered

stock instead of the public?

Mr. Page. My answer to that question would be that if that theory

had been adhered to, the bulk of the improvements, which it is neces-

sary for your communities to have made within their boundaries,

would not have been made.
Senator Nelson. In other words, you mean by that that in order

to have commerce, you must have pirates on the sea ?

Mr. Page. No, sir; I am not willing to accept your conclusion. I

do not know that we differ essentially except as to conclusions. Your
judgment regarding the matter is different from mine.

Senator Nelson. I am interrupting you
;
proceed with your state-

ment.
Senator Weeks. Let me suggest to Senator Nelson that all the evils,

that come from corporate management do not originate with the

issuing of stock at less than the market value or par value. For in-

stance, the stock of the New York, New Haven & Hartford Railroad
and the Boston & Maine Railroad has all been issued at about par,

some of it as high as $175 a share.

Senator Nelson. That is playing on words. It is not a question

whether you issue it at par or not. It is a question whether it repre-

sents actual value. The New Haven, through Mr. Mellen and Mor-
gan & Co., took in all the electric lines at inflated prices. It may be

those shares were taken in at par, but if you take a property that if

worth a million dollars and issue 10 million dollars of stock the

shares read " par," but they only represent one-tenth of it.

Senator Weeks. What I want to call your attention to is that

stock, so far as the public is concerned, of the New Haven Railroad

had cost the public what its market value was at that time, fixed by

the utilities commission.
Senator Nelson. What utilities commission?
Senator Weeks. Of Massachusetts.
Senator Nelson. Did your utilities commission fix all that inflaierl

stock that Mellen and Morgan bought up ?

Senator Weeks. No; our utilities commission fixed the price at

which the stocks of public-service corporations should be sold, and the
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price of the Boston & Maine and the New Haven stock has been in
all cases above par, at which the public has been allowed to subscribe
for It. I am just calling your attention to the fact that there are
financial collapses due to other reasons than watered stock.

Senator Nelson. I am sorry, Mr. Page, to have interrupted you
in the progress of your statement. I wanted to get you on a sound
moral basis before you proceeded, although I am not a mis-ionary.
[Laughter.]
Mr. Page. I feel very much indebted to you.
Senator Nelsok. I will drop the moral side of it after this. I

think one of the curses of this country is for public men or business
men to allow their names to be paraded in all kinds of enterprises

;

in other words, to be wooden Indians in front of a cigar store.
Mr. Page. I agree with you, sir, absolutely.
The Chairman. We will suspend at this time and take a recess

until half past 1 o'clock this afternoon.
(Thereupon at 12.30 o'clock p. m. a recess was taken until 1.30

o'clock p. m.)

AFl'ER EECESS.

Present: Senators Owen (chairman), Hitchcock, Pomerene, Hollis,

Nelson, McLean, and Weeks.

STATEMENT OF EDWARD D. PAGE—Continued.

The Chaiejiak. You may proceed, Mr. Page.
Mr. Page. The subject to which I was last alluding was in con-

nection with the colloquy I had with Senator Nelson relative to the

issuance of watered stock and I only want to add that, in my judg-
ment, the essential morality or immorality of watered stock is bound
up in the question of deceit. If anyone is deceived, it certainly is

immoral.
Senator Weeks. Do you think publicity would cure all the evil

there is in watered stock?

Mr. Page. There should be publicity about every stoek that is

issued, in my judgment, at any rate, of the nature of the assets be-

hind it. But this came out of a discussion of the question of the

frauds perpetrated by promoters who were selling such so-called

securities as Telepost and Oxford Linen Works and the like, some of

whom have since been put in jail.

The Chairman. Do you speak of Telepost in connection with

putting a man in jail for upholding a fraudulent scheme?

Mr. Page. Yes, sir.

The Chairman. Do you intend for that statement to remain in the

record, that it was in connection with a fraudulent deal ?

Mr. Page. The people who issued that Telepost stock are now in

jail in Auburn ; some of them connected with the Sterling Debenture

Corporation.
The Chairman. Did they issue the stock or sell the stock?

Mr.- Page. I am unable to answer that question, but I think they

did both.

The Chairman. Do you state that those who issued it were put m
jail?
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Mr. Page. I am referring to the people who put it out on the

market, the concern known as the Sterling Debenture Corporation.

They are certainly behind the bars—some of them.

The Chairman. You do not intend for that statement to apply
for every stock they ever sold, that it was a fraudulent stock, do you ?

Mr. Page. I would not like to make that assertion, but I believe

them all to have been fraudulent. That is my belief.

This all came about. Senator Owen, through a discussion of what
the Hughes committee learned, and this was one of the points that

was brought out and subsequently laid before the governor in a

special letter that was not published at the time and which I am
disclosing now for the first time. With all of this class of fraudulent

promotion, to which I am now alluding, there was no connection, so

far as we could learn, with the New York Stock Exchange or with

any exchange. Sometimes such stocks were placed upon the Curb.

Senator Nelson. Was this Sterling stock a Curb stock?
Mr. Page. There was no flotation that I know of of the stock of

the Sterling Debenture Corporation. None of their stocks were
listed anywhere.
The Hughes commission made 25 recommendations. Sixteen of

those recommendations were made to the stock exchange, either

wholly or in part. One or two of these were recommendations for

cooperation between the stock exchange and the banks. Eleven of

them were made to the Legislature of the State of New York and
were recommendations for constructive legislation to remedy some
of the evils which we felt the stock exchange could not of itself

remedy.
Senator Nelson. Could you give us what those 11 were that were

recommended to the legislature?

Mr. Page. Yes, sir. First, a statute making it a misdemeanor for

a broker to receive any securities or cash from any customer, except

for liquidating or fortifying an existing account or to make any
further purchases of sales for his own account after he has become
insolvent.

I shall give them to you in brief and not in extenso. I do not

understand you want that?

Senator Nelson. That is correct.

Mr. Page. Where a broker sells the securities purchased for a cus-

tomer who has paid therefor in whole or in part, except upon the

customer's default, he disposes of them for his own benefit, he should

be held guilty of larceny, and we recommended a statute to that

effect.

In case it is found a purchase or sale of a stock was not actual and

bona fide, the customer should recover three times the amount of the

loss which he sustained thereby, and copies of the findings should

be sent to the district attorney of the county.
That shareholders of subsidiary companies, which are dominated

by holding companies, should have the same right to examine books,

records, and accounts of such holding companies that they have in

respect to the companies whose shares they hold.

Legislation providing for a short-time limitation on receiverships,

or for a limitation of receivers' certificates to a small percentage of

the mortgage liens on their property, could be rendered unnecessary,
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however, by the action of the courts themselves along these lines, so
as to make impossible in the future the abuses which have been so
common m the past. That was not exactly a recommendation for
legislation. It was a recommendation for legal interference.
For the regulation of the advertising evils, including the vicious
tipsters cards, we recommended an amendment to the penal code

to provide that any person who advertises, in the public press, or
otherwise, or publishes, distributes, or mails any prospectus, circular,
or other statement in regard to the value of any stock, bonds, or other
securities, or in regard to the business affairs, property, or financial
condition of any corporation, which contains any statement of fact
which is known to be false, should be guilty of a misdemeanor.
Senator Weeks. How is it going to be known it is false ?

Mr. Page. I will refer you to this whole paragraph. I am trying
to condense it so as not to encumber the record.

Next, that any newspaper or other publication publishing such an
advertisement shall be compelled to obtain a written and signed
statement from the person responsible for the same, to the effect that
such person accepts the responsibility and that the publisher who
fails to do so shall be guilty of a misdemeanor.
That the New York Legislature adopt the features of the Massa-

chusetts law relative to bucket shops.

That provision be made for a witness's privilege to produce testi-

mony which shall not be used against him in a criminal investiga-

tion.

That telegraph companies shall not be deemed common carriers, so

far as the transmission of continuous quotations are concerned.
That telegraph companies buying or transmitting quotations from

exchanges shall be required to publish semiannually the names of all

subscribers to whom the service is furnished, together with the num-
ber and location of the tickers.

I think I have given you the whole 11 now.
Senator Nelson. Can any ,of you gentlemen supply me with a

copy of that Hughes report?

Mr. Page. I have one with me.
Mr. Untermyee. It is in the Pujo committee's record.

Mr. Page. It is in your record already. Senator Nelson. Mr.
White gave it to you this morning.

Senator Nelson. How many of these recommendations to the legis-

lature were adopted?
Mr. Page. I can not tell as to this date in 1914, but on the 1st of

July, 1913, none of them had been adopted.

Senator Weeks. Did the governor send these recommendations to

the legislature with a recommendation of his own or did he take any

other action than to submit this report ?

Mr. Page. I can not answer what recommendation he made. He
sent this report to the legislature and all I know about it is that the

legislature did not take the trouble to print it.

Mr. HoKACE White. He commended it to their careful attention.

Senator Pomerene. I have only heard a part of this statement,

Mr. Page. Do I understand there is a recommendation here to the

effect that telegraph companies shall be relieved from liability as

common carriers?

30578—14 20
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Mr. Page. That was the recommendation made by the Hughes
commission to the liegislatiire of the State of Xew York.

Senator Pomerene. What other liability was to be substituted?

Mr. Page. Senator Pomerene, that is a legal question that I, not

being a lawyer, am unable offhand to answer you. I can obtain the

information for you, if you would like to have me do so. It was
common-law liability.

Senator Pomerene. I was very much interested to know why it

was suggested that the established law of the country should be

changed in that respect.

Mr. White. If you will alloAV me, it was to cut out bucket-shop

quotations.

Mr. Page. That is true. Xow that Mr. White reminds me of it, it

is this: The courts hold that the telegraph companies are common
carriers and therefore obliged to furnish the quotations to anybody
who asks for them.

Senator Nelson. Including the bucket shops?
Mr. Page. Including the bucket shops; and our desire was to

eliminate the bucket shops.

Finally, with respect to the work of the Hughes committee in its

bearing on the New York Stock Exchange, we discovered that there

were at least two very well-defined parties amongst the members of

the stock exchange—those who resisted any change, believing that old

methods which had been long established were sufficient to put the

dealings of the exchange on a proper moral basis, and the larger,

though not so influential, number of young men, who were convinced
that the time had come to make such changes in the methods of deal-

ing on the exchange as were required by the changed conditions of

the times.

In publishing this report we felt that we were supporting that

larger body of young men and giving them a moral support which
we believed would be very advantageous, and, as the result hap-
pened—as it came out^—the moral standard which we put forward
in this report has in great measure, as you have heard this morning,
become the established law of the exchange; in fact, in some in-

stances they have gone beyond our recommendations in the meas-
ures they have adopted for the protection of the public.

Senator Weeks. Have you been personally following the action

of the exchange since that time, and are you familiar with the

changes that have been made, so that you think there has been a gen-
eral move on the part of the exchange to adopt the suggestions
which you made?
Mr. Page. Yes, sir. I am coming to that a little later, as to just

how many of them they did adopt and when they adopted them.
In the discussion of this bill, to which I have devoted considerable

attention, I would like to take up two or three features. The first

section of the bill endeavors by indirection to compel the exchange,
firstly, to incorporate and, secondly, to have a certain fixed and defi-

nite series of rules which are laid down here.

_
With respect to the whole proposition, I have to offer this sugges-

tion: Supposing the exchange did not incorporate, quotations, of

course,_ would be cut off from the entire country and dealings in

securities would be transferred from the stock exchange to the out-

side market. The stock exchange itself is nothing but a market
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place. It is a place where people meet and transact business, because
they can transact business up there more economically, with less cost
to the customers, with less of a tax on the man who buys and sells
the securities, than m any other place. The result is that the charge
to the customer is one-eighth of 1 per cent. The outside market ^s
a place where people deal in securities by buying them at one price
and selling them at another. My experience with a large number of
banking houses who would do that kind of business shows me that
the cost to the person who wishes to sell or to buy, instead of being
one-eighth of 1 per cent, varies from one-half of 1 per cent to 5 per
cent. There is no settled or fixed rule. A man makes what he can.
It IS quite as customary to make 5 per cent as it is to make one-half
of 1 per cent. I do not know of any dealings that would be under-
taken by the outside markets on a basis of less than one-half of 1
per cent. The consequence is that if this bill passes and the stock
exchange does not incorporate, the business of trading in securities
would be done at a cost to the consumer of securities of, we will say,
an average of 2^ per cent, against an average of one-eighth of 1 per
cent.

Senator Pomeeene. Do you believe it will not incorporate if the
law requires it to incorporate?
Mr. Page. I have no opinion on that subject. I am not a member

of the exchange and Imow nothing about its affairs.

The Chairman. Do you appear on behalf of the exchange ?

Mr. Page. No, sir.

The Chairman. Just as an independent citizen ?

Mr. Page. I appear here because I was a member of this Hughes
commission, and last year, being chairman of the committee on com-
mercial law of the Merchants' Association, I was directed by the
Merchants' Association to oppose bills along this same line which
vere offered at Albany, and did so oppose them. Being in Washing-
ton on business of the Merchants' Association, I came in here in
order to explain to your committee exactly what the Hughes commis-
sion was, what it did, and the conclusions at which it arrived.

Next, supposing the exchange did not incorporate and the supply
of quotations were cut off, or only those quotations were furnished
which M'ould be furnished by the outside market ?

Senator Pomerene. Why do you suppose that?
Mr. Page. Because your bill provides there can not be transmitted

by wire, by mail, or any other way.
Senator Pomerene. Do you believe that if they were required to

incorporate that everybody would go out of business and there would
be no quotations ?

Mr. Page. They would do business on the outside market instead
of doing it on the exchange.

Senator Pomerene. Do you believe there would be quotations fur-

nished somewhere, somehow, by somebody?
Mr. Page. They would be furnished by private quotations of the

outside markets if the exchange did not incorporate. I have no
knowledge of the intentions of the exchange and know nothing about
that part of it.

If that were the case, I imagine that newspapers would be after

Congress—and that is only a question of imagination—but I leave

to you the question of judging as to what the ultimate effect of that
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bill would be if it were passed and if the exchange refused to incor-

porate.

The next point I consider is that subsection (A), on page 8 of the

bill, is not only unworkable, but from my standpoint, as a merchant,

a more or less immoral proposition. The question of what credit

one man should extend to another man who purchases anything from
him is a question which, in the last analysis—and I speak from the

standpoint of having been for many years one of the largest dis-

pensers of credit in the State of Xew York—must be determined by
the men involved. The question of credit is dependent upon char-

acter, ability, and capital. If this subsection H should be enacted,

it would say to the world that no man who dealt in securities could

extend credit to another man on the basis of character or ability.

There would only be one basis, and that would be the basis of money.

In other words, the poor man with character and ability would be

placed at a disadvantage to the rich man without character and
ability, and I respectfully submit that is an immoral jjroposition.

Senator Hitchcock. On the other hand, is it not a pretty serious

matter for a man to go into deljt for the purpose of speculating?

Mr. Page. There are two classes of men. Senator Hitchcock, who
speculate. The first class are men who have a knowledge of things

in which they speculate—farmers, for instance. Every farmer is

more or less a speculator. Every business man is more or less a

speculator. A speculator is any person who purchases or carries com-
modities with the expectation of finding a better market to sell them
on than the present market. Every farmer who raises a crop of

wheat judges as to which time he had best market his products. He
may borrow money in order to enable him to carry that product until

he markets it. To that extent he is a speculator. That is the essence

of speculation ; and speculation in stocks is no different from specu-

lation in commodities. So, I answer you that the man who speculates

with intelligence, as the farmer does in his wheat ordinarily, knows
his article, knows just what it costs, knows what it will probably
bring, knows when is the right time to sell it—that is to say, he knows
when it will be most in demand—he is an intelligent speculator and is

of service to the public.

Senator Pomerene. The bucket-shop man is a speculator, too?
Mr. Page. Xot the bucket-shop man, but the man who trades in the

bucket shop. The bucket-shop man is simply a gambler who is play-

ing with loaded dice.

Let me say a word, too, about the other class of men who speculate,

the man who sees that intelligent speculation is rewarded, as all pub-
lic services are, with gain, but who knows nothing about the com-
modity in which he is speculating, and simply buys it on his feeling

or on somebody else's tip, or something of that kind. He is certain

in the long run, nine times out of ten, to lose his money, because he is

not jjerforming a public service in an intelligent way. The conse-

quence is that those people come under your class of those who
are unfortunate in their speculations. But the aleatory instinct is

absolutely founded in human nature, and as long as the seasons
alternate from hot to cold, and as long as one season is dry and an-

other one moist, as long as conditions at one time are good and at

another time were bad, just so long is the human nature susceptible
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to the desire to make money through their knowledoe of conditions.
That is my impression about speculation.

Therefore I think that you can not avoid speculation. As to bor-
rowing money to speculate, it is just as right to borrow money to
carry 1,000 bushels of wheat or 1,000 shares of stock as it is to borrow
money to carry a house.

Senator Hitchcock. In the last day or two we have heard that a
certain banker down in Memphis, Tenn., had lost something over a
million dollars in speculation.
Senator Nelson. A million and a half?
Senator Hitchcock. If he had been required to put up all the

money when he bought his cotton, he undoubtedly would not have
fone into that. It was probably due to the fact he was able, by
epositing a small margin with the brokers, to go into that deal that

he became involved in the speculations. Is it not a fact that the
smaller the margin, the greater the temptation to speculation, and the
greater the volume of speculation, and for that reason should not
there be some limitation, either by law or by rule of the exchange, of
the amount of indebtedness a man can incur upon the stock exchange ?

Mr. Page. I think there is no such general rule. I can speculate
without putting up a dollar of margin. A friend of mine, who is not
as well known, and whose means and character are not as well known,
would have to put up 20 per cent. I rarely speculate.

Senator Hitchcock. That is the reason you have credit ?

Mr. Page. No; I can do it. I do do it sometimes. I have done
such things in a small way, but people know that I am careful

;
peo-

ple know that I have means, and any stock-exchange house that

knows me, if I wish, will buy my stocks and let me pay for them
when I get ready.
Senator Hitchcock. Take this same Memphis banker; would not

the fact that he was the president of a prosperous and successful

bank probably give him a good credit and enable him to speculate,

and being enabled, would not he be tempted to speculate?

Mr. Page. It might be that the fact that he was the president of

the bank would give him a reputation of having more means than he

actually has. That might possibly be. That might induce someone
else -to speculate for him and put up the margin. But, after all, is

not the essence of that transaction larceny? It is not a question of

whether this man speculated, but it is a question of whether he stole

the money to speculate with. That, it seems to me, is the essence of

that proposition.

Senator Nelson. Have you noticed how many young men in banks

and oiRces have gone astray in dealing with what they call "op-

tions "—buying and selling futures, and putting up margins? Do
you notice how many of those young men go to the wsiU and perish?

Mr. Page. I do not Imow how it is in Minnesota, but I do know
that in New York it is practically impossible for such a man to

speculate.

Senator Nelson. But you have such cases there, too ?

Mr. Page. Very rarely. I know a great many young men in banks

and trust companies and elsewhere. I want to say that if they went

out to place an order with a stock exchange, with a stock-exchange

house, they would not get it filled, to start with. Secondly, if it was
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known by their employers that they AA^ere speculating, they would be
discharged. Those two thing's combine to make us in New York

—

and I can not answer about any other part of the country—prac-

tically free from that class of speculation. I do not know of a young
man in the last 15 years who has been an employee of the bank, other

than possibly the president of it, who has lost any amount of money
in New York by speculation.

Senator Hitchcock. Is that by reason of the rule of the exchange
that they are barred?
Mr. Page. By cooperation between the banks and the exchange.

It is a rule of the banks and the rule of the exchange, and besides

that it is a rule of our morals and customs. We do not tolerate such
things and the young men know it is not tolerated. They know if

they do that sort of thing they will be outcasts and they do not dare
to do it.

Senator Nelson. Why does it make them outcasts, and why is

that being forbidden to these poor fellows that you rich men can
indulge in ? You are handling gunpowder, and because you are rich

it is perfectly safe, but those young fellows can not handle the same
gunpowder you do, because they are poor and work for a salary. Is

that your view?
Mr. Page. I am not a trustee. They are trustees. If I were a

trustee, as I was for a great many years, of a large business I would
not permit myself under any circumstances to speculate, and I never
did as long as I Avas in business.

Senator Pomekene. The officers of these banks are the trustees

of their dei^ositors' funds—not actual, but moral.
Mr. Page. Yes; that is right; you are quite right, Senator

Pomerene. That is the reason why a man Avotild be an outcast.
Senator Pojierene. Senator Hitchcock gives a very nice illustra-

tion here that reminds me that one day last week weAvere told that
speculating had a great virtue in this,' that it serves to stabilize the
market. Assuming that this banker from Memphis, Tenn., suc-
ceeded in stabilizing the market to some extent in Ncav York, as
against that benefiting the public, what do you say Avith reference
to the disad\'antages to the depositors and the stockholders Avhose
money was lost doAvn there? That is a matter that should be taken
into consideration, it seems to me, too, Avhen we speak of the virtue
of spec-ulating.

Mr. Page. All I can say is that an honest young man, who is presi-
dent of a bank, Avill not speculate, to begin with. Secondly, the
volume of this man's speculations, as compared Avith the volume of
speculations in cotton—his Avhole volume in a year does not exceed
one hour's speculation in cotton in the Cotton Exchange.

Senator Nelson. Will you allow m,e to call your attention to this
fact: It is no hardship on a rich man—Avell to do—to require him to
put up a margin of 20 per cent. You will concede that. It is not a
hardship on a man that has ability and can do it just as easilv as
not. The hardship comes on the poor felloAv Avho comes in to specu-
late and play with loaded dice, as it is called. In his case it may act
as a deterrent. If he has not the money to ]5ut up he will not specu-
late. It IS just like tempting a man to drink; if he has not a bottle
of whisky in his pocket he Avill not drink. Is it not better to make it

difficult for all these poor felloAvs to put up that margin? To make
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it difficult for them to speculate would be a good thing, would it not?
Would not that be a protection for them ? The rich do not need any
protection. It is the ordinary poor man we must protect in this

world. The rich can take care of themsehes. no matter what they
do ; but it is the poor man, the young fellows who go out and get it

into their heads that they want to speculate. Is it not a good thing
to tell these young fellows, '' You will have to put up a good, big mar-
gin before you can do it "

? Will not that act as a deterrent, and will

not that be a wholesome thing in, the long run for them—^not from
the stock-exchange standpoint but from the public standpoint?

INIr. Pack. My contention is that that can not be done by law, and
for the reason that if you try to do it by law you must make it the
same to everybody. You then deprive the man who has character

and ability of getting credit when he deserves it. People who can
control the speculation of poor people—and I agree with you entirely

that where a person has neither character nor ability nor capital he
ought not get any credit

Senator Nelson (interposing). Oftentimes the poor fellows have
just as much character as the rich fellows.

jMr. Page. I know they do ; and more sometimes. I have dispensed

credit to men. I have dispensed credit to men who have $30,000

capital to a greater degree than I have to a man who sometimes had
$150,000 or $200,000 capital, because they had the character and abil-

ity behind them. Many times I have taken just such risks on such

men. "\Mien I see a paragraph in a bill that tends to give an undue
advantage to a man with capital in getting credit of any kind I look

upon it as immoral. I look upon it as cutting out those two great

elements of credit, character and ability, which are the first things

to be considered by any man who dispenses credit. The question is

one of how a stockbroker should extend credit to a customer. That

is the whole sum and substance of this, and I consider this is an

immoral position for any law to take.

Senator HrrcHcocK. Could you not look at it from another stand-

point, that it is a dangerous thing to have the broker give more credit,

that the stability of the stock exchange is impaired by occasional fail-

ures Avhere a broker gave an excessive amount of credit? The pro-

hibition might be against their giving credit for the sake of protection

against that danger.

Mr. Page. If you can find any plan that will prevent all men in

business from giving an excessive amount of credit I should be only

too glad to support it.

Senator Hitchcock. For instance, we do not allow banks to give

an excessive amount of credit. We limit the amount of business they

may do in the way of making a man a loan; we limit the amount

thebanksmav loan of their depositors' money.
., ^

Mr PvGE. 'I do not consider that it is right or fair to pick out

one class in a community and prevent them from extending credit

when you do not prevent other classes. Senator Hitchcock, m any

100 people who are dispensing credit will always be two or three

who are doing so foolishly. I do not see any way of avoiding that

without hampering the other 97. It would be a great disadvantage

to the public, I believe, to put anything in the way of a man s judg-

ment when he is dispensing credit.
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Senator Pomerene. That is, you feel there should be no regula-
tion because it might limit the opportunities of a few men ?

Mr. Page. No, sir; but because it might limit the opportunities
of 9 out of 10 men ; that is it. It is a very different proposition from
a few men.

Senator Nelson. But it is not the poor man who comes here and
complains of this matter ; it is you rich men. Why are you fighting

this bill? It would not hurt you. These poor fellows who have
not anj^hing and can not put up any margin do not come here and
raise this question.

Mr. Page. Can not a rich man have public spirit? Can not a
rich man stand for the things that are good and right ?

Senator Nelson. Surely; but when these men that this bill affects

are not complaining, how do you complain?
Mr. Page. How do you know they are not complaining ?

Senator Nelson. We have not heard from them.
Mr. Page. How many of them know anything about this bill?

Will you answer this question?
Senator HrrcHCOCK. Of course these questions that are being ad-

dressed to you are not necessarily from those who are in favor of the

bill or who believe in the bill. For instance, I do not. I do not be-

lieve this ought to be regulated by act of Congress, but my question

was directed to seeing what objection you had.

Senator Nelson. I do not want you to labor under the impression
I am absolutely for the bill, either ; but I simply want to put you on
the right track.

Mr. Page. I am very glad to have any question put to me that will

serve to bring anything to the light.

Senator Pomeeene. Before going further, you said a moment ago,

in answer to my question, that this regulation would hamper 8 or 9

out of 10 people?
Mr. Page. Yes, sir.

Senator Pomerene. Do you mean by that that 8 or 9 out of every
10 people go on the market and buy without putting up any cash

deposit ?

Mr. Page. No ; but they put up varying amounts of collateral, and
it is not always, by any means, cash collateral. For instance, suppose
I should want to-day to buy a couple of hundred shares of Penn-
sylvania stock. It so happens I have no money in the bank. I

come to my bankers and say :
" I would like to buy 100 shares of

Pennsylvania stock." I say to them: "I would put up a 100-share

certificate with you. I have no money, and I will ask you to carry

it until I can get some money."
Senator Weeks. A certificate of what ?

Mr. Page. A 100-share certificate of Pennsylvania stock. They are

lending me practically $10,100 on collateral worth $l.!l.loO. It is not

possible, nor is it fair, that a man should not be allowed, if he is

going to put up anything, to put up good securitj^ as well as money.
This bill requires a man to put up money.
There is another feature about this. I will give you my own ex-

perience, for perhaps that comes a little closer home to me. I live

about 35 miles from New York. I get my morning paper about 9

o'clock in the morning. I may have some money coming in in a week
or 10 days ahead and want to invest it. I see an opportunity to
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favorably invest it in a certain stock. I call up people in New York
who know me very well and say, " I would like to buy 50 shares of
Telephone." That is to say, provided 1 am pretty well convinced in

my mind the Government is not going to take it over. They say,

"All right, Mr. Page." I say, " I shall not be able to pay for that
to-day." "All right. We will carry it until you are ready."
This bill would prevent me from buying that stock or any man

from buying that stock unless he had sent in a check previous to the
purchase. I can not even buy the stock and pay for it to-morrow
when it is delivered. I have to put up 20 per cent on it—imme-
diately—before I buy it. That is not customary in any other line of
business.

Senator Weeks. I suppose the general purpose of that provision
is not to require a technical deposit before the time, but to require

a sufficient deposit to carry the stocks. I assumed that was the in-

tention. Is it not customary for brokers to require as much margin
as they have to furnish the bankers on such transactions?

Mr. Page. I think ft is.

Senator Weeks. Th?t would probably be about 20 per cent?

Mr. Page. Generally it is.

Senator Weeks. As s practical proposition, in most cases, that

would not be burdensome, but as a theoretical proposition you think

it is unwise?
Mr. Page. As a theoretical proposition I think it is unwise. As

a practical proposition, so far as buying stock, even if I buy it for

cash I would have to put up 20 per cent before I got any of the stock.

I think it is burdensome.
Senator Hitchcock. May I ask some questions right there ?

Mr. Page. Yes.

Senator Hitchcock. Do you think it is desirable to have violent

fluctuations on the stock market ?

Mr. Page. No, sir.

Senator Hitchcock. Is it not the result, when a margin is very

small, that men are forced often to market their stock when, if the

margin was larger, the brokers would not throw that stock upon the

market ?

Mr. Page. That happens frequently.

Senator Hitchcock. Is it not the result sometimes that the mar-

gins of men are wiped out because fluctuations on the stock market

are more or less violent?

Mr. Page. I think it has a tendency in that direction
;
yes.

Senator Hitchcock. If everybody paid the same price for the

stock there would be no such serious fluctuations, but if a bank ad-

vanced money on the stock and the margin is in the process of being

wiped out the bank will call that loan, will it not?
^ ^ ^,

Mr. Page. I do not think I can quite follow you in your farst state-

ment that if everybody paid cash for their stock there would be no

fluctuations. „
Senator Hitchcock. I would not say there would be no fluctua-

tions.

Mr. Page. But no violent fluctuations?

Senator Hitchcock. There would be no stock dumped on the mar-

ket in order to save a total loss.
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Mr. Page. I think there would. For instance, take the recent

situation in reference to the New Haven stock. That was stock that
was locked up in tin boxes and not carried on a margin, you under-
stand. It has been considered an investment stock for a great many
3='ears, and a great many people who owned it had paid 200 for it.

What happened? It went down worse than any stock that was on
the New York Stock Exchange during the last six months. It went
down for the reason that all stocks go up or down—because of a

change of feeling on the part of either the people who own the se-

curity or want to own it. They felt confident in it at first, and con-

sequently they asked a good, high price for it. They lost confidence

in it. I do not believe that $10,000 worth of margins were wiped out

in the New Haven stock on its way down. I say that without being

a member of the stock exchange, but simply from my knowledge of

how the stock was held. It was owned and kept in strong boxes, and
the people got frightened about it and poured it in on the market

—

what the stock exchange people call " long stock," which was able to

depress the price because there were no buyers.

Senator Hitchcock. I would not intimate the only way for stocks

to be depressed or fluctuated violently would be by reason of narrow
margins, because that road was wrecked. I wanted to ask some ques-

tions along that line of some member of the stock exchange, because

it seems to me the authorities of the stock exchange should have fore-

seen that that property was being wrecked. Take the case of a stock,

the value of the property behind which is reasonably stable. For in-

stance, take the Pennsylvania or the New York Central, both of

which have fluctuated more or less. If those stocks were absolutely

owned and paid for the fluctuations in them would certainly not be as

great as when borrowers are compelled to throw them upon the mar-
ket, and the banks are required to call loans and force them to be

thrown on the market in times of stress. Is not that true?
Mr. Page. That is true, not only of this, but of every other form

of investment. It is peculiarly true in New York City to-day in real

estate.

Senator Hitchcociv. So if you could have a larger margin re-

quired, not necessarily by Congress, but by the experience of the

stock exchange, if a wider margin should be required, it would
stabilize the market and reduce the danger of margins being wiped
out and stocks being imduly depressed ?

Mr. Page. That was our judgment in making this report—that if,

in cases where the requisite amount of character and ability was not
present to justify a credit with a slim margin, large margins should
be insisted upon, so as to make the business of trading in stocks very
much safer and make the fluctuations less violent.

Senator Pomeeene. There is another question I want to ask. You
made some statement to the effect that there is a rule on the stock

exchange and in the banks up there to the effect that clerks and em-
ployees should not be permitted to buy on the market, etc. Is there

any such regulation either in the stock exchange or in the banks with
reference to any of the officials of the banks?
Mr. Page. I do not know that I am competent to answer that ques-

tion. In some banks there is. In other banks there is not. As for

the stock exchange, I think they are very careful about taking ac-
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counts from even officials of the bank, but I do not think it is pro-
hibited to the extent that it is with regard to employees.
Senator Pomeeene. Let me ask another question. You state you

have not full knowledge of the subject, but do you know of any
reason why this same rule should not apply to officers of the banks
that applies to the clerks of the banks?
Mr. Page. I think it should.
Senator Pomeeene. It should apply ?

Mr. Page. Yes, sir. I think every man who has accepted a trust
is under obligation not even to appear to violate that trust.

Senator Pomeeene. What do you say as to the regulation of that
or not so far as it applies to the stock exchange; that is, that they
should refuse to do business with the officers of the various banks,
just as they refuse to buy or sell for clerks in a bank ?

Mr. Page. I know of some houses that would take that position.

I can not tell you how many.
Senator Pomeeene. You are speaking of brokers, I take it?

Mr. Page. I am speaking of brokers.

Senator Pomeeene. What do you say as to the exchange itself hav-
ing a rule of that kind ?

Mr. Page. That is to say, a rule that no member
Senator Pomeeene (interposing). A rule absolutely prohibiting

their members from accepting the accounts of officers of banks ? In
other words, apply the same restrictions to the officers of the banks
that you have told us they apply to the clerks and employees of the

banks.
Mr. Page. I think, on the whole, it would be a salutary rule. Of

course, it might tread on some people's toes, but I think, on the whole,

it would be a beneficial thing.

Senator Pomeeene. There is no law that does not tread on some-

body's toes, but the individual good must give way to the public good
in these matters.

Mr. Page. I am inclined to agree with you.

The next suggestion I have to make is relative to the control of

the stock exchange by the Postmaster General. I opposed last year

the incorporation of the stock exchange at Albany practically for the

sole reason that the reg-ulation of the stock exchange was put into the

hands of the superintendent of banks. The superintendent of banks

not only has a handful of business he already has to undertake,

but experience has proved in the case of the Carnegie Trust Co., and

in the case of a large number of banks that have failed in the last

few years, and of conditions known to all of us to have existed in

some other banks that did not fail, that State regulation in such

circumstances is very perfunctory ; that it is not an efficient means of

regulating the very intricate and complex series of transactions which

is proposed to be regulated by this bill. Those transactions are

changing in character all the time. The method of handling a trans-

action, an ordinary contract, may change in some slight degree,

sometimes for better, sometimes for worse, in the course of a week.

The Postmaster General at Washington, or any official at Washing-

ton, would be one of the last people that I should thmk of mtrustmg

with so delicate, difficult, and complex a task, just as I opposed the

same principle with regard to the superintendent of banks in the

State of New York.
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To illustrate what I mean and what slowness is involved in getting
anything through the Postmaster General's department, I want to

bring before your minds the case of this very Sterling Debenture
Corporation that I illustrated a few moments ago. There was a
corporation the promotion of whose stock was most conspicuously
crooked. Any person with common sense and judgment could tell

it was crooked. When I first got their circulars I wrote to the
Postmaster General, knowing there was a law against using the mails
for such purposes. I wrote a strong letter and sent the evidence on
to the Postmaster General. I received from him a printed form
with something filled in on it, stating the matter had his attention.

It got his attention and in three years aferwards he began suit.

If you expect the Postmaster General who, I think, has plenty to

attend to as it is now—probably more tnan he can handle—to regu-

late from Washington so complex and serious transactions as go
through every day on the stock exchange I think you would find it

would be a most inefficient way of making such a regulation. His
business is inefficiently enough conducted when it comes to the ques-

tion of a simple prosecution of people who are perpetrating a fraud
on poor and innocent investors to-day. How much worse would it

be if he were obliged not only to fish out the evidence for himself,

but to decide in his own mind what stock exchange transactions were
straight and what were crooked.

Senator Pojierene. You do not regard that as an entirely fair

criticism, do you? Let us stop and think for a moment. They do
take hold of some of these things very vigorously. It sometimes
happens they are not taken up as expeditiously as they ought to be.

That is true in all branches of the Government. It is true in the

courts, and it often happens not because it is the fault of the law,

but because the party complained against may have some very adroit

and very clever lawyers who succeed in blocking the wheels of justice.

Mr. Page. The point I was making was that, according to my best

information, no proceeding was attempted for three years after I
made my complaint.

Senator Pomerene. That was a mistake. I think those people
wasted $8 or $10 postage on me.

]\lr. Page. As contrasted with the method which the stock exchange
itself has adopted—^the committee on the floor all the time watch-
ing every transaction, noticing every curious trade that is made—it

would seem to me the method proposed by this bill is very inefficient.

I am only going to say one word more, and that is as to the rela-

tive efficiency of the stock exchange and of the New York Legisla-

ture in responding to these recommendations which we made in this

. report. We made 16 recommendations to the stock exchange, and to

the New York Legislature 11 recommendations. They were made on
June 7, 1909. Early in the year 1910 the stock exchange had com-
plied with 6 of our suggestions. In 1911 and 1912 they added 2
more. In 1913 they added 4 more. This made a total of 12 out of

1 6 with which they had complied. They have given reasons for not

complying with the other 4. I am inclined to think we possibly

went a little too far in at least 2 of those 4 recommendations. That
leaves, in the course of 4 years, 14 out of 16 recommendations ac-

counted for. How about the other 11 which we recommended to the
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State of New York, and some of them, as you will see from my read-
ing of them, were really very important amendments to the penal
code which we thought were necessary in order to enable honest busi-
ness men fairly to compete with dishonest business men. Of the 11
recommendations which we made there, up until July of last year,
when T made this computation, not one had been adopted.

Senator Nelsok. And one of them was very important, that relat-
ing to the publication and mailing of false circulars ?

Mr. Page. I have only in conclusion to recommend to this com-
mittee that there is one subject Avhich I think they can regulate with
great effect, and that is the promotion of enterprises. It is not in
the stock exchange where the trouble is located. The trouble begins
before the enterprises get to the stock exchange. It is not in the
market place, it is in the manufactory that you want to regulate these
things. People are putting out fraudulent goods. Your pure-food
act does not affect the man who distributes the pure food or the im-
pure food. It goes straight to the manufacturer.

Senator Pomerene. It affects both of them.
Mr. Page. The man who manufactures impure articles is the man

you want to get at, and I want to say that in the majority of my ex-

periences those frauds which take away from the poor people of this

country—I mean the mechanics, the working men and people who
have little savings in the banks, and all that sort of thing—are per-

petrated, not by stock-exchange houses, but by people who imitate

the methods of the stock-exchange house and put themselves out as

coming from Wall Street.

Senator Nelson. What have you to say when those promoters suc-

ceed in getting, as they have oftentimes done, their stock listed on

the stock exchange? What about that? Could not the stock ex-

change keep an eye on the promoters? Would there be any body of

men that would be more competent, more wise, more expert to pass

upon that question than the stock exchange ? Could not they stand

off the promoters by refusing to list their stock ?

Mr. Page. The majority of promotions of the type I have men-

tioned never come to the stock exchange to have their stocks listed.

Senator Nelson. Some do.

Mr. Page. And, Senator Nelson, the stock exchange is not 100 per

cent perfect, nor 100 per cent wise.

Senator Nelson. I am glad to hear you admit that.

Mr. Page. Some people make mistakes ; all people make mistakes

at some time; and the stock exchange has made its mistakes, as I

have told my friends there many times. The real question we have

to consider with the man who makes the mistakes is, is he trying his

best to rectify them.

Senator Nelson. That is right. j <.

Mr Page. That I am going to leave entirely to your judgment.

Senator Nelson. There are two matters, it seems to me, Mr. Page,

where I think there is an opening for the stock exchange. Une is to

exercise more care in listing stocks; not to list stocks except they are

based on what I call substantial value, not based on what we com-

monly call water; and not listing the stocks of these promoters

Where some promoters are in them, the stock exchange ought to put

them on their guard.
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In tlie next place, where there is a palpable and evident attempt to

get up a corner—a manufactured corner, I mean; not a corner that

may sometimes arise through what I call natural causes or ordinary-

causes, but where there is a manufactured holdup—why should not
the stock exchange take it into their hands and say, " Gentlemen,
you have gotten up a corner here by crooked, corrupt, dishonest

means. We will not allow you to settle on the basis of that corner

you have manufactured. We will establish the proper rule in such

cases." Why would not that be a good plan?
Mr. Page. I think that would be a good regulation for the stock

exchange to enforce upon everyone who trades there. But I do want
to say also that that is not the crying evil. It is so many years since

an extensive corner, a vicious corner, that it does not impress me as

being worth a great deal of powder.
The Chairman. In the case of the Kumely Co., that stock was put

on the market in November, 1912,, and thousands of shares were sold

on November 17, 1912—9,645 shares of that stock sold at 101 and
down to 98^ on that day. It was put upon the boards by the New
York Stock Exchange governing committee and practically repre-

sented to the public as being a stock worthy of public respect and
public confidence. Having done so, they began to trade in that stock

and it went steadily down from 101, down to 30, to 21, and finally

down to 12 on February 6 of this year, 1914. The public is led to

believe by the buying and selling of these stocks in this fashion on
the exchange that there is a substantial, honest value behind those

stocks, and having been led to believe that, and buying it as they can
on a margin of 10 per cent or 20 per cent, as the case may be, they do
not have to put up a very large amount of money, comparatively, to

buy a good many shares of the stock ; but when this margin is closed

out they lose just as much as if it were an ordinary gambling trans-

action. Do you think the public has any interest in protecting itself

against transactions of that kind that mislead the public as to the
value of those securities?

Senator Nelson. What was that company incorporated for?
What was its business?
The Chairman. It was the Eumely coiumon stock that was issued.

It was a company engaged in the manufacture of agricultural n)a-

chinery, as I understand it, making gasoline plows or plows that
used oil as motive power. They were incorjDorated on December 5,

1881, in Indiana, but finally they got their capital stock up to $22,-
000,000 of common and $10,000,000 of 7 per cent, cumulative pre-
ferred. Originally the stock was only $250,000, but this was increased
to $750,000 in February, 1909; and to $2,000,000 in October, 1909;
to $3,000,000 in December, 1910 ; to $22,000,000 in November, 1911

;

and to $32,000,000 in February, 1913.
Senator Nelson. And all that stock was listed ?

The CHAiRiiAN. They listed that through the governing board
of the New York Stock Exchange, and put it before the country as
being the stock listed by that exchange, and the public was justified
in buying on the presumption of good faith, and yet this stock has
simply gone right down to 12 from 101, and the preferred stock has
been going down in the same way.



REGULATION OF THE STOCK EXCHANGE. 319

I would like to know whelher v.v not tho preferred stock, for in-
slniu't', which wont from 10:5 tiowii to about 31 on Fehruary 6
Mr. V.Uiv. (interrupting). It has been lower than that, I think,

.since then.

The CiiAiiniAN;. Thai is low enough for the purposes of my ques-
tion.

i\Ir. PA(ii.:. I can speak tVeliuiily on that because I have some of it.

[LaughtiU'.] I want to tell you what the facts are in. that case.
The CuAiKMAx. You operate in buying and selling stocks?
Rlr. Pagk. 1 invest in stocks. I am 'not a stock operator, but I am

an investor. That is the only way I have for getting an income.
The CiiAiEMAN. I hope you did not get your income by a large

investment in this stock at the top prices ?

Mr. Page. No; I bought ."^lO shares of Runiolv stock when it first
came out, and still have it. That was the preferred stock. I made
as good an investigation into that as I could. In the first place, there
was fraud in the statements sent to the stock exchange. It was a
lie. The stock exchange listing committee had everv reason to be-
lieve that the statements put out by Dr. Rumely were the result of an
honest statement of their accounts. It was not so. That was the
misfortune. As to the people who lost money by buying that stock
on margin
The Chairman- (interposing). I understand this lie was carried on

up through the stock exchange having this stock listed there?
Mr. Page. Not necessarily. I think the stock was not listed until

it had all been sold, and investors all deluded. That is to say,
William Salomon & Co. and Hallgarten & Co. put out this stock,
not publicly, but privately, to investors on a statement that was not
true. They claimed, and I think that there is some reason to believe,

that they themselves were deceived. They certainly, hoAvever, did
not take the ordinarv precautions that an investment house usually
takes.

Senator Nelson. Did you buy this before it was listed?

Mr. Page. Yes, sir; I believe I did. I am pretty sure I did.

The CirAii)i\rAN. "Was it not listed on the same statement?
]\!r. Page. I can not recall whether the listing statement was the

same or not. It might have been. I did not compare the two. I can
not conceive there was any of that stock bought and sold on margin.
I can not conceive there was a broker fool enough to buy that stock

for anybody on margin.
The Chairman. Eeally, the public was fool enough to buy it

—

is that the inference ?

Mr. Page. The people who bought it, paid for it, in other words.

Of course, the public has faith enough to buy it. They felt the

statement put out by the Rumely corporation was the truth. In-

stead of that, it was a lie. It is a business proposition, such as I

have seen many times. I have often loaned money to men on false

statements and got swindled by them. That is what this is.

The Chairman. This stock was quoted above par.

Mr. Page. That is perfectly true.

The Chairman. Why should not it, then, be sold on margin?
Mr. Page. Because there was not a broad enough market in it.

They would never buy a stock on margin unless there is a broad mar-
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ket for it, and they knew—you can tell that better by asking some
of the stock-exchange people—that there was not a broad market on'

it, and therefore they would not buy on a margin.
Senator Nelson. Is it still on the list ?

Mr. Page. Yes ; it is still on the list.

Senator Nelson. They still have it after all this trouble ?

Mr. Page. Yes.

The Chaieman. There seems to have been a million dollars' worth
sold on November 15. That looks like a pretty fair market ?

Mr. Page. It depends altogether on the number of houses that are

engaged in dealing in it. If you have only three or four or five or

six houses engaged in dealing in a stock, it is not looked ujjon as a

stock that has a broad market, and as a rule you can not buy stocks

from a stock broker on margin unless the stocks are well known and
have a broad market.
The Chairman. Is that because when only two or three houses are

handling it they are buying and selling from and to each other and
in that way making a broad market ?

Mr. Page. No; not necessarily that. It is simply that the stock

broker requires, as his collateral for a loan, a stock that he can go
out and sell, not to 25 or 30 people, perhaps, but to 100 or 150 or 200

or 1,000 people. In other words, a bank will not loan on Eumely
stock. I could not get a loan on Eumely stock, except on my own
name.

Senator Nelson. Why should not the stock exchange strike this

from this list ?

Mr. Page. There is a vested interest in the listing of that stock,

and you would find every man who owns it regards this vested in-

terest as contributing to the value of his investment. If the stock

exchange should strike that off the list, it would deprive me still more
of what little .equity I have in my stock.

Senator Nelson. Then that listing gives it credit, does it?

Mr. Page. I do not think it does.

Senator Nelson. It gives it standing that it would not have with-

out it?

Mr. Page. Yes ; it gives it a certain standing, and yet not as com-
plete standing as might be inferred.

Senator Nelson. If the stock exchange had not listed that stock,

the public ^vould not have been bled as they were ?

Mr. Page. Yes. They would have been bled exactly the same, be-

cause it was all distributed

Senator Nelson. Oh, no, no.

Mr. Page. Excuse me—^that stock was all distributed before it was
ever listed on the stock exchange.
The Chaieman. Was it sold on the stock exchange when they knew

the statement was fraudulent before it was listed ?

Mr. Page. I do not think they did. I do not think anyone in New
York knew that statement was fraudulent until some three or four

months after the listing.

The Chairman. Why did not they take steps necessary to ascer-

tain the character of it before they listed it to tha public ?

Mr. Page. They can answer that question better than I can, but I

assume they did take all the steps necessary.
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The CiiAiEMAX. What did tliev do when thev found out it was
fraudulent ?

Mr. Page. The stock exchange i

The C'liAiRMAX. Yes.
Mr. Page. They did nothing so far as I know.
The Chairman. They continued to allow the stock, known to be

based upon a fraudulent statement, to be sold without doine any-
thing? ^ -^

Mr. Page. All the value in that stock, Senator Owen, is not wiped
out.

The Chaibmax. That is not the question. The question is,

"Whether or not, when they discovered this stock was based upon a
fraudulent statement or was based on what vou call a lie, they did
nothing to protect the public ?

Mr. Page. They did not. I do not know of anything they did.
The Chairman. But you do not think that kind of a stock ex-

change ought to have any public supervision ?

Senator Hitchcock. 1 understood ^Ir. Page to say that it would
be another hardship on those who bought the stock if, after they
bought it. is should be stricken from the list.

Mr. Page. They would have no place to market it.

The Chairman. It would be well if you would let Mr. Page
answer my question.

ilr. Page. The function of the stock exchange is to provide a
market.
The Chairman. Obviously.
Mr. Page. For the exchange of values. As long as a thing has

some value and it is already listed. I believe it would be a hardship
on the people who bought it, even they were deceived in the amount
of value they bought, to have stricken it from the list. It is simply
this: A company which said it had $1,000,000 worth of assets—for
the sake of illustration—was found to have only $700,000. It was
not as if it had no value at all. The stock has a value. For that
reason my interest in that stock as an owner of it would be very
seriously damaged if. there being a fair amount of stock to be traded
in all the time, it was stricken off the list. It would deprive me of

a market for what I have.

The Chairman. So that in order to protect you in the value of the

stock you have, they have concealed from the public this false state-

ment?
Mr. Page. Xo ; everybody knows it.

The Chairman. Everybody knows it?

Mr. Page. Oh, yes.

The Chair3ian. They do not know it from the stock exchange, for

the stock exchange did nothing, did they ?

Mr. Page. The news was disseminated pretty broadly. I do not

know who disseminated it.

The Chairjian. It was not disseminated by the exchange?

Mr. Page. I can not answer that question.

The Chaii;3ian. You said they did nothing?

Mr. Page. 1 said they did not 'strike the stock off the list.

The Chairman. You said they did nothing so far as you knew.

30578—14 21
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Mr. Page. In the way of striking the stock off the list. I under-
stood that to be your question.

The Chairman-. What else did they do?
Mr. Page. I do not know.
The Chaieman. You said you opposed the New York State incor-

poration law because you did not consider the State superintendent
of banks was a proper person, and now you object to the Postmaster
General because he is too dilatory and inefficient. Whom would
you like to have as the proper authority to pass on these questions,

if anybody?
Mr. Page. Public opinion, the most powerful of any of the au-

thorities in this world.
The Chairman. You think that is more efficient than the Post-

master General, do you?
Mr. Page. Yes.
Senator McLean. How are you going to bring public opinion to

bear upon these matters before they are listed ?

Mr. Page. That was not public opinion. It was public opinion on
the stock exchange which I was asked with reference to.

I think, on the contrary, the issuance of securities is a matter that

is very important for the Congress to take up, for this reason: No
State can take it up alone without making an invidious distinction

against itself in its incorporation laws. It puts itself immediately
at a disadvantage, whereas Congress can take it up as a matter of

national importance, which I think it is, and prescribe rules that

will give us practically " pure stock " stocks.

Senator Pomeeene. But you overlook one fact. You refer to the

manufacture of food. Do you not understand that it is not only
the manufacturer of those foods who is regulated, but it is also the

sale by the retailer?

Mr. Page. The only thing you say about the retailer is that he
shall not sell stuff that is not pure.

Senator Pomeeene. Certainly, and under certain regulations of

the department, that the formula shall be on certain of the packages.
Mr. Page. Put your formula on your stocks. That is all right.

Senator Pomeeene. Then you favor some regulation of this stock
exchange ?

Mr. Page. I favor the regulation of the issuance of securities, and
when you have your securities right, you have no further troublo
with your stock exchange or other market.

Senator Pomeeene. Why should not we regulate both the issuance

and the distribution and the sale of these securities as well?
Mr. Page. Because I do not think that you can effectively, by any

plan that I have yet seen, regulate the sale.

Senator Pomeeene. They do it with regard to foods, to use your
own illustration.

Mr. Page. If I am a grocer, I can sell any food that complies with
your pure-food regulations. I do not have to ask anybody's per-

mission to do it, nor subject myself to any regulations.
Senator Pomeeene. But if you sell those goods in violation of the

regulations controlling the sale, you are amenable to the law?
Mr. Page. Of course, I confess I am not very familiar with that.

Senator Pomeeene. That is mere argument.
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Mr. Pagr I have used that as an illustration.

w>,Vt''fi''L^°'''''^''!;
^?''"^

^"f."^*^
°^ *^« other matters to which Iwant to call your attention. You stated awhile ago your commis-

anJ TmTm'nriTTf^^^''''''
'' *¥ ^^" Yor/sto';.k Exchange,and i think 12 or 14 of them were adopted. You regarded thoseas salutory recommendations, did you not^

^S^iiuea tnose

Mr. Page. Absolutely.

nf£wlf.r^"''''''''!?- '^h ^^^ 7"^^ S*«^^^ Exchange evidently did,
otherwise they would not have adopted them

'

Mr. Page. Precisely.
Senator Pomeeene. Do you not think these same or similar regu-

counr
° *° adopted by every stock exchange through the

Mr. Page. It is of very little consequence, because there are no
other stock exchanges that do any considerable volume of business
in the country. The evils of incorporation, as I see them, so much
outweigh the advantages to be gained from incorporation

Senator Pomeeene (interposing). We were not speaking of incor-
poration. We were speaking of these particular regulations. You
say it was a wise thing for the New York Stock Exchange to adopt
these regulations ?

Mr. Page. Yes, sir.

Senator Pomeeene. Suppose to-morrow they would rescind them?
Mr. Page. They could not.

Senator Pomeeene. Why not ? What is to prevent them from re-
scinding them ?

Mr. Page. My dear sir, they Avould be overwhelmed with such a
mass of public indignation that a stock broker would not dare to
show his face on Fifth Avenue.

Senator Pomeeene. There is a public indignation against murder,
but we have murder and we must punish it.

Mr. Page. Yes; but we put those people in jail.

The Chaieman. Not by public opinion; we do it by trial and a
judge, who passes on the case and charges the jury.
Mr. Page. But you know well enough that if the public demands

that the murderer be acquitted—at least some of you gentlemen who
come from the South know that—he is acquitted. There has never
been a white man convicted of the murder for killing a colored man
in the South, for instance.

Senator Pomeeene. That might be true of a stock exchange, too.

Mr. Page, If the people believed a stock exchange was right, they
could violate the law with impunity.
Senator Pomeeene. So it is your judgment that all these matters

of regulations should be exclusively left to the New York Stock
Exchange ?

Mr. Page. No ; to public opinion.

Senator Pomeeene. Assume that public opinion is back of it;

you would not have any regulation in the form of a law ?

Mr. Page. I should not like to commit myself to such a sweeping
assertion as that, Senator Pomerene.
Senator Pomeeene. I did not think so.

Mr. Page. The only thing I know is what I have before me. I can
not pass on some other law.
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The Chairman. You think public opinion can be relied on to

acquit a murderer in some parts of the country?
Mr. Page. Yes, sir ; I know it can ; I have seen it.

The Chairman. So you would like to rely on public opinion in

this matter?
Mr. Page. That is hardly a fair interpretation of my remarks, I

think. Senator Owen.
May I be excused? Are you through with me?
The Chairman. Yes.

Senator Pomerene. Have you left a copy of the suggestions you
made to the New York Stock Exchange ?

Mr. Page. They are all embodied in our report, which, I under-

stand, is included in the Pujo report, but Mr. White has left with

the stenographer a copy of the Hughes commission report, which I

understood the chairman to direct should be incorporated in your
record at this time. ( See Exhibit K, Appendix.

)

STATEMENT OF HENRY C. EMERY, PROFESSOR POLITICAL ECON-
OMY OF YALE UNIVERSITY, NEW HAVEN, CONN.

Mr. Emery. Mr. Chairman, I have made no preparation for a

formal statement, because I was asked primarily to answer ques-

tions. But mj' first proposition is to discuss the experiment which
has already been made to regulate
The Chairman (interposing). At whose request did you appear?
Mr. Emery. I was requested by Mr. Mabon to discuss the experi-

ment already made to regulate the stock exchange in Germany.
I may say that in 1896 I wrote a book on stock speculation and

produce speculation, and in the fall of that year I went to Germany
at the time the famous act of 1896 was passed, which Avent into effect

on the 1st of January, 1897. That act was passed after a most
elaborate investigation by a commission composed of members of

the German Parliament, members of the stock exchange, professors

of political economy, leading journalists, leading manufacturers and
merchants—a very large commission, which made a most elaborate

report, so far as I know, the ablest report that has ever been made
on the subject of speculation in any country. The bill, as a matter
of fact, did not follow the report entirely. It went much further
than the commission recommended, very much further in certain

regards.

The objects of the commission and the objects which the act

attempted to secure were three: First, to prevent manipulation in

the case of produce markets, especially markets in grain; secondly,
what was supposed to be manipulation on the stock exchange and the

undue influence of the stock exchange in the. control of industrial

enterprises, the feeling being that industrial concerns were man-
aged altogether too much with a view to the stock market rather

than to a view to payment of dividends to the stockholders; and,
third, to keep out of the market that large element of men of small

means inclined to plunge beyond their means, who, everybody recog-

nizes, are tempted by the facilities offered by the speculative market.
It was felt there were three different ways in which it might be met.

In the first place, it was thought to be possible to distinguish be-

tween different kinds of transactions. In the second place, it was
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thought to be possible to distinguish between different kinds of
commodities or securities—that is, to prohibit speculation in some
and allow speculation in others. In the third place, it was thought
to be poh.sible to distinguish between the different classes of specu-
lators and allow speculation on the part of certain persons and pro-
hibit it on the part of other persons.
The German system is so different from ours, both their com-

mercial law and their technical practices on the exchange, that it

is rather difficult to explain, and I will not attempt to go into detail
unless the Senators should wish me to do it, though, later. The main
point is that they prohibited what were known as exchange trans-
actions for future delivery in the case of grain. They prohibited
exchange transactions for future delivery in the case of industrial
securities. They provided for what was known as a stock-exchange
register-—what they hoped would be a means of excluding from 'the
speculative market people of small means.

Senator Hitchcock. What did they prohibit in the nature of in-

dustrial transactions?
Mr. Emery. They prohibited what are technically called "ex-

change transactions for future delivery;" that is, on the German
exchanges stocks are sold for future delivery—that is, for a definite

future date—not according to the New York method of delivery
for the following day- I use that particular phrase, " exchange
transactions for future delivery," because the whole thing hung on
the question latei- as to what that phrase meant, whether you could
deal by some roundabout method or whether you could adopt the
New York system of delivery the next day with cash payment and
borrowing the stock, a system which was adopted to some extent.

By this exchange register it was hoped that the people of small
means would be kept from speculating, because nobody was to be
allowed to speculate unless registered in this so-called stock-exchange
register. In other M'ords, any contract made between a broker and a

client not so registered was not a lawful contract. The customer could
enter the defense of " wager," and he could go fnrtlier and not only
refuse to meet his obligations, but he could reclaim all commissions
paid, and the very fact he was not entered in the register was prima
facie evidence and settled the question.

You may say that such regulations as these are not at all similar

to this bill. I wish to point here that the purpose behind all this

regulation was to restrict speculation, to limit it, to hamper it. That
was the effect of it. It did not stop speculation in industrial securi-

ties. You can not stop speculation in industrial securities, and you
can not stop speculation in anything by any process of law. Just

as long as the value of property fluctuates, men will buy and sell

with a hope of profit. There will be speculation of some kind. If

you throw it out of an organized exchange you throw it out on to the

street. If you throw it out of Berlin you can throw it into London.
But somehow and some way, just as long as wheat fluctuates in value,

people are going to buy and sell wheat; just as long as land fluctuates

in value people are going to buy and sell land. Just as long as

stocks fluctuate people are going to buy and sell stocks.

But it was distinctly intended by the adoption of these methods

that the facilities allowed for speculation, which made speculation

easy, should be disturbed; that the machinery was altogether too
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easy; that it made it possible to have too much speculation; that it

was too easy to sell short ; that it was too easy to sell over and over
again a large amount of stock so it would be transferred a great
many times ; that something should be done so there should not be so
much speculation ; that by restricting the amount of speculation, by
limiting the market, by keeping a certain class out of the market and
making it harder for those in the market to deal, some of the evils

of speculation would be avoided. That was distinctly the aim of
this act. Although the provisions of the German act were so very
different from the provisions of the bill now proposed, it seems to

me the two have a very close parallel in that fact; that the object

of both seems to be to hamper speculation.

Senator Hitchcock. Had there been any charge in the German
stock exchange that the market had been manipulated?
Mr. Emery. Yes. That was one of the chief reasons. The charge

was there was manipulation, both in the case of the grain market and
in the case of the stock market, and especially in the case of industrial

securities.

Senator Hitchcock. The legislation was designed to prevent and
obstruct speculation ?

Mr. Emery. It was thought that by hampering the facilities of

speculation, manipulation would be lessened. That was one of the

distinct objects in mind.
I had not intended to say anything whatsoever regarding the regu-

lation of the grain market. I will only make one reference to it. Of
course it has nothing to do with this particular bill, perhaps, except
for the question Senator Pomerene asked Mr. Page regarding quota-
tions.

The Produce Exchange was closed. Of course, the quotations did
not go out from the Produce Exchange, but the quotations did go
out from every other place, as the Senator has suggested. But what
was the important difference ? What the Produce Exchange had been
able to do was to fix a price every moment of the business day, when
wheat or rye could be sold by wire at a given price for delivery on
a given date. There was a price each moment for each grade for

delivery at each different period. At once the very farmers who had
insisted upon this legislation began to protest to the Government
that they did not know the price of their own goods. They wanted
the Government to do something; to tell them what was the price of

wheat and what was the price of rye.

So a central bureau was established by the Government to deter-

mine prices for the information of the farmers so they would know
what was the value of their products.

Formerly all they had to do was to see what the price was day by
day or minute by minute on the Produce Exchange. With the Prod-
uce Exchange closed they did not know.

Senator Hitchcock. Is that an administrative act or a legislative

act?

Mr. Emery. That was purely administrative. The Government
simply met this demand by establishing local bureaus all around,

and these reported to the central bureau.

Senator Hitchcock. Do you recall how soon that was after the law

went into effect?



REGULATION OF THE STOCK EXCHANGE, 327

Mr Emery. Within three or four months, if I remember: possibly

J^u^
shorter time than that. I can not give you now the exact time.

I his bureau could only collect figures of transactions that had taken
place. AH the farmers would know on Tuesday morning was what
the gram had sold for on Monday morning, and on Monday morning
they would know what the grain had sold for the week before. What
a man wants to know on Tuesday morning is, "What can I sell my grain
for to-day; what can I sell for at this moment? " That is the whole
point of the Produce Exchange—the whole point upon a speculative
wheat market—not to find out what the grain sold for last week,
but to know what I can sell my grain for now, so I may make my
contract. That is the kind of quotation you can not get in any way,
Senator Pomerene, except by an open speculative market.

Senator Pomeeene. Without any regulation?
Mr. Emery. No. I say you must have your speculative market.
Senator Pomerene. I am asking whether you advocate that with-

out any regulation?
Mr. Emery. A speculative market without regulation?
Senator Pomerene. Yes.
Mr. Emery. Practically, I should. I believe, practically, in no

Government regulation of the speculative market. That is, I believe
in the enforcement of all the ordinary law regarding commercial
obligations.

Senator Pomerene. I am a little bit curious to know why it is we
should have regulations concerning food products, why we should
have regulations in the form of statute of frauds and perjury, and a

thousand and one other similar regulations, but this one particular

body should be left without any regulation at all. I do not com-
prehend that.

Mr. Emery. Because your statute regarding the stock exchange
tends to drive this business somewhere else. As Mr. Page said, if

you make your food, if you make your stocks, pure, then will people

deal in them. First, make your stocks pure.

Senator Pomerene. For probably 15 or 20 years out in the State

of Ohio there were a few banks which were able to block all State

bank inspection, because that was their business; it was not any of

the public's business, etc. Righteous opinion prevailed, and we have
it now. I do not understand why there should not be some proper
regulations of this body of speculators. I will be very glad to be

convinced on the subject.

Mr. Emery. The argument I was making for the moment was the

argument from experience purelj^, if I may make that, though good in

theory.

The object having been to lessen fluctuations, to lessen manipula-
tion, to lessen the control of the stock exchange in all industrial enter-

prises, and to keep the cheap gambling element out of the market,

the effect of the act was exactly the reverse in every one of those

cases. Instead of decreasing the fluctuations, this limitation put

upon the freedom of the market was a cause of increasing fluctua-

tions. I have not the statistical proof of that here.

The Chairman. What was the limitation that was put on it?

Mr. Emery. The limitation was this, Mr. Chairman, that they

should prohibit what were known as exchange transactions for fu-

ture delivery in industrial securities, by forcing all persons dealing
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in industrial securities to adopt other and less efficient and round-
about methods in dealing in them. That is, they could not sell for

the monthly settlement as they formerlj' had. They could not have
the regular method of clearing which they formerly had. They had
to go back to cruder and old-fashioned methods, which limited and
reduced the amount of speculation—the quantity of transactions.

Their particular methods are so different from ours that it would
take too long a time to explain just what roundabout methods they
adopted, but I think the point is clear enough that by prohibiting a

certain form which had been worked out there as the method most
efficient, most facile, the easiest method of business, and which
allowed the largest amount of business—by hampering this and lim-

iting the market they increased fluctuations. I have not the statis-

tical proof here. It would be difficult to prove statistically in a short

time and without a great mass of figures, but I would like to read
this statement,- which is a statement of the committee of the Federal
Council, corresponding as near as anything they have to our Senate,

in the report on the bill of 1004.

Senator Hitchcock. Is that the repealing act?

Mr. Emert. No; it was a bill which was introduced in 1904 and
did not pass. The repealing act was 1909. There were three bills-

one in 1904, two in 1906, and one in 1907. In 1909 was the repealing

act. The repealing bill did not pass.

This statement of the cdmmittee. which, as I say, was a body hos-

tile to speculation and which had been responsible for the original

legislation, is as follows:

Tbe clangers of speculation have been increased, tlie power of the market to

resist one-sided movements has been weakened, and the possibilities of using
inside information have been enlarged.

That was the final conclusion of the Government itself, which led
them to tlie repeal of 1907.

Passing over the facts of the complete disorganization of the
money market

Senator Hitchcock (interposing). Was that bill repealed in

1907?
Mr. Emeky. So far as that matter of industrial securities was con-

cerned, practically all the regulations regarding the stock exchange
were repealed. The regulations regarding the produce exchange
remained, because the Agrarian Party was strong enough to keep
them.

Senator Xiclson. Is there no regulation at ;!ll as to the stock ex-

change ?

Mr. Emery. There is a vei-y elaborate regulation.
Senator Nelsci:n. I mean regulations of the law?
Mr. E:\ii';iiY. Very elaborate regulations; yes.

Senator Nelson. Legal regulations?
Mr. Emery. Yes; there is a very elaborate so-called stock-exchange

law still on the statute books.
Senator Nei.sox. So they do ha\e regulation? It has not been a

wide-open policy?
Mr. Ejiery. Oh, yes: just as we have regulations for the stock

exchange by the New York Legislature.

Senator McLeax. How long ago were you in Germany?
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Mr. Eme:!V. I was there for a year at this particular time.
Senator ]McLi.:.\x. Did you preserve any data upon which vou

published any Mork?
Mr. Emeky. Yes; I preserved a mass of data and I published an

article frota them on my return in 1907 on the effect of that act.
Senator McLf.an. Could you give us a copy of that?
Mr. Emeky. I can not give you a copy, no;' I have not one. I can

give you a reference to it.

Senator McLean. Could you get a copy for the use of the com-
mittee ?

^Ir. E:\rF.i!Y. I do not know whether there arc any or not. I have
here a later article called "Ten years regulation "of the stock ex-
change in Germany." vshich is probably mere valuable for your pur-
p(!hes. It is very much more important for your purposes than the
other, and it is from this article that I just read that quotation.

Senator I-Iitciiccck. I ask thai that be ]nit in the record, iNlr.

Chairman, that article entitled " Ten years' regulation of the stock
exchange in Germany.''
Mr. Emery. I shall be very glad if that could be done.
The Chairman. Without objection, that will be done. (See Ex-

hibit X, Appendix.)
Mr. Emery. Passing over the fact that the money market was

disorganized and that fluctuations were much more violent than
ever before, partly due, perhaps, to the adoption of the New York
method of trading, which the Germans at least believe leads to

much greater fluctuation in the rate on call loans than their method
of settlement—I should like to point out that another very important
effect of this legislation was to drive the business from the small
brokers to the large banks. In other words, it was so difficult to do
business on the stock exchange under these regulations that busine'-s

was simply done outside of the exchange: just the way, in my
opinion, it would be if the provisions of this bill were adopted.
Speculation does not ha\e to take place on a stock exchange. There
is a vast amount of speculation now that takes place outside of

the stock exchange, both in listed and unlisted securities. Business
went off the exchange and out of the hands of small brokers into

the large banks. Of course the German system is very different from
ours, and large banks, corresponding somewhat to our great private

banking houses in variety of activities, had a large lot of stock-

exchange business. They held a vast (luantity of securities anyway
for their customers. The buying and the selling was simply done
through these banks. They did their own clearing. They simply
made a transfer on the books. They drew a commission from both
of them. Mr. A has securities on deposit with a certain bank,
and Mr. B has on deposit certain funds in that same bank and wants
to buy securities. Mr. A wants to sell and Mr. B wants to buy.

Mr. A tells the bank to sell, and Mr. B tells the bank to buy, and the

bank transfers the account on its own books and charges both a com-
mission for the transactions. Of course it was a pretty profitable

business for them.
A very large amount of trading in securities came to be done

through the banks in Avhat we would call in this country simply
bucketing orders. To be sure what we call " bucketing orders,"
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which is supposed to be against the morals of the New York Stock

Exchange, is quite allowed under the German law.

Senator Pomeeene. You say it is allowed under the German law?
Mr. Emery. Yes ; at least it was at that time. It may have been

changed, I am not sure. The result was that the stock exchange

became less and less important because brokers were doing less and
less business, and the business was going more and more into the big

banking houses. So. what happens from that? The banks make
their transfers^according to the stock-exchange prices. What else

can they do ? It is the quotation of the day. The quotation was the

quotation of a very limited and easily manipulated market, because

it was a small market instead of a big market. The result was the

influence of the big banking houses in the control of these industrial

concerns, which was the very thing they wanted to stop, was enor-

mousely increased. The banks used the stock exchange quotations to

make transfers between their own customers, and this stock ex-

change now became such a limited market that a big bank could

manipulate it with ease. In other words, the result of this experience

was to prove practically what I have maintained for years from my
theoretical study of this subject, that the most easily manipulated
market is the limited market. The market you can not manipulate
is the big, open, easy, facile market where everybody can trade with
the least restriction. By that I do not mean the least restriction

from the Government, but where business is made as easy as pos-

sible instead of as hard as possible.

Senator McLean. Legitimate business?

Mr. Emery. Yes.

Senator Pomeeene. It all depends on how big the fellow is that
wants to manipulate.
Mr. Emeey. I am glad you raised that point, Senator Pomerene.

There is no man so big he can manipulate a market into which the
whole public comes. The idea that a big man can manipulate a
market is greatly exaggerated anyway, but the bigger the market
the harder it is for a big man to manipulate it. If the market is

bigger than the man he can not manipulate it. If you have a little

market a big man can manipulate it. If you have a big enough
market the biggest man can not manipulate it. That is where
Thomas W. Lawson had a great idea, one of the greatest ever thought
of. He found that he could not do what he anticipated with big men,
but he loiew perfectly well that if he could get all the public back of
him he could beat the big men. The big men can not manipulate a
market into which the public comes freely. The public determines
the price of stock in the long run, and the more easily you let the
public come in the harder it is for the big man to manipulate.

Senator Pomeeene. The markets have been manipulated at certain
times to the serious detriment of the public at large ?

Mr. Emery. For a short period
;
yes.

Senator Nelson. What do you say as to the Northern Pacific
corner ? That was a big concern and a big man. We also have had
a wheat corner in Chicago. The whole northwestern wheat market
was cornered. It seems to me your theory does not hold good.
Mr. Emery. I did not say. Senator Nelson, that it never could be

manipulated. I say the bigger the market the harder it is to manip-
ulate.
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Senator Nelson. Our market out West there is about the largest
market in this country.
Mr. Emery. You have had very few successful corners in the wheat

market.
Senator Nelson. Yes; we had it badly cornered there at one time,

so niuch so that several rich men in Minneapolis who were accounted
millionaires before that became poor men.

Senator Pomerene. You have not forgotten the memory of Phil D.
Armour ?

Senator Nelson. I have heard of him.
Mr. Emery. I think Armour was on the other side.

Senator Nelson. They had a very strong movement on the stock ex-
change in New York, and ran .the stock up to $1,000.
Mr. Emery. You do not think it was their will, do you ? That is

the last thing they wanted to do.

Senator Nelson. Your creed does not hold good. It may sound
good on paper, but in this wicked world of ours it does not stand the
test.

Mr. Emery. I am only speaking from Germany's experience. It

may not hold good in this country, but it did there—that when they
tried to hamper the market they found what they really did was to

accomplish exactly the opposite of what they intended. It also proved
what I think is fundamental, that you can not possibly make a dis-

tinction either in the form of the transaction or the persons whom
you are going to allow to trade, and which will separate either the

sheep from the goats among men or separate the legitimate and ille-

gitimate business unerringly. I would be the last one to oppose any
regulation which would stop business which was detrimental to the

public if it would allow legitimate business to continue.

Senator Pomerene. You mean by that, speculation?

Mr. Emery. My point is you can not separate speculation and busi-

ness. They go together. They are not to be separated. To illustrate

my point—^you can go back in history as far as you like—some people

think a speculative market and an investment market in securities are

two different things. They go hand in hand. For instance, the city

of Havre, in France, greatly increased her trade in coffee, because

there was the great speculative exchange in coffee. Hamburg then
in the late eighties adopted a speculative market and the volume of

trade there in actual coffee increased at once.

Senator Pomerene. Assuming that there was dishonest speculation

there

Mr. Emery (interrupting) . There might have been some dishonest

speculation in connection with it "there.

Senator Pomerene. Would you attempt to regulate that ?

Mr. Emery. If I could do it without stopping the whole thing. I

would not put a spoke in the wheel that would smash the machinery.

Senator Pomerene. Assmning, for the sake of argument, there is

a dishonest speculation on the New York Exchange—I am assuming

that, not asserting it—would you regulate it ?

Mr. Emery. If I could regulate it without too great a cost.

Senator Pomerene. Do you think there is no evil that can not be

controlled by government?
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Mr. Emery. I think tliere are a great many evils that can not be
controlled by government.

Senator Pomerene. There are, that is true, until we get to a given
point; but I would dislike to believe that the powers of evil were
greater than the powers of government, and I will not believe it as

long as I am an American citizen.

Mr. Emery. I did not intend to get into philosophy rather than
facts, but I believe we have to pay some price for everything in this

world. I, do not believe you can secure any ideal system of commer-
cial law under which there will be no fraud. I do not believe you
can secure any ideal regulation of stock exchange AA'hich will not in

any way hamper legitimate business and yet make it absolutely im-
possible for dishonest or illegitimate speculation to take place.

Senator Nelson. Is it your theory' that you could not regulate

them at all ? Is that your theory ?

Mr. Emery. No; not necessarily.

Senator Nelson. Are they above regulation?
Mr. Emef.y. My theory is that I have never yet seen a practical

proposition in the Avay of a bill to regulate stock and produce
exchanges which did not seem to me to contain much more harm
ihan good. I do not wish to say, as a general proposition, that I

would oppose any law regulating stock exchanges. I do not think

any sane man should make such a statement. The proposition is not
whether some theoretical law—for instance, a law saying " Please be
good "—might he passed. What we are talking about is some actual

law. I maintain a law which so seriously impairs legitimate busi-

ness in the way this proposed bill

Senator Nelson (interposing). In what way would it impair it?

Laying aside the question of leaving it in the hands of the Post-
master General, in what way would it impair legitimate business?
Mr. Emery. That does not necessarily

Senator Nelson (interposing). Laying aside that question, what
is there in these other conditions that would hamper business, pro-

vided we could enforce it? What is there in these conditions that
you think is wrong, morally, or, at any rate, wrong from a business
standpoint ?

Mr. Emery. I Avould rather talk about the business standpoint
than the moral.

Senator Nelson. You ought to have a little bit of eye to the moral
side of the question.

Mr. EjfF.RY. May I make one statement first in connection with
what I said about Havre and Hamburg?

Senator Nelson. Yes.

Mr. Ejiery. It is rather interesting, because you can go right back
through the centuries. AYhat I want to point out is, taking that
illustration as one in which the interference with the speculative
market impaired the real market. In exactly the same way you can
go right back through the centuries, and the earliest regulation I

recall in my study of economic history was in the fourteenth century,
I think in l.']57, when the town of Yarmouth, in England, passed a

local ordinance, stopping speculation in fish. The fishermen would
come in with their catch, and it was at that time prohibited that
anyone should go and buy ahead. That there should be no specu-
lation before he got into the market, because of the feeling that
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speculation was injuring the consumer. The result was that all the
hshing trade went away from Yarmouth. Through the fourteenth
century and down to the twentieth century, so far as I know, regula-
tions interferring with free trade and selling for speculative pur-
poses—and by speculative purposes, I mean to make a gain from a
fluctuation in prices, to get the advantage which comes from the
rising prices—has always meant a restriction of actual trade.

Senator Hitchcock. Did Havre lose this coffee market?
Mr. EirEEr. Havre lost some of this coffee market to Hambury just

as Yarmouth lost the fish market to the neighboring towns.
Senator Hitchcock. Does the speculation in xaffee continue a,t

Hamburg ?
^

Mr. Emery. Very actively; yes.

Senator Hitchcock. In connection with the actual transactions?
Mr. Emery. In connection with the actual transactions.
I would like to say here that if I may continue this statement for

a moment that it is the belief or conviction of every student who has
studied the history of this subject carefully that real trade, or what
most people call real trade and speculative trade always will go on
together and you can not create speculation by any artificial means
It arises because there is real trade there, because there is property
there which is fluctuating in value. Fluctuation causes speculation.
A very well-known German scholar, in a work on produce

exchanges—really an analysis of the report of the commission of IsiXI,

to which I referred, analyzed from the historical point of view

—

stated that in all his investigations he could not find a single case in

which a speculative market had not come into existence in response
to an actual economic need because of the conditions of actual trade
in the actual commodity.
The Chairman. That is not the record that appeared in the Pujo

committee. Their examination did not show that to be true.

Mr. Emery. Where do you find speculation artifically created?

The Chairman. We will take, for example, the California pe-

troleum oil stock, where the banking houses outside of the stock ex-

change used the members of the stock exchange to actively buy and
sell that stock above and below 60, we will say, for example, and
within 21 days there were 360,000 shares sold back and forth, and the

public mind was in that manner lead to believe there was a very

large active demand upon the stock around about 60. After the

public had been persuaded of that value and had been investing

heavily in this stock it went down to 16. I would like to know
whether you think manipulation of tliat character should not be con-

trolled by some supervision on behalf of the public ?

Mr. Emery. I should like to put myself right. In the first place,

I have not made any statement that speculation could not be ar-

tifically created. In making that statement I did not mean you

could not create a temporary artificial market in a given security.

I simply meant you could not start speculation artificially in a com-

modity, which does not demand such from natural reasons.

The Chairman. I will be glad if you will answer my question.

Mr. Emery. Coming to that question, I do not wish to say anything

about that particular transaction, because I know nothing about it.

Senator Pomeeene. Assume the facts as stated.

The Chairman. Take it as illustrative.
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Mr. Emeey. There are two things to consider there. There is a
question of the rightness or wrongness of creating a seeming demand
for the stock and advertising the stock.

The Chairman. That is fraudulent, is it not ?

Mr. Emery. I should not say it was fraudulent.

Senator Nelson. I am surprised at you.

Mr. Emery. By that I mean I do not know anything about the
law ; I am not a lawyer.

Senator Nelson. You know something about the moral law?
Mr. Emery. Personally I should say it was a pretty questionable

proceeding.
The Chairman,' Pretty questionable?

Mr. Emery. Yes. That is as far as I would go on that. I should
say that is certainly as far as I would go. I mean I think this is the

kind of thing which the stock exchange can regulate much better than
anybody else. I do not know how you can distinguish.

The Chairman. I am asking whether you think it ought to be

supervised by some public authority?
Mr. Emery. I think not.

The Chairman. You think not.

Mr. E]viERY. May I give my reasons for it?

The Chairman. Certainly ; we will be glad to have your reasons.

Mr. Emery. My reason for it is this: You can not frame a law,

so far as I know—at least I never say one framed, though possibly

it can be done ; I do not know how you could frame a law by which
you could stop the creation of an artificial market for the purpose
of advertising your wares without interfering with perfectly legiti-

mate transactions. You speak of buying and selling at 60 or 61.

Of course everybody admits that matched orders are improper, as

are wash sales.

The Chairman. You call that questionable?
Mr. Emery. I call that questionable

;
yes, at least. That, of course,

is already taken care of by the rules of the exchange. But, as I

understand from the discussion this morning, the committee seemed
to be of the opinion that for a man to give orders to buy at one price
and sell at another price is in itself wrong. Certainly I can not
understand that. That seems to be a perfectly legitimate transaction.
In fact, that is the scheme of the London jobber always. On the
London Stock Exchange you have your jobbers and brokers. The
jobber is the man who is the speculator. The broker comes in for his

client only. The jobber fixes two prices. You go to him and ask
him about a certain stock, and he says he will buy it at 75 or sell at

76. That is his business. He will do one or the other. Certainly it

is perfectly legitimate for me to say to my broker, if I have the means
or the funds, " Buy me a certain stock at one price or sell at an-
other," because I may think the price justifies it. I may say, " Buy
at 70 and below, or sell at 72 or above," because I may think the
price will be about 71 and I will make on either side. If I am issuing
a security of any kind and am sure of the value of it and want to

stop a temporary fall, I may issue orders to protect myself and pro-
tect the rest of my holdings, to take in everything below a certain
price, although I intend to sell it all out at a higher price.

Senator Hitchcock. Would that be something like this case : Sup-
pose Senator Nelson laid out an addition to Minneapolis and had
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1,500 lots in it. He instructs his agent to sell those lots at $100 or
anything above that they can get, but if any of those who have
bought lots were to put them on the market at $95 or $90, so as to
bring the market down, he would instruct his agents to buy them.
Mr. Emery. Exactly; which I think would be a thoroughly legiti-

mate transaction.

The Chairman. That premise, by putting Senator Nelson in the
business, precludes fraud, does it not ?

Mr. Emery. I can see nothing illegitimate about that kind of a
transaction.

The Chairman. Not in that suggestion. Suppose Senator Nelson
were to be a fraud and were selling " blue sky," and the stock ex-
change was being used as an agency through which that was done
for the purpose of defrauding the public, do you think the public
has any interest in the supervision of that transaction?
Mr. Emery. Of course it has an interest.

The Chairman. Who ought to exercise it?

Mr. Emery. I do not say that.

The Chairman. I infer that from your position that it ought not
be done.
Mr. Emery. I do not think the public ought to exercise anything

to its own detriment. If they are going to hurt themselves more than
help themselves, I do not see why they should exercise the authority.

It is perfectly true that any transaction practically can be used for
legitimate purposes or for illegitimate purposes—^exactly the same
transaction. What would have been legitimate, as Senator Hitch-
cock has suggested in the case of land values, may not be legitimate in

the case of the particular stock speculation. It may be used to fool

the public. It may be used to deceive the public. It may be used to

defraud the public. But it may be legitimate in another stock

transaction.

The Chairman. Then what?
Mr. Emery. I would say regulate it if you can find any way ; but

all I ask is to tell me the way you are going to do it.

The Chairman. This bill proposes to use the public agency, the

Postal Service, and say that it shall be denied to fraudulent trans-

actions, and that we shall ascertain what are fraudulent transactions

by complete publicity. What objection have you to that proposal?

Mr. Emery. I think if it went to the extent of complete publicity

by examining books, you would not be able possibly to run the thing

down because, I believe, that under such conditions the names could be

so arranged as to avoid the desired object, if a person wants to be

fraudulent. I believe the law is sufficient on that point.

The Chairman. You think if they want to be fraudulent they

could be so crafty that the Government could not discover it?

Mr. Emery. No; yet I think the present law is sufficient. I do

not believe for the purpose the bill is necessary. I do not believe

you can hold the authorities of a stock exchange responsible for

every fraud that is committed by a member of the exchange, when
there is already a law that applies to that as well as to individuals.

Senator Nelson. They claim they are outside of the law. That

is why they do not want to be incorporated. They claim they are

a voluntary association, a law unto themselves.

Mr. Emery. I do not understand there is a claim that every indi-

vidual member is not subject to the law.
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The Chairman. But with respect to the exchange as an agency,

as a market place where gentlemen on one side sell and gentlemen
on the other side buy, to deceive the public, to make the public be-

lieve stocks have a value which they have not, and thereby defraud
the public by letting the bottom drop out of these stocks, as in the

case of the California Petroleum Co. stock, which went from 72 to 16

after they had unloaded hundreds of thousands and millions of

dollars of the stock on the public, we are asking you what defense

there is, and why we should not preclude such quotations from the

use of the mails which belong to the public ?

Mr. Emery. Because I do not believe that any law can be devised

by which a corporation mismanagement is not possible and by which
investors will not lose. I do not think there is any way in which
you can guarantee that a man who puts $100 into a security is never
going to have it go lower.

The Chairman. That is your interpretation of this bill ?

Mr. Emery. No.
Senator Nei^^on. Your argument sounds to me a good deal like

the argument the liquor men made when we tried to pass the pro-

hibition law. When we passed that bill here to prevent the shipment
of liquor out of wet territory into dry territory they said : You can
not prevent this

;
you can not do it ; it is bound to go anyway. What

is the use of trying to do what you can not do. They are bound
to have whisky anj'way. That is your position, is it not ?

Mr. Emery. No. The trouble is you keep shifting as to what I

think in some theoretical way as to whether there ought to be any
regulation and with reference to this bill. It seems to me the funda-
mental fault with this bill is this: Its restrictions are such that will

drive securities off the list, will drive them on to the curb or some-
where else. One thing is certain, although the curb has more rules

than indicated this morning, I think
The Chairman (interposing). This bill applies to the curb as well.

Mr. Emery. I have not so read it.

The Chairman. I thinli it does.

Mr. Emery. That would make, perhaps, a difference.

Senator Nelson. I propose to go over the bill paragraph by para-
graph, and thus will get something definite. Turn to pages 2 and 3,

commencing at section (a), on page 2:

Requiring tliat before the securities of any corporation shall be listed, quoted,
or dealt in upon any such exchange there shall be filed with the secretary of

the exchange a statement, formally approved by resolution of the board of

directors of such corporation and verified by the onth of an officer thereof, be-

fore a person authorized to administer oaths at the place where the same is

taken, setting forth, separately and in detail

—

(1) The nature, amount, and value of the tangible and other property, assets,
and effects of such corporation, its actual and contingent liabilities and obliga-
tions, the volume of its business, and net earnings year by year for at least
three years next preceding the filing of such statement, or for such lesser time
as the corporation shall have been engaged in business; and a like statement
with respect to every subsidiary or controlled corporation in which it is

interested.

What is there wrong in that? Point out what tliere is morally or

technically wrong in requiring that.

Mr. Emery. Technically it is impossible to state on oath the value
there required. You put those securities on the stock exchange to find

out what the value is.
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Senator Nelson. They do not put a valuation on them on the stock
exchange. You know that.

Mr. Emery. The public makes the value by trading in it.

Senator Nelson. The public does not know anything about the
value.

Mr. Emery. The market price shows what is to be the value. How
is a director going to take oath as to what is the value of the tangible
proijerty every year?

Senator Nelson. If you are well enough off, and I take it you are,
you have to make a return as to your income tax.

Mr. Emery. I fortunately escape paying much.
Senator Nelson. If you had enough you would have to do so, and

you would have to put a valuation on a good many things. When
the assessor comes around in the different States, under the State as-

sessment laws, you have to put a valuation on your property, and it

is not difficult at all. They can swear to its valuation.

I will read now the next paragraph and see what is wrong with
that.

A copy of every contract or agreement iu writing and a full statement and
description of tlie terms of every contract, agreement, or understanding in
parol connected with or affecting tlie authorization, issue, sale, or disposition
oi the securities admitted or sought to be admitted to the official list of said
exchange and quoted and dealt in thereon, accompanied by a full disclosure and
recital of all fees, profits, charges, commissions, or compensation paid or agreed
to be paid or reserved to bankers, brokers, middlemen, or others in connection
with the authorization, issue, sale, or disposition, or intended sale or disposition,

of such securities and of the net amount realized or to be realized by such cor-

poration therefor.

What is wrong about that?

Mr. Emery. The language I should object to there, which I should

object to in the case of a number of clauses, is that I think it would
drive securities from the list; that companies would not care to be

listed. There are plenty of corporations now that do not care to

have their stock listed.

Senator Nelson. And the trouble is, then, that this code is of such

a character that the bad companies would not want to come in and
be listed ?

Mr. Emery. No ; I think in some cases it would be the very good

proposition. Many of the very worst scandals, the worst scandals

in the way of defrauding the public, have taken place in securities

that were not listed on the exchange and not in those which were.

One was the Panama Canal scandal. They were never listed on the

Paris Exchange. They were dealt in outside entirely.

Senator Nelson. But you are getting outside. What is there

wrong about these requirements?

Mr. Emery. I do not think I am getting outside at all.

Senator Nelson. You were getting into glittering generalities. I

want you to deal with these facts. I wantyou to get down to terra

firma. ,. , ,, . ,

Mr. Ejiery. The terra firma is this, that I believe that as the stock

exchange is constituted, under their present rules, although they

may not be perfect, there is at least better control and less likelihood

of the public being defrauded than in the large mass of securities

outside, handled by mining sharks and one class and another, and if

30578—14 22



338 BEGULATION OF THE STOCK EXCHANGE.

you destroy that open market, which is so important to the in-

vestors—if you destroy that" speculative market, which the investor
himself needs to determine the value of his property and let him
know from time to time what the value of his property is, you are
taking away all the benefits of speculation whatsoever.

Senator Kelson. What is there about that which would restrict any
honest enterprise? I will read it again.

Mr. Emery. I have it right before me
;
you need not read it.

Senator Nelsox. "What is there in that second paragraph that

would restrict any honest corporation from seeking to be listed?

Mr. E:MEEr. I do not know that every corporation wants to make
public all its contracts of this kind.

Senator Kelson. Why should they not? It is not going out to

the public, but to the stock exchange.
Mr. Emery. Let me make that plain. I was not objecting to the

law requiring every corporation to do this.

Senator Nelson. That is the point I am after. Why should not the

stock exchange require it before they list the stock? What is the

object of listing? Why do you want stock listed on the stock ex-

change? Wliy could not the brokers go in there and by rough and
tumble get any kind of a stock without having it listed? What do
you list it for ?

Mr. Emery. You list it to

Senator Nelson (interposing) . To give it credit, is it not ; to give

it standing?
Mr. Emery. I think not.

Senator Nelson. Without that it would not have much of a credit?

Mr. Emery. To give it a market.
Senator Nelson. What is the listing for?
Mr. Emery. To get it into the open market.
Senator Nelson. What more open market is there than the curb?

That is still more open than the stock exchange.
Mr. Emery. Some of the best securities are dealt in on the curb.

You could abolish the stock exchange and have them all dealt in on
the curb.

Senator Nelson. I want you to point out the iniquity of this bill in

detail.

Mr. Emery. I would like to very much, if you will let me continue
the statement just a moment.

It is one thing to object to a proposition as a general law applying
to all corporations, and another thing to object to it as a requirement
for listing or to provide it shall be thrown off the list or that no quo-
tations shall be allowed from an exchange which does not make such
requirements. I think I can make my point perfectly clear in this

way:
If one does not believe in the advantages of an open speculative

market, if you think there is nothing to it, if you think there is no
function the stock exchange performs, then, of course, all my argu-
ment means nothing ; but if you are willing to assume for a moment
what I believe to be profoundly the truth, that an open speculative
market is of the utmost advantage to the investor, to the genuine
investor

Senator Nelson. Without any restriction ?
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_

Mr. Emery. Won't you let me please continue, Senator, without
interruption ?

'

Senator Nelson. Go on.
Mr Emery That an opeTi speculative market, assuminp- it to be an

honest market, is of the utmost advantage to the honest investor in
telling him the value of his property or any property, and giving him
a chance to unload it when he likes. Take the stockholders in theMew Haven, for instance; they could get off at any price. To be
sure, they have been hard hit, but if it had not been for the stock
exchange it would luive come with a bang. They thought they had
rV ^t one time, and the next moment they would have found thev
had only $/5. Take it in the old days when Atchison went down;
you could get off at any stage all the way down the line.

Senator Nelson. You think the stock exchange has been the means
ot protection for the New Haven stockholders, do you?
Mr. Emery. Yes; I think it has been a great means.
Senator Nelson. From first to last?
Mr Emery. From first to last I think it has been the means of

enabling them to distribute the loss over quite a number of people
and give everybody the opportunity to make up his mind at which
stage he should get off, if at all—whether he would stay in or get
off—whereas without some such market it is a very difficult thing to
determine. As somebody said, there are two ways of getting off the
top of the Washington Monument. You can jump off, or you can
walk down. The stock exchange gives you the opportunity to walk
down. Without it, you simply jump off.

_

Assuming that to' be an essential function which the open circula-
tive market performs, what I claim is that you do not want to
destroy that market. All trading in securities does not take place in
that market There are securities outside. A larger volume of capi-
tal really is to be found in securities not listed on the exchange.
Some of them are good, many of them securities to which nothing
will happen, some of them securities that have been supposed to be
solid and all of a sudden turned out to be worth nothing. You do
not want to assume to destroy this open market altogether. You do
not want to put all securities on the basis of these outside securities.

If you make a distinction between corporations and say those corpora-
tions that do not list need not do this—need not live up to section 2,

on page 3, of your bill—but those that do must live up to it, it seems to

me that you are in danger, and if you multiply restrictions of that
kind, of course you are in further danger. I would not say this clause

alone, but this with various others. If you multiply these, you will

bo in further danger, because people will say. "What is the use? If

you are going to do this, let us quit listing," and you will drive them
on the open market. '\'\Tien I saj'^ this, please understand me, that I

object to the particular provision, and I do not mean to object as to

the whole bill as to all corporations. I object to getting at it in this

roundabout way by not saying that all corporations ought to be re-

quired to comply with certain provisions, but that certain particular

corporations trading in a certain way shall do one thing and vice

versa.

Senator Nelson. Let us go back to the question. You know
under our dual system of Governm.ent we have no Federal incorpo-

ration law. Our corporations are created by State laws, and we
only have jurisdiction of them so far as they enter into interstate
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commerce. The mcst we could do as a Federal Government would
be to provide for corporations engaged in interstate commerce.
There is no general law in the Constitution authorizing the creation

of corporations, but we could create corporations under the inter-

state-commerce power of the Constitution. Under our dual system
of Government it is impossible for us, with 48 States and with the
limited power of Congress, to enact such a law as they have, for in-

stance, in England. That being the condition, the onh' way we can
reach this matter is by reaching it through the stock exchange. Can
you point out any other road by which we can reach it under the

Constitution or laws?
Mr. Emeky. I do not think you can do it through the i;tock ex-

change. That is where I differ with you. That is where I differ

with the conclusions of the Pujo committee, too.

Senator Xelsox. Here is another point: A corporation is an arti-

ficial being, and no individuals are entitled, as a matter of right, to

become a corporation; that is, it is not one of the natural rights. It

is a right, not by positive law, but coming as a matter of grace from
the- Government. "When individuals come to get articles of incor-

poration or to be chartered by the State, they must submit them-
selves to State control. The central authority that creates them
corporations and marks them as an artificial being has the right to

aiSx all the necessary conditions. You are aware of that fact ?

^Ir. Emery. Yes.
Senator Xelsox. If that incorporation is listed on the stock ex-

change, as thi^ bill provide^, we could pre^^cribe rules and regulations
that could govern it. and we could do it in a much broader and com-
prehensive way than we could in respect to private individuals. Do
yon not realize those facts ?

^Ir. Emeby. I realize them perfectly. That is one reason why
I am

Senator Xelsox (interpi.-ing). The trouble is you do net see any
evils to be cured here. If you did, then you would be in quest of a

remedy. If you saw any evils here that you thought ought to be
cured, then the question would be how to cure them and reach them
under our dual ^y-tem of Government. But I take it from what
you say that you do not really believe there is anything wrong in
the situation with reference to the stock exchange.

^Ir. Ejiery. Twent}'-one years ago I wrote my first article regard;
ing speculation, and 21 j-ears ago I fii-st began to realize and be im-
pressed with the evils of the speculative market, and since that time
I have been trying in the best way I can to figure out some way by
which Government regulation could cure these evils without destroy-
ing and very closely injuring the public welfare througb injuring
legitimate business.

Senator Xelsox. What is your remedy?
Mr. ErsiEEY. In my effort to find such a remedy I have studied

the legislation of various countries and the experiences of various
countries, not only in recent years but in past centnrie-. I have
come to the conclusion that Government regulation of ,-uch a delicate
and intricate machinery as this, other than enforcing the regular law
regarding the maintenance of contracts, of business honor, etc.,

against individuals, the enforcement of a law against every member
of an exchange as against everv individual in business has alwavs
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done more harm than good, and I hare not yet seen a bill framed
which I did not think would do the same. I probably have appre-
ciated the evils a? much as anybody else, and few people, I think.
have studied longer and harder trving to find some escape.

Senator Xelsox. The trouble is you do not take into accotmt. for
instance, that in England the}' have the single Government, and
they have no constitutional restrictions. The Parliament can enact
any law it sees fit.

ilr. Page stated here awhile ago, and he stated correctly, that the
stock exchange was a public market place for marketing securities.

We passed a law in Minnesota requiring elevator companies and
large elevators along the railroad to take out a State license and sub-
mit to State regulations. One of the companies—you will find the
case in ISO United States—refused to do it. because they said they
were only buying grain for their* own purposes and selling their

own grain, and they were not subject to public control. The case

came here to TTashington to the Supreme Court of the Uniterl States,

and tiiat court held that did not make any difference—^their elevator

was a public market place where the farmers went to sell their grain
and have it weighed, graded, etc.. and that company was amenable
and subject to public control. Your stock exchange is a public
market place for securities for the whole country, not only for the

State of New Tork, but for the whole coimtry. "Wliy should not that

stock exchange be subject to public control, and what constitutional

objection is there to it ?

Mr. EsiEET. I have over there in my pouch a copy of a book which
I wrote in 1896—18 years ago—^in which I said, and I would be glad

to repeat it now, that the stock exchange could not possibly main-

tain the attitude of being a private club, as some have claimed ; that

ihey have a public function; that they perform a service to the

public and have a responsibility therefor, and if they did not live

up to that responsibility they mnst be subject to control. I stick

to that to-day. They are amenable to control, but you do not control

a thing just for the sake of controlling it: you control it so you
secure definite and beneficial results: you do not control it just to

show that you have the power. I am no lawyer, and I have nothing

to say about the power of Congress to control the stork exchange.

whether through the mails or whether in any other way. If there is

plenty of power, I take it, Congress does not wish to control the

stock exchange just to show it has the power to do so ; it wants to

accomplish something for the public benefit. I know there are some

members of the stock exchange who talked about a private club, but

I do not think the newer element in the stock exchange takes that

attitude. I think they recognize their public functions. If they do

not, they are bound to do so in time. I have said in recent articles

again and again that only in proportion as the stock exchange lives

up to its responsibility and cleans its own house could it possibly

prevent regulation which would be disastrous not only to itself but

probablv disastrous to a large amount of legitimate business.

Senator Pomeeexe. In answer to Senator Xelson you said you

recognized the evils. I wish you would detail for the record the

evils as you have observed them on your side of this question, as they

exist on the New York Stock Exchange and on similar exchanges.
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Mr. Emery. I think the greatest evil is the ease with which the
small piker is allowed to plunge beyond his means. I myself recom-
mended, in an article at one time, as one of the possible means of
overcoming this, th;it the stock exchange should require a margin of

20 per cent. By that I did not mean what this bill means—a margin
of 20 per cent l3etween customer and broker—^but a margin between
brokers of 20 per cent, which would force a broker, of course, to

claim the same from his customer. I am on record as having made
that as at least a tentative suggestion. Also in my testimony be-

fore the Hughes commission, of which Mr. White was chairman, I

made that as a tentative suggestion.

Senator Pomeeene. What is the difference in the application of

the 20 per cent rule a§ to one class of purchasers and the other?

You said you applied it as between brokers ?

Mr. Emery. I should say the stock exchange could properly make
a rule as to what margin should be passed among its own members
at the clearing house, or in their own contracts; but not whether
a man should insist on Mr. John D. Rockefeller putting up 2C per

cent in cash as a margin on anything he bought.
Senator Pomerene. Would you require a margin of that kind for

outsiders when they came in to make a purchase ?

Mr. Emery. Since making that suggestion, I have come rather to

the conclusion that perhaps it will be better to have no margin.
Senator Pomeeene. None at all?

Mr. Emery. No. I think one of the dangers of the margin system
is that the little man can come in. A 10 per cent margin proposi-

tion invites tlie man who is not know and enables him to come in

—

the man who is thus enabled to come in and speculate when he ought
not to do so. I do not say you can do it by law, but I think so

far as eliminating that element in the market is concerned, only

those who have credit enough to deal on should be allowed to deal.

Senator Po:\rERENE. Would you leave that a voluntary arrangement
with the stock broker on the exchange ?

Mr. Emery. I would; yes.

Senator Pomerene. You would trust these little fellows to their

mercy, would you, when you say it is one of the big evils connected

with the system?
Mr. E^iery. I would

;
yes. because the broker does not defraud.

Senator Weeks. I think what Prof. Emery said was that he would
not do business on a margin at all. That would eliminate the pos-

sibility of these men who are not thoroughly informed about the

securities from doing business. The result of that, let me suggest,

might be this, that if you were purchasing through that broker in

New York 100,000 shares of stock, and if he could not carry it for

you on the margin, you would put up the stock and borrow the money
at the bank, so that the banks and trust companies would be doing
the margin business which the brokers have been doing in the past

as intermediaries between customers and the banks.
Mr. Emery. Of course, the margin system is nothing more than

borrowing money. It is like any other method of making a partial

payment.
Senator Nelson. Here is one feature where it would work fine, and

that is, if the man did not have to put any margin and if he was
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execution proof and got a broker to buy for him without margins
he would be in pretty good shape, would he not?
Mr. Emery. Yes. i am glad you brought that up, because here is

what happened in Germany in the case of the effort to eliminate that
class. It is an illustration of how legislation does not work in the
anticipated way. They had this stock exchange register, as I said
before. Anybody who bought and sold through a broker and who
was not in the register had a perfect case against his broker. The
broker could not collect from him. The idea was that only men of
means would come in and register ; that the bank clerks, for instance,
would not dare to do so. They would not dare to have their names
on the stock-exchange register.

Senator Nelson. You mean they could not buy from the broker
without being registered ? Is that what you mean ?

Mr. Emeey. Of course, the law could not absolutely stop it. It
was not allowable for anyone outside of the register to buy. It was
not a lawful contract. That is the best the law can do. You can get
around the law.

Senator Nelson. No one could buy stocks unless he had his name
registered ?

Mr. EiviEBY. Nobody was allowed to buy or sell unless his name
was registered, and if a man not registered did buy or sell it was
not a legal contract. In other words, the burden was put on the
broker to keep him from dealing with anybody unless his name was
in the register. What happened? Then it was provided that the
defense of wager should not be allowed in the case of a registered
person. Nobody registered could bring in the defense of wager
in case of loss. On the other hand, anybody not registered could use
the defense of wager. The law was perfectly simple, but what hap-
pened was that nobody registered. There were not 500 names all told

put on the register. Nobody paid any attention to it. The result

was, then, that instead of keeping out the little pikers they all came
in and men would play the markets both ways and welch on the con-

tract on which they lost.

Senator Nelson. You can see how entirely different that is from
anything proposed here. Suppose you had this law here. Then no
one could deal with those brokers on the stock exchange unless they

had their names registered. Then you would have it just as the

Germans have it.

Mr. Emery. I say that is one difficulty to be considered.

Senator Hitchcock. Have you finished your statement? I think

we rather interrupted you in getting an account of your experience

with German legislation. It was enacted in 1897 ?

Mr. Emery. It was enacted in 1896 and went into effect in Feb-

ruary, 1907.

Senator Hitchcock. It was repealed finally m 1907 ?

Mr. Emery. Yes.

Senator Hitchcock. Before it was repealed, there was some inter-

mediate legislation ?

Mr. Emery. No ; simply a bill proposed or introduced.

Senator Hitchcock. But the legislation, so far as it effected pro-

duce exchange, was not repealed ?

Mr. Emery. It was not repealed.

Senator Hitchcock. Has it been effective?
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Mr. Emery. Not seriously. It completely disorganized the Ger-
man wheat market and the business has all gone to other markets.

Senator Hitchcock. Does the German Government still maintain
its central bureau of information for agriculturists ?

Mr. Emert. That I can not say. It never amounted to anything.
Senator Hitchcock. Because the Agrarian element is so large in

Germany
Mr. Emery. It resulted in their speculating in other markets.
Senator Hitchcock. You mean the markets of France and Eng-

land and neighboring countries?
Mr. Emery. Yes. The price of wheat is no longer determined in

Germany except the local price. They all buy on the foreign price,

and men who used to trade in that market now trade in the foreign
markets.

Senator Hitchcock. The injurious effects of this legislation are

stated in this document which you have filed?

Mr. Emery. So far as the stock exchange is concerned, yes. I

would like to leave with the committee also an article which I pub-
lished some years ago, entitled " Should Speculation be Regulated by
Law?"

Senator Hitchcock. I ask that that be put in the record.

Senator Nelson. Yes ; let us have it all put in the record.

The Chairman. Without objection, that will be done.
(See Exhibit O, Appendix.)
Senator Weeks. I want to ask Prof. Emery one more question.

I am sorr3^ on account of other matters, I have been away much of

the time. I want to ask you, Prof. Emery, if you think, as an
economical proposition, Congress can do anything to make better

conditions than exist now in the stock ex'-hanges of the country?
Mr. Emery. No ; I think they can not.

Senator Weeks. You would be opposed to the incorporation, and
you would be opposed to anything which restricts what we will term
legitimate speculation ?

Mr. Ejiery. Yes. When I say I am opposed to incorporation, I

consider incorporation merely a trifling matter. I think it is a futile

remedy. I do not think it reaches the remedy at all in itself.

Senator Weeks. Do you know economists who to-day, or who
have in the recent past, written anything which takes a different
view of the economical value of speculati(^n than the one which you
have advanced?
Mr. Emery. A book has recently appeared—the author I do not

know, but I think it is a dissertation for his doctor's degree in

Chicago—in which he takes exceptions to my emphasis or to my
claim that the advantage of the open market is more important than
the disadvantage that comes from making speculation too easy for the
little speculator. In other words, I have claimed right along that the
price paid—I will admit it is a big price, and I wish it could be
eliminated williout injuring business—but I have clamed right along
that the price paid, namely, that a lot of people plunge beyond their

means and get hini, although an unfortunate price is not too big a

price to pay for the genuine benefits of the speculative market.
The Ciiair:>,ian. That seems to be all. Prof. Emery.
We will hear now from Mr. Milburn.
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STATEMENT OF JOHN G. MILBITRN, COUNSEL FOR THE NEW YORK
STOCK EXCHANGE.

Mr. MiLBURx. ilr. Chairman and g:entlemen, I propose to confine
myself to this bill, to which I have given a good deal of studv. with
the aid of men of experience in the practical working.- of the stock
exchange. The bill, when I first read it. impressed me as a very ex-
traordinary document. I knew that the Congre^s has. under the
Constitution, the power to establish post roads, to regulate their use,
and to regulate the use of the mails. I knew that the Congress ha?
the power to prohibit anything going through the mails that it

deems noxious or injurious to the public welfare. I knew that it

had legislated imder that power in a direct and efficacious way.
The act prohibiting the use of the mails for the circulation of lot-

tery tickets is an instance of straightforward legislation under that
constitutional authority. It is an act providing plainly and directly
that no letter, package, postal card, or circular concerning any lot-

tery, and no lottery ticket, and no check or money for the purchase
of a lottery ticket, and no newspaper or publication containing any
advertisement of a lottery, shall he deposited in the United States
mail, and denouncing the act of making any such deposit in the
mails as a misdemeanor. I refer to section 213 of the Federal
Penal Code of 1910. That is to my mind a legitimate exercise of
the power to regulate the use of the mails. If the bill before us
had read that no fraudulent or fictitious prices or quotations with
respect to stocks and securities should be circulated through the
maUs, and that to so circulate them was a misdemeanor I would
have recognized it as an appropriate and constitutional means of

reaching the grievance complained of. It is not difficult to draw
a bill of that kind. All that is necessary is to make it a compre-
hensive definition of what is not mailable respecting stock or secur-

ity quotations, with criminal penalties for violations of the act

enforcible with aU the power of the Federal Government.
Only stich a bill would be within the constitutional authority of

the Congress, and to stich a bill there coufd be and would be no
objection. But I found nothing of the kind in this bill. As I read

It I found it was primarily a bill to regulate stock exchanges, which

are State corporations or associations. Then, as I read on, I found

it wa- also a bill to regulate all corporations created by the States

whose stocks or securities are sold on any exchange. Then, I saw

that beyond that it sousht to regulate the relations of officer^ and
director- of State corporations to the corporations themselves in

certain particulars: and inasmuch as I knew that it wa= admitted

that the Congress has not the power—and it has been so admitted

at these hearlnsrs over and over again—to directly regulate stock

exchange.- and the purelv internal affairs of State corporations and

as>oeiations, I wondered'how such a bill could be defended or justi-

fied. To sav that the Congress has not the power to regulate stock

exchanges e'xistino- under State laws, and then to deliberately pro-

ceed to regulate them as this bill certainly does, strikes me as a

solecism.

I am not iroine to make a formal argument on the unconstitu-

tionality of this 'bill as not within the power of the Congress to
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regulate the use of the mails, because I think you would prefer to

have that discussion in the form of a brief, which I shall ask the

privilege of submitting to you. I content myself now with saying
that the bill is, in my judgment, unconstitutional in its entirety;

but I am quite aware that this is a matter of opinion until there

is a decision of the Supreme Court expressly in point. I think that

any fair mind must see from a careful reading of the bill that its

fundamental purpose is the regulation of stock exchanges, which is

not within the province of the Congress. It is not like an exercise

of the power of taxation, because the amount of a tax is discretion-

ary with Congress, unless it involves confiscation, which may raise

another question. The amount of a tax being within the legislative

power, the motives of Congress in fixing the amount are entirely

immaterial, and no court will inquire into them. But this liill does

not involve a question of discretion or motive in the exercise of an
admitted power. The question it presents is whether what it re-

quires and compels in numerous provisions is a regulation of the

mails; and if it is not, it can not be brought within fhat particular

power by calling it an act to regulate the use of the mails.

I am going to occupy my time with the bill and its various provi-

sions, and though I shall discuss it from the point of view of a

lawyer, it is the point of view of a lawyer who, through his position

as the legal adviser of the New York Stock Exchange, has a fairly

intimate knowledge of the structure and methods of the exchange.
I would like to get rid of one or two notions at the outset, and one

in particular. I have never known anyone to claim on behalf of the

exchange that it is not subject to governmental regulation. To speak
of it as outside the law or uncontrolled by law is absurd. There is

no man, association, or corporation that is outside the operation of

the laws of the land, and to the extent that those laws operate on
them they are regulated and controlled by law. "^AHien anyone says

that the stock exchange is uncontrolled by law it is an obvious misuse

of terms. Every transaction on an exchange is subject to regulation

by law : the institution itself, whether incorporated or unmcorpo-
rated, is subject to regujation by law: and the extent of that regula-

tion in either case is restricted only by constitutional limitations,

whether Xational or State. An exchange is a market, and it is sub-

ject to the legislative power of the State—what i^ called the police

power by an extraordinary use of words—^because it is a market.

These are indisputable propositions. In stating them I am seeking

only to disabuse your minds of the idea that the stock exchange, as a

voluntary association, is not amenable to governmental regulation,_ or

that it is not subject to the laws of the State and the Congress which

either of them is constitutionally competent to enact.

When the Congress proposes to legislate with respect to exchanges

there are serious difficulties in the way. It has been suggested that it

might legislate under the power to regulate interstate commerce, but

the Supreme Court has held that the transactions on the Xew York

Stoek Exchange, though they concern stocks and securities of inter-

state corporations and the execution of orders from all over the coun-

try, are not interstate commerce, and there is therefore no power of

regulation under the power to regulate commerce.

The Chaiemax. What case is that, Mr. Milburn?



REGULATION OF THE STOCK EXCHANGE. 347

iJ^^.-^l''^^''^'- ^^^'Pl^ e^ r^l- Hatch v. EeardoD (204 F S 1W^
SJ?f\*^ ^"P^^°^t ^°"^*' ^P^^J^g «f a sale on Ae Xew York
ca^o SSfelV^p^fN^' the Southern Railway and the Chi

zef of anItW Al •
^«^\°^^,d« ^y a citizen of one State to a citi-zen of another, said in reply to an argument I had made myself

stite co^rc^ -^i'^
of ground for cafiing these transacdonSr:

Sns St,T^., ,1
"°P^^ ?'°*'*''' ^^^' *° ^^^0^ tJi^t tlie Congressgains nothing in the way of power over such exchanges from theprovision of the Constitution with respect to the regulation ofTnter

state commerce. I suppose that is why this biU is drawn under the

H.^Tva'' ^^^t^ P°f '°^*^' ^' *^« °^y ot^^r provision that can
be invoked. TVe have only to examine its provisions to perceive howremote they are m character and purpose from mail regulations,
and therefore how inadequate the power over the mails i^ for the
purposes of the bill. We have always to bear in mmd that the pub-
lic welfare is not the measure of the power of the ConoTe« to legis-
late. Its measure is the Constitution, and what it can not accomplish
under the Constitution it must leave to other legislative bodies that
have the power under our system of government, though their spheres
may be circumscribed by State lines.

The first requirement of this bill is that the stock exchange shall
incorporate if the mails are to be used for its transactions and quota-
tions. I think there are grave misconceptions with respect to this
matter of incorporation. The Xew York Stock Exchange to-day is
an association of individuals with a president and a treasurer, recog-
nized by the law of the State as an association, suable as such, with
property of its own against which any claims against it may be en-
forced, and which as an association is subject to regulation by law to
the same extent as if it was a corporation.

Senator Hollis. Do you mean it can be sued under the association
name and not by suing the members individually ?

Mr. MrLBTTEx. Absolutely so. by the provisions of our code of
procedure. The association is sued in the name of it- president or
treasurer.

Senator Hollis. That is a code provision?
Mr. iliLBURx. Yes; and it has long been in force. The exchange

may be sued the same as the American Express Co. or Adams Ex-
press Co., which are associations of the same character. Suit is

brought against the exchange in the name of its president or treasurer
for the time being. It then proceeds the same as any other suit, and
any judgment that is obtained may be collected out of the property
of the exchange, and it has millions of dollars' worth of property.
Or, if that course is preferred, the suit can be brought against all

the individuals belonging to the exchange, but both the exchange
and the individuals can not be sued at the same time. I have read
the remarks made by ^Ir. Kendall on this subject at the hearing of
the committee the other day, and I can only characterize them as an
extraordinary travesty of the facts. I notice he referred to my
" graceful presence " in court in connection with his case against the
exchange, when he says I insisted that he had to bring in all the in-

dividual members as parties because the exchange was not incorpo-
rated. I never was in court in that case; I never had anything to

do with the case; my partner, Mr. Taylor, has always had charge
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of it. So my appearance in court, graceful or otherwise, was simply
a stroke of his imagination. What he did was to sue the exchange
as an association in the name of its president and join as defendants
for show the 1,100 individual members, of whom he served 10 or 12.

No objection was raised to his having sued the exchange as such, but
having sued it, it was insisted that he could not at the same time sue the
individual members, and the court dismissed them from the suit and
left it to proceed against the exchange for the wrongful acts alleged.

His statement to you that the exchange should be incorporated, be-

cause he could not sue it as an association and had therefore to make
all the 1,100 members parties, is absolutely without the slightest

foundation.

There is not a provision in this bill that could not be made ap-
plicable to the exchange as an association just as well as to the ex-

change as a corporation. The provision, for instance, that all trans-

actions on an exchange must be margined 20 per cent at least would
be applicable to an exchange that is an association just as well as to

an exchange that is incorporated.

(Thereupon, at 4.45 o'clock p. m., a recess of 30 minutes was taken
on account of a vote in the Senate. At 5.15 o'clock p. m. the hearing
proceeded.)

Mr. MiLBTjEN. Mr. Chairman, what I was wishing to fix in your
minds when we suspended was that any regulative provisions you
may frame would be equally applicable to the exchange as an asso-

ciation as to the exchange as a corporation; that it is not, by remain-
ing an association and not becoming a corporation, keeping away
from, or outside of, any regulation there may be ; and that whatever
laws may be enacted, either under the police power of the State or

whatever power the Congress may have respecting the methods of

the exchange, the transactions on the exchange, the relations of

brokers to customers, or any other matter, would be equally ap-
plicable to the exchange, whether a voluntary association or an in-

corporated body.
That, you see, is a very important point, because it destroys the

assumption that has been iterated and reiterated that through incor-

poration the State acquires a function of regulation which does not
exist with respect to a voluntary association. Whatever qualifica-

tion there may be to that question I shall state in another connec-
tion; but there is no qualification of substance. I shall show you
as I go through this bill, from provision to provision, that incor-

poration is absolutely immaterial; in other words, that every provi-

sion could be made applicable to a voluntary association with the
same force and effect as to a corporation.

Senator Hollis. Is there, then, any object to incorporating?
Mr. MiLBUEN. Yes.

Senator Hor.Lis. You will explain that, will you?
_
Mr. MiLBtTRx. I am going to show now why we oppose incorpora-

tion, which is not at all to escape governmental regulation, but foi

entirely different rea-ons. This is a subject to which I have given a

great deal of attention, and not in the attitude of a partisan. I have
always been ready to advise the exchange to incorporate, and the
exchange has always been ready to incorporate if incorporation was
a step in the best interests of the public and the exchange. It is a

matter of principle that is involved, because after the most serious
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consideration of the subject, repeated from time to time, we are pro-
toundly convinced that mcorporation would have disastrous results.

ihe exchange is a body of 1,100 men, the most of whom are active
members. They are governed by a board of governors composed of
40 members, each with a term of four years, 10 being elected every
year by the entire membership. The position of governor is one of
great honor and distinction. It is the hope of every capable and
ambitious man on the exchange to attain it. The position of presi-
dent of the exchange is one held in so much honor by them that I
can not forbear quoting Mr. Pomroy, who has appeared before you,
who said to me the other night that when he was elected president
he felt that he would sooner have that honor than be appointed am-
bassador to England. That is the way those men feel about the ex-
change and service in the administration of its affairs. They are
governed by a code of rules which contains two fundamental provi-
sions—one that members are subject to the disciplinary power of the
board of governors, not only in cases of fraud, but in the case of any
act that is inconsistent with fair dealing or equitable principles of
trade; the other extending the disciplinary power to every act detri-
mental to the best interests of the exchange. The disciplinary power
could not be conferred in more comprehensive terms.

Senator Pomerene. Could not all of those things be done in a
corporation by proper regulation?
Mr. MiLBURN. We shall see whether they can or not; that is the

point I am coming to. But first let me tell you how the disciplinary
power is exercised. A member who is charged with an offense is

first presented with the charge made against him in writing. Then
a day is fixed for the hearing on the charge before the bot.rd of gov-
ernors. He appears and may have the assistance of any other mem-
ber in presenting his case. The prosecution, if I may call it such, is

conducted by one of the governors selected for that purpose.
Senator Hollis. By v/hom ?

Mr. MiiJJTJEN. By the board of governors. With the man and
his books and papers before them they hear both sides of the matter
and, having ascertained the facts, decide whether there has been a
violation of the rules. I would like to say that I have examined the
proceedings on many of these trials, which are preserved in the
stenographic reports of everything that occurs, and in every in-

stance I have admired the directness and ability with which the
board gets at the truth and determines the questions involved.

Senator Hollis. Before how many of the governors are they
tried ?

Mr. MiLBUHN. The whole board of 40 members.
Senator Hollis. Do they all sit?

Mr. MiLBTjEN. They all sit.

Senator Hollis. Are they actually there ?

Mr. MiLBUEN. The attendance is remarkable; they are nearly
always all there.

Senator Pomeeene. It differs from the United States Senate in an
impeachment case.

Mr. MiLBUEN. I have never seen in my life such devotion in the

performance of duty as is manifested by that board. The president

of the exchange practically gives up his business during his period

of service. It is a great honor, but it is also a great sacrifice.
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Senator Nelson. Does he get any salary ?

Mr. MiLBLTEN. No, sir. The governors give the same close atten-

tion to their duties in the meetings of the board and of the commit-
tees of which they are members.
What then is the remedy of the member who has been tried and

expelled ? He may bring a suit in court, claiming that he has been
illegally expelled. He can have all of the proceedings before the
board of governors produced in court.

Senator Hollis. Is that a mandamus proceeding?
Mr. MiLBUEN. No; it is a suit that he begins to compel his restora-

tion to membership.
Senator Hollis. In equity?
Mr. MiLBLTEN. Yes. On the trial of his suit there is produced in

court all the proceedings before the board of governors, including
the testimonj' taken and any documentary evidence, and the settled

law is that to sustain the action of the governors it must appear,
first, that the written charges alleged a specific violation of a rule;

second, that the member had a hearing; third, that there was evi-

dence to sustain the determination of the board of governors; and
fourth, that the board of governors acted in good faith. Those are

the requirements formulated in numerous decisions of the courts,

including the highest court of the State. If it were found that any
one of these requirements had not been observed the expulsion would
be held to be illegal and a restoration to membership would follow.

Senator Nelson. They are all, in their nature, jurisdictional.

Mr. MiLBUEN. They are all, in their nature, jurisdictional. There
have been numerous cases of this kind during all the years past
and the board of governors has been sustained in every case. In no
case has the action of the governors been varied or annulled. That is

a very remarkable record of ability, fair play, and justice.

Senator Hollis. It might show they needed expulsion pretty

badly.

Mr. MiLBUEN. But a great many of the most important cases

turned on the extremely general rules to which I have referred,

which woidd not have been the case had fraud or glaring wrong-
doing been involved.

Senator Nelson. May I ask if there are any other punishmeuts
except expulsion or suspension for a limited time?
Mr. MiLBUEN. No, sir.

Senator Pomeeene. Are there any fines?

Mr. MiLBUEN. Fines, or suspension for a period of time, or ex-

pulsion. That is the situation as to the administration of the dis-

ciplinary power as it is to-day, and the morale of the exchange is

absolutely dependent upon it. If you weaken that power the ex-

change will go down hill just as sure as darkness follows the setting

of the sun. If you compel incorporation, with judicial review of

these disciplinary proceedings on the whole case—that is, on the

weight of the evidence—what will be the result? There will in-

evitably follow, in the administration of the law, legal definitions of

the wrongful acts essential to suspension or expulsion as a substi-

tute for the very broad and general principles embodied in the rules

of the exchange. The courts would be constantly defining and there-

fore limiting those general principles of conduct in their efforts to

formulate legal reasons for depriving a man of his membership
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rights in an incorporated body. That is obviously a very different
process from the application of a general rule requiring fair deal-
ing to the vast variety of transactions that take place on the exchange
by a body of laymen selected from the membership of the exchange
because of their ability, standing, character, and experience.

Senator Hollis. You mean that to deprive a stockholder of a cor-
poration of his right vs'hich is represented by his financial stake in
it would be a more difficult thing than this method of discipline that
is allowed between men who are associates in an enterprise ?

Mr. MiLBUEN. Infinitely so.

Senator Nelson. Then I take it you have ethical rules there of
some kind that are not within the pale of technical law, for a breach
of which you punish.
Mr. MiLupRN. Absolutely so. The rules prohibiting any act in-

consistent with fair dealing, or equitable principles of trade,' or detri-
mental to the best interests of the exchange are instances. They are
more of a moral than a legal nature. Penalties are frequently in-

flicted for acts that are not a violation of any law; that would not
give the other party a legal right of action; that would not give a
man any standing in a court of law, but yet were deemed inconsistent

with what tliey call fair dealing because impairing that confidence
of members in each other that every obligation will be honorably
observed which is absolutely necessary.

Senator Pomeeene. Assuming, for the sake of the argument, that
the exchange is incorporated and that certificates of membership are
issued to the members on the same terms and conditions as you issue

certificates of membership now, and that all the rules and regula-

tions and the mode of procedure to control the relations existing

between members that now exist are adopted, why could they not be

enforced ?

Mr. MiLBTjEN. To begin with, you would substitute for the judg-
ments of this body of practical men—the board of governors—^the de-

finitions of the court, and judges in formulating definitions are in-

fluenced by the legal habit of mind and the analogies of legal

proceedings.

Senator Pomeeene. Is it not a general rule that courts will not

interfere with the internal affairs of a corporation and the admin-
istration thereof by the directors unless it appears that there has

been a clear fraud perpetrated. I know that is true so far as the

regulation of the financial affairs of a corporation is concerned. I

have had occasion to go into that subject.

Mr. MiLBTjEN. But we are not dealing here with the administra-

tion of the affairs of a corporation. What we are dealing with is

the right of a man to his membership in a corporation. In other

words, let us suppose a man has paid $75,000 for his membership
in an incorporated exchange. Now, if the courts are to determine

whether he has done any act which deprives him of his member-
ship they will be governed by legal definitions of the acts which are

sufficient to deprive a man of his membership, which are bound to be

quite different from the action of laymen with an intimate knowledge

through actual experience of the effects of particular acts on the

code of honor which the conditions under which business has to be

done on the exchange has evolved.
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Senator Mollis. Do you mean, Mr. Milburn, that because the asso-

ciation is incorporated the courts would not permit the members
to proceed in the way in which they proceed now? Is that the dif-

ference, that it would not be legal for members of a corporation to

proceed against each other as they may legally proceed against each

other as members of an associatiton ? Are you pretty clear about

that ? Have you looked that up ?

Mr. MiLBUKN. I am quite conversant with that phase of the matter.

I think you could incorporate without any other judicial review of

disciplinary proceedings than there is to-day, with just the by-laws

and procedure that the exchange now has, and with the same limited

jurisdiction of the courts to revicAv that now exists. There is no

doubt about that.

Senator Hollis. Where would you reach the splitting point where
it is more to the advantage to be an association than an incorpora-

tion. Just at what point would you divide ?

Mr. MiLBTJKN. When incorporation brings in a judicial review
of disciplinary proceedings on the whole case. Every advocate of
incorporation is an advocate of unlimited judicial review. Mr. Un-
termyer, who is the arch exponent of incorporation, favors an un-

restricted judicial review. The courts do not now go into the whole
case to determine whether on the evidence a member should have been

expelled, because the members have bound themselves by contract to

observe the rules of the exchange and to submit to the determina-
tions of the board of governors, and with that contract the legisla-

ture may not interfere.

Senator Hollis. Why can not a certificate of membership, under
incorporation, provide just the same thing, and why will not it be

just as effective?

Mr. MiLBUEN. Because, if a certificate of membership does so pro-

vide at the outset the legislature may at any time confer the right

to an unrestricted judicial review by an amendment of the charter

or act of incorporation. If incorporation in its original form does

not provide this judicial review it surely brings it in its train.

Senator Hollis. I do not know that it is important that we should
understand it, but you have not explained it to us yet, or given any
reason for that. You say it is so and it undoubtedly must be so,

because you have stated it ; but I, as a lawj'er, can not see any reason
why it should be so.

Mr. MiLBUEN. In case of incorporation there is the power to confer

this full judicial review at any time, because it is entirely within the

power of the legislature to do so either in the original charter or by
an amendment. The legislature has not that power with respect to

the exchange as an association, because the ligament that binds all

its members together is a contract which regulates these disciplinary

proceedings, and the legislature is powerless to alter or modify the

contract in that particular. Supposing you drew an act of incorpo-

ration for the exchange and duplicated the present systeni?

Senator Hollis. I would not do it in that way. I would draw the

charter for the general purposes of incorporation and supplement it

by by-laws which would provide that they should be subject to

amendment on certain conditions and proper notice. I loiow in my
State I could work it just as well with a corporation as I could with

an association. I do not laiow what you could do in New York.
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Mr. MiLBTJEN. Under our law a charter or act of incorporation is
amendable at any moment.
Senator Hitchcock. By act of the legislature?
Mr. Mii^uEN. Yes ; by act of the legislature.
Senator Holus. Why should not that be ?

Mr. MiLBUKN. The exchange might be incorporated under a gen-
eral charter such as you indicate, supplemented by its present
by-laws prescribing just the mode of discipline I have described.
But the next legislature could insert a provision that the findings
of the board of governors should be reviewable to the courts on the
whole case. The legislature has not that power over the exchange
as an association.

Senator Hollis. Some of us may believe in that. I see your point
now.
Mr. MiLBURN. We do not believe in it, because the moment there

is that sort of review a man who has been expelled may remain in

the exchange and continue to do business there whilst his litigation

is pending, and, if the expulsion is set aside through a narrower
and more technical view of his offense being taken by the court than
was taken by the board of governors, his membership would con-
tinue, and the other members would have to deal with him, notwith-
standing his methods and conduct had been condemned by the body
representing the entire membership. Is it not clear that the demor-
alization of the exchange under such circumstances would be inevit-

able? This is not any imaginary condition; there is no pecuniary
interest of anybody involved in this question of incorporation; it is

the whole morale of the institution that is involved. It is a matter
of such grave importance that there is a practical unanimity of judg-
ment on the exchange that its life, honor, and usefulness are at stake

in this question of incorporation.

The Chairman. What you fear, as I understand it, is that even
if the legislature, in the first instance, were to give you a charter

which would be entirely acceptable and would establish the present

method of doing business which you have, it would be objectionable,

because a future legislature might modify it in an injurious manner
and take away from you the substantial control which you now
enjoy?
Mr. MiLBUEN. Yes; in the particular I am now discussing—the

disciplinary power. But Senator, this full judicial review would ir^

in the first act of incorporation. Whoever drew the bill would put
it in.

Senator Pombrene. Would that have to be done in New York by
special act? Have you not some general incorporation law under
which you could incorporate?

Mr. MiLBURN. There is a general law; but if we incorporated

under that law, which is very meager in its requirements, there

would be an elaborate amendatory act enacted at the next session of

the legislature.

Senator Hollis. How about your social clubs in New York; are

they incorporated or not?
Mr. MiLBURN. Some of them are, and some of them are associa-

tions.

30578—14 23
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Senator Hollis. And they have this same method of expelling
members for violation of rules that works all right under incorpo-
ration ?

Mr. MiLBUEN. How often do they exercise that power?
Senator Hollis. I do not know.
Mr. MiLBUEN. The exchange is a very different body from any

social club. You have no idea of the state of feeling that can be
generated with respect to it and the legislation they would set in

motion.
I come now to my next point in this connection. The moment the

exchange has a legislative charter it will be plunged into politics;

it will be threatened with all sorts of legislation at Albany every
year.

Senator Pomeeene. Are j-ou now I

Mr. MiLBUEN. To some extent, but nothing compared to what it

will be when there is only a legislative charter to amend. Every
man who has been expelled or penalized will be there with his griev-

ance. Every man with any kind of a grievance will be there.

Senator Hollis. When he is expelled, of course, the proceeds of the
sale of his seat are paid to him ?

Mr. MiLBUEN. Oh, yes.

Senator Hollis. It is not a financial loss ?

Mr. MiLBUEis'. No; there is no forfeiture of the value of his mem-
bership, but he ceases to be a member and can no longer transact

business on the floor of the exchange.
Senator Hollis. If it were a corporation the legislature might-

provide that no member could be deprived of his membership until

his rights had been passed upon by the courts. That is the thing, is

it not?
Mr. MiLBUKK . Yes ; but it is the serious consequences I have pointed

out that are involved in substituting judicial action in such a matter
for the action of the representative body of the membership which is

far better qualified for that function.

Senator Hollis. It is not anything the legislature has done, but
something the legislature might do ?

Mr. MiLBURN. The legislature has never had the power to do it

because the contract between the members has stood in the way. If

the legislature could have done it, it would have been done, because

one man with a grievance and a story of hardship is far more power-
ful at Albany than a delegation from the stock exchange with only

an argument on the merits. I will give you an instance of that, and
at the same time dispose of Mr. Kendall's grievance which he has

aired before this committee. From 1887 to 1892 Mr. Kendall's com-
pany, which was a New Jersey corporation, was one of the companies
that was approved by the exchange for the engraving of securities.

He had associated with him in that company such prominent men as

Mr. Russell Sage, ex-Mayor W. E. Grace, and others. During that

time the exchange had continual trouble with him and his work.

This matter of engraving is a very important one in this way.
The exchange can only act upon samples, and having approved a

sample it has to depend to a very large extent upon the character

of the concern and its managers to faithfully follow the sample not

only as regards the original issue of the security but in the replace-
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Senator Nelson And to see that no blank certificates get out?
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outstanding shall absolutely conform to the sample in qualitv andworkmanship and every other particular. Other requirements are
that the engraving shall be done in the company's own place and not
sent out

;
and that the plates shall be safeguarded to prevent forgeries

Ihe precautions taken by the Government's Bureau of Engraving
illustrate what I mean. Now, the exchange was in continual troubli
with Mr. Kendall and his company about the work and the conditions
under which it was done, and the failure to conform to the samples.
In 1892, when he proposed to turn his New Jersey million-dollar cor-
poration into a West Virginia $5,000,000 corporation, Mr. Sage, Mr.
Grace, and other men of that stamp in his company left him. When
he applied to have his new company approved as an engraving com-
pany the stock-list committee of the exchange had Mr. Sage and Mr.
Grace before them. I have read the minutes of what then took
place. Mr. Sage said they had stuck by Kendall and tried to keep him
straight as long as they could and had to give it up ; that he was a
man who, if he contracted for 80-pound paper, could not see why he
should not use 60-pound paper, as it was not likely to be discovered

;

and that he could not be trusted. I remember one expression of Mr.
Sage's was that he was a very bad man. This confirmed the experi-
ence of the exchange with his former company and it refused to ap-
prove his new company. Those are in brief the facts which will be
shown if ever he brings his case against the exchange to trial.

He said to you that the American Bank Note Co. has a monopoly
of the engraving, and that it is because of the interest of members of
the exchange in that company and the money they make out of it that
his company is not approved. I have in my hand the annual report
of the American Bank Note Co. for the year 191'2. From that re-

port it appears that only 8.7 per cent of the total business of the com-
pany is stock-exchange business; that its total number of shares is

179,000 ; that but six members of the exchange are stockholders, own-
ing a total of 1,840 shares, which is 1.8 jDer cent of the stock of the
company; that in addition to these six individual members there are
12 brokerage houses to which exchange members belong who own
4,986 shares, or 3 per cent of the company's outstanding stocli, but it

is not known whether the stock standing in the names of those

houses is their property or is being carried by them for customers;
and that no officer or member of the board of governors or of the

stock list committee of the exchange holds any stock in the company.
Mr. Kendall had access to the stock list of the American Bank Note

Co. through somebody who owned a share of its stock. He always
states on these occasions that through that means he ascertained that

during a period of three or four years 50 stock-exchange members or

houses owned stock in the company. I will give you an instance of

what that means. Clark, Dodge & Co., a prominent house, held for one

day in 1906 eighty-nine shares of the company merely for convenience

of transfer for a customer. There are other instances of the same kind.

Senator Hitchcock. Has this any relevancy to the bill ?
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Mr. MiLBUEN. No; I do not think it has; but you have heard Mr.
Kendall's story and it may have made an impression prejudicial to

the exchange. But my real reason for bringing the subject up is to

make an application of it to the phase of our subject that I have been

discussing. Mr. Kendall presented his grievance to the legislature at

Albany last winter and told the same story that he has narrated to

you, and though the real facts are as I have stated them, and they

were brought to the attention of the legislature, a bill would surely

have been passed compelling the exchange to approve his company
as a proper company to engrave listed stocks and securities had he

not got into trouble with one of the senators, which laid it on the

shelf. A grievance of that kind plausibly presented seems to be more
powerful in producing legislation than the cold facts in resisting it.

There would be a real and serious danger of the exchange being sub-

jected to injurious legislation session after session through the com-
bined activities of men with grievances or impracticable notions re-

specting the functions of an exchange and transactions in stocks and
securities. Different men may take different views of the matter,

but I for one should deplore the constant appearance of the exchange
at the seat of Government to protect its efficiency and usefulness as

the great market for securities in this country from short-sighted and
adverse legislation thrown up by every wave of excitement and agi-

tation.

The Chairman. You are very apprehensive as to the legislature

that it would have passed that bill in that way ?

Mr. MiLBURN. No ; I would scarcely use the word " apprehensive."
I have frequently appeared before committees of the legislature of

my State, and have always found them courteous in listening to my
arguments.
The Chairsian. I got the impression that it was only by the barest

accident that the legislature did not rush through this bill for
Mr. Kendall, in spite of the state of facts you have given us.

Mr. Milburn. That was because Mr. Kendall, with his plausible
story of being ruined by what he called a big, powerful institution,

aroused indigation and sympathy that had the effect of winning
favor for his bill, despite the grave objections to it and the facts on
which those objections were based.

Senator Pomerene. You had better- change the character of your
legislature.

Mr. MiLBUEN. Our legislature stands about as well as any of them.
What I am trying to emphasize is how human nature operates under
such circumstances, with which we are all conversant, and I am
quite willing to leave it to" you gentleme;n to say whether this objection
to incorporation which I raise is substantial or not. In my judg-
ment, the objections to incorporation which I have raised and em-
pnasized are very serious and practical objections, and I see nothing
to be gained from incorporation to outweigh or counterbalance them.
If incorporation would produce real and substantial advantages to
the public or the exchange, I should not hesitate one moment to
cnange my position that they might be realized.
The Chairman. Gentlemen, it is 6 o'clock. We will adjourn until

to-morrow morning at half past 10.

(Thereupon, at 6 o'clock p. m., the hearing was adjourned until to-

morrow, Thursday, February 12, 1914, at 10.30 o'clock a. m.)
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THURSDAY FEBRUARY IZ, 1914.

Committee on Banking and Cubkenct,
United States Senate,

Washington, D. C.

.J.Y^^f^\^° *^^ adjournment of yesterday, the committee met at
10.30 o'clock a. m.

Present: Senators Owen (chairman), Hitchcock, Pomerene, Nel-
son, McLean, and HoUis.

STATEMENT OF JOHN G. MILBURN—Continued.

The Chairman. Mr. Milburn, we are ready for you to proceed.
Mr. Milburn. Mr. Chairman, when the committee adjourned last

night I had practically concluded all that I had to say about the pro-
vision of the bill requiring the incorporation of stock exchanges as a
condition of their quotations being circulated through the mails in
newspapers or any other form. I would like to add to what I have
said, as a matter bearing on the fairness and policy of such a require-
ment, that it is to be borne in mind that the present members of the
exchange have an investment of their own money in their member-
ships conservatively stated at $50,000,000. They have invested their
money on the faith of its being an association in which the condi-
tions of membership as between themselves, not their relations to
their customers or to the public, but the conditions of membership as
between themselves, are purely a matter of contract. If this bill

were enacted there would be substituted conditions of membership
as between themselves entirely subject to the legislative will. Now
that, I insist, is a serious matter.

Senator Owen. I understand, Mr. Milburn, that by that you refer
to the contract between the members as incapable of being modified
by legislation under the Dartmouth College case.

Mr. Milburn. Under provision of the Constitution preventing the
impairment of contracts. The contract in which they all join regu-
lates the conditions of membership as between themselves and does
not affect, as I have said, their relations to their customers or to the
public in any way. If you enforce incorporation no one can tell

what the result would be upon this very large investment of the
present members. A man can not be compelled to join the corpora-
tion that would have to be organized. If this bill be enacted we
would have to organize a corporation, and it would be a question

with every member of the present association whether he would
become a member of the corporation or not. The reasons I have
urged against incorporation are reasons why many of the members
would prefer not to become members of such a corporation. There
are other reasons, which I have yet to point out as I proceed, which
would have the same effect. What would become of the investment
of the members of the exchange who, for one or more of those rea-

sons, should decide not to become members of the new corporation ?

Senator Owen. Do I understand, Mr. Milburn, that there is some-
thing like $50,000,000 invested by the members of the stock exchange ?

Mr. Milburn. Yes, sir.

Senator Owen. Does that represent tangible property?
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Mr. MiuBiTRN. That money was paid to their predecessors in their

memberships. In other words, when a man becomes a member the

amount he pays for his membership goes to the man from whom
he buys the membership. When a member sells his membership the

price he receives for it, whatever it may be, belongs to him. Every
member of the exchange to-day has paid the price of his member-
ship to the member from whom he acquired it, and the value of a

membership to-day is about $55,000. It has been as high as $90,000.

Senator Owen. Is there any tangible property ?

Mr. MiLBURN. Yes.

Senator Owen. What proportion of it is tangible ?

Mr. MiLBURN. The tangible property is the stock-exchange build-

ing on Broad Street.

Senator Owen. Does that belong to these members ?

Mr. MiLBURN. It is owned by a corporation, but the stock of that

corporation is held by the exchange for its members.
Senator Owen. About what value is placed upon that property ?

Mr. MiLBTTRN. It is assessed at $5,000,000.

Senator Owen. So that about 10 per cent of the amount which the

present members have invested is in tangible property ?

Mr. MiLBURN. You see. Senator, that the money that is paid for a

membership does not go to the exchange. For instance, a man who
is a member to-day resigns and his seat is sold. It is bought by
somebody for, we will say, $55,000. That money does not go into the

treasury of the exchange, but to the man who sold his membership.
Senator Hitchcock. What does a member get for that $55,000?

As I understand it he gets substantially $5,000 in tangible property
and the rest is paid for the right to do business with the other

members.
Mr. MiLBTJRN. For the right to do business on the floor of the ex-

change as a member of the exchange under its rules and regulations.

Senator Hitchcock. That is Avhat I Avanted to get at. TI6w much
of it is property and how much represents his privilege?

Mr. MiLBURN. The money is paid for the privileges of member-
ship.

Senator Hitchcock. About nine-tenths represents the px'ivilege of

doing business there, and the rest is in tangible property ?

Mr. MiLBURN. I suppose so.

Senator Pomerene. Assuming that it was decided to make a cor-

poration of the stock exchange, you have not any doubt that every

member of the exchange would take a corresponding interest in the

corporation ?

Mr. MiLBURN. Under this bill?

Senator Pomerene. I did not say under this bill, but under any
bill that might be passed.

Mr. MiLBURN. Well, I can not pass upon that question.

Senator Pomerene. It is conjectural, of course, to a certain extent.

Mr. MiLBURN. It is a very serious question. It is a proposition

that the members as individuals have not yet confronted. I heard

a leading man in the exchange say that it would be the most impor-

tant question he ever had had to decide, because if he voted not to

incorporate under a bill of this character it would mean that the

exchange might be put out of business, and if he voted to incorporate
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effort to retain his membership, because if he did not I do not seewhat he IS going to get for his investment of $55,000 or over Hewould probably desire to save as much of his investment as he couldby becoming a member m the new incorporated exchange for a timeanyway. t, i a. umic,

Senator Hitchcock. I would like to have the record state in con-
nection with the remark of Senator Pomerene that the currency bill
IS not a parallel case. The banks would not have come in unless we
had changed 60 per cent of the bill.

Senator Pomeebnb. We got a bill through that the Senator from
JNebraska voted for finally, and I have no doubt that whatever bill
will be passed here will be so good that men will be glad to come in

Senator Hitchcock. We got a bill that was acceptable to the
banks, and that is the reason they came in.

Senator Pomerene. The objections were more on paper than any-
thing else.

Mr. MiLBURN. T am not involved in that controversy.
Senator Pomerene. Oh, no.
Mr. MiLBURN. I can not pass upon what 1,100 men will do.
Senator Owen. The answer which you made, as I understood it,

in response to a question of the Senator from Nebraska, was that
about 10 per cent of the value of these seats was represented by tangi-
ble property in the form of the building, the stock of which is held
by the stock exchange for the benefit of its members, and that the
other part of the value of these seats represents the right to deal
with the public and with each other as members of that exchange.
Mr. MiLBURN. Whatever sum may be paid for a membership is

paid for the privilege of transacting business on the floor of the
exchange with the other members of the exchange under the rules of
the exchange. The exchange furnishes the mart Avhere they meet
and transact business with each other for themselves and for their
customers under the code of rules established by the exchange.

Senator Owen. And from which others are excluded, of course?
Mr. MiLBURN. From which everybody else is excluded. For that

privilege a member pays so much money, which is a matter that
each man who wants to be a member determines for himself.

I repeat that there should be some controlling reason for enforced
incorporation and so far none has been presented that I can see.

Let me repeat with all the emphasis at my command that incorpora-

tion is not necessary to governmental regulation of the exchange.
An association such as the exchange is now is just as much subject

to governmental regulation, legislative, bureaucratic, or of whatever
Irind you please, as if it were a corporation. The express companies
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are an instance in point that absolutely sustains me in this state-

ment. Some of them are corporations and some of them are asso-

ciations just like the stock exchange. Does it make any difference

with respect to governmental regulation whether they are associa-

tions or corporations? Is the Adams Express Co. or the American
Express Co., which are associations and not corporations, in any
different category with respect to governmental regulation from the
other express companies which are corporations? The Adams and
the American companies are subject to precisely the same regulation

that applies to the incorporated express companies, and there is a

vast amount of it both Federal and State; and should you pass this

bill with incorporation eliminated the exchange as an association

will be just as much subject to its provisions as if it were a cor-

poration.

Senator McLean. By the Federal Government?
Mr. MiLBTjEN. I am talking about constitutional government regu-

lation whether by Congress, State, or any other governmental au-

thority that may act.

Senator McLean. Mr. Untermyer in his statement was very firmly

of the opinion that incorporation was necessary to regulation.

Mr. MiLBURN. Federal regulation to the extent that it is constitu-

tionally authorized whether under this bill or any other bill would
be equally applicable to the exchange whether it was a corporation or

an association.

Senator McLean. Are you ready to give your opinion as to

whether the Federal Government would have the right to regulate
the exchange through one of the bureaus, the Bureau of Commerce,
or some commission appointed as an arm of the Department of

Justice ?

Mr. MiLBUEN. I have a very strong opinion on that subject. Per-
sonally I have no doubt that this bill is absolutely unconstitutional.

Senator Holms. They can regulate them just as well as a joint-

stock association as they could as a joint-stock corporation, if they
could regulate them at all, could they not ?

Mr. MiLBTjEN. That is my point.

Senator McLean. Then it is your opinion that the Federal Gov-
ernment has no power to regulate this particular stock exchange?
Mr. MiLEUEN. That is my opinion.

Senator McLean. Is' it your opinion that the State of New York
would have that power?
Mr. MiLBURN. Oh, yes. It is, of course, subject to the legislative

power of the State of New York.
Senator Hollis. It has not learned how to do it quite as well as

in the case of a corporation.

Mr. MiLBUEN. They have legislated in regard to it ; they may
legislate further.

Senator Hollis. I mean with respect to this internal management
which the members do not want them to interfere with. The legisla-

ture has not learned to do it as they have in the case of corporations
which are more particularly a legislative entity than is a joint-stock
association.

Mr. MiLBtJEN. The contract which governs the conditions of mem-
bership is, as I have said, beyond legislative control.

Senator Owen. Either State or National?
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Mr. MiLiuTHx. Either State or national.
Senator Owen. That is they are beyond control in that respect-
Mr. MiLBUEN. The conditions under which membership is ob-

tained and held are contractual.
Senator Owen. That is, being contractual the State can not in-

terfere with them and the Government has no right to interfere
with them?
Mr. MiLBUEN. The State can not interfere with that contract

which fixes the conditions of obtaining and retaining membership.
The State can within constitutional limitations regulate all the
transactions on an exchange; the relation of the members to their
customers; the relation of the members to the public; but as long as
it is an association such as it is to-day the contract between the mem-
bers which fixes the conditions of membership may not be changed
or modified by legislative act any more than ordinary articles of
partnership between individuals fixing who shall be the partners,
what their interests shall be, and how a partner may retire or be re-

tired could be so changed.
Senator Pomerene. You make that statement pretty broad. I do

not know whether you have such a law or not, but supposing you had
a law in New York governing intrastate commerce, just as the Sher-
man law governs interstate commerce, do I understand from your
statement that the Legislature of New York could not declare that

certain things which are being done by the members of the exchange
under contracts of membership were violations of the law or that
they could not be so regulated?
Mr. MiLBUEN. I have not said that. I have said that the transac-

tions in which the members of the exchange engage can be regu-

lated by the State.

Senator McLean. In which third parties are concerned?
Mr. MiLBUEN. In which third parties are concerned or trans-

actions between themselves. All such transactions can be regulated

by the State. But when men have come together in an association.

or a partnership and agree between themselves as a condition of

membership, for instance, that any member may be retired on the

happening of a specific event, the State has not the power to change,

modify, or abrogate that contract. That is as far as I go.

Senator Pomeeene. Supposing the State should be of the opinion

that the business as conducted there is contrary to public policy, etc.,

could it prevent it?

Mr. MiLBUEN. Absolutely so, and the State has passed laws with

respect to such matters to which I shall call your attention. It has

the power to pass more laws of the kind if it deems them necessary

or proper or demanded by public policy. There is no doubt about

that. The State has legislated with respect to stock exchanges re-

gardless of whether they were associations or incorporated.

Senator Nelson. I am going to say that you are undoubtedly cor-

rect as to the application of the remedy proposed in this bill of ex-

cluding their quotations from the mail. Under certain circum-

stances we can just as well do it with the stock exchange unincor-

porated as incorporated.

Mr. MiLBUEN. That is my point.

Senator Nelson. You are right about that; but I wanted to have

you go back to where you were yesterday.
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You referred to a decision of the Supreme Court and I think you
stated it correctly that the transactions of the stock exchange were
not interstate commerce, so that we have no control over tlie stock

exchange under the interstate-commerce power of the Constitution.

We seek by this bill to control it under another power of the Consti-

tution, which is the power to regulate t!ie post offices and post roads
and the mails. Now, as to that power it is a question as to whether
this is a proper case for its application. Is not that the real ques-

tion? We have applied it in the case of lotteries and some other

instances, but are the conditions such in this case that we are war-
ranted in applying it in this instance ?

Mr. MiLBURN. Precisely so.

Senator Nelson. That is the way it looks to me. But so far as

the principle of excluding them from the mail is concerned, that we
can just as well do whether they are unincorporated or incorporated.

Mr. MiLBURN. You state my position absolutely. Therefore I say,

Why compel incorporation, which involves other questions of a serious

character and does not enlarge your powers?
Senator Nelson. You are correct about- that. It does not enlarge

our powers. It simply enlarges the power of the State and not our
powers.

Senator Hollis. There is one other thing I am quite anxious to

know. So far as I am informed, members of the stock exchange
representing private banking houses are members of those houses as

partnerships. That is, so far as I know, none of those banking
houses is a corporation but is a partnership ; is that so ?

Mr. MiLBUEN. Many banking houses have one or two i^artners who
are members of the stock exchange.

Senator Hollis. Tliey are stock-exchange houses, so called?
Mr. MiLBURN. Yes.

Senator Hollis. All those with which I am at all familiar are
partnerships. Now, is there any rule about that in the stock ex-
change ?

Mr. MiLBURN. A partnership which has a member who is a mem-
ber of the stoclv exchange is a stock-exchange house and its trans-
actions on the exchange are subject to the jurisdiction of the ex-

change.
Senator Hollis. Now, is that in accordance with the rule of the

stock exchange or does that just happen so for purposes of con-
venience ?

Mr. MiLBURN. The rules of the exchange refer to individual mem-
bers and to firms in which members of the exchange are partners.

Senator Hollis. Does the rule provide that no man shall be a

member of the stock exchange unless the banking house to which he
belongs is a partnership of which he is a member?
Mr. MiLBURN. Is there an express rule about that?
Mr. Mabon (the president of the exchange). There is no express

rule. It is just as you have stated. Members of the stock exchange
may be members of firms, but there is no specific provision in the

rules to that effect. No member of the exchange is a member as a

representative of a corporation.

Senator Hitchcock. Now, suppose that Brown, Jones, and Smith
are in partnership, must each one ha\e membership in the stock
exchflnafe?
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Mr. MiLBURN. No.
Senator Hitchcock. Can any one of the three go upon the stock

exchange with one membership ?

Mr. MiLBUHN. No; just the member.
Senator Hollis. He can do the business for the entire partnership ?

Mr. MiLBUEN. He can do the business for the firm so far as stock-
exchange transactions are concerned.

Senator Hollis. But if it were Brown, Jones & Co. (Inc.), a mem-
ber of the exchange would not be allowed to represent that corpo-
ration ?

Mr. MiixBURN (inquiring). Are there incorporated brokers who
have a representative on the exchange?
Mr. Maetin (assistant secretary of the exchange). The governing

committee has adopted a resolution that no corporation can be rep-
resented on the stock exchange.

Senator Hollts. I take it that the only reason is that in ease of
the failure of a firm with which the otlier members hAve done busi-

ness every member of that partnership would be individually liable

and could not hide his liability behind corporate protection?
Mr. Martiiv. The constitution of the exchange so states.

Senator Hollis. I figured that out in my own mind, but I never
knew why it was so. I knew it must be so, because I thought some
of those houses would incorporate if they were allowed to do so.

Senator Hitchcock. The stock exchange as an association is

formed under some law of New York State, is it not?
Mr. MiLBUEN. It is subject to the legislative power to the extent

that that power has been exercised.

Senator Hitchcock, You do not understand me, ]\Ir. Milburn.
Supposing New York had no law providing for associations of that

sort, could the members form a stock exchange in New York without
any enabling act at all?

Mr. MiLBUEN. Yes.
Senator Hitchcock. Now, I have in mind the Associated Press.

It used to be a corporation in Illinois and moved to New York, where
it became a mere association of men, so that a newspaper that had
formerly been a part of the Associated Press and had held stock

in it as a corporation ceased to be a stockholder and one of the pro-

prietors became a member of the association. I wanted to loiow if

that was the same law.

Mr. MiLBUEN. It is a common-law right. But there are various

statutes affecting such associations, as for instance, the statute pro-

viding that such an association may be sued as such in the name of its

president or treasurer.

Senator Hitchcock. That is what I Avanted to get at ; it is a com-

mon law and not a statutory right.

Mr. MiLBUEN. It is a common-law right supplemented by certain

statutes providing how such an association may be sued, how judg-

ments against it may be collected, how it may hold and convey prop-

erty, and other matters.

Now, gentlemen, I am very anxious, as I think I have said all

I can say on this subject of incorporation, to go over the provisions

of the bill briefly.

Senator Pomerene. May I ask you just one question m order to get

it in the record? It is the question that T Rsked you informally last
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night. Is it your understanding of the law that, in view of your
code provision, the New York Stock Exchange may be sued in the
Federal courts just the same as it can be sued in the State courts ?

Mr. MiLBUEN. I say yes. Let me give you an illustration. My
firm is the general counsel of the American Express Co., which is

an association like the exchange. Suits are brought against it in

every State of the Union Avhere it does business, and it does business

in most of them. It is sued in the Federal courts and in the State

courts.

Senator Pomeeene. Is not that due to some enabling act in each
of those States in which it does business? I am not clear on that

matter myself. I am asking for informaion.
Mr. MiLBUEN. Such suits have been so much a matter of course

with me for so many years that I can not give you the specific in-

formation you desire off-hand. I shall be very glad to have the

law and authorities on the subject collated.

Senator Pomeeene. I do not know as to the state of the law. As
a. corrollary to that proposition, suppose that the president of such
an association was in New Jersey and a party who had been doing
business with it had some grievance against it, would he be per-

mitted to sue it in the Federal courts of the State of New Jersey?
In other words, would the code provision of New York State enable,

say, a citizen of New Jersey to begin a suit in a State or Federal
court in New Jersey?

Mr. MiLBUEN. He could bring such a suit in New Jersey, cer-

tainly, if he could serve process there.

Senator Posieeene. Would it be by virtue of the State law of
New Jersey or by virtue of some provision of the Federal law or
by virtue of this code provision in New York State?
Mr. MiLBXjEN. Not, I should say, by virtue of the provision of the

New York code, excepting as that provision throws light on the
nature of the association. I know that it has been held that express
companies that are associations may be indicted. But as I say, this

is a matter that I have not had under consideration for years. -

Senator McLean. Do you remember whether the question of
jurisdiction has ever been raised?
Mr. MiLBUEN. Yes; I know there are some cases in which it has

been raised. I have all of those cases, to which I can refer. I do
know that it was specifically held recently that such an association
was indictable as such.

Senator Hollis. The American Express Co. is sued in my State
exactly as if it was a corporation, and, it never raises the question,
but answers and fights the suit out just as if it was a corporation.
Mr. MiLBUEN. I would now like to take up rapidly the other pro-

visions of the bill and make some comments upon them.
Incorporation having been required, it is prescribed that its char-

ter or by-laws must contain certain requirements. Let me take up
these requirements in their order.
The first is paragraph (1) of subdivision (a), requiring that be-

fore the securities of any corporation shall be listed, quoted, or dealt
in upon an exchange it must file a statement approved by the direc-
tors of the corporation and verified by the oath of an officer thereof,
setting forth separately and in detail the nature, amount, and value
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of the tangible and other propert}', assets and effects of such cor-
poration, and other matters, and a like statement with respect to
every subsidiary or controlled corporation in which it is interested.
You will observe that a balance sheet of the corporation will not be
a compliance with this provision, because what is required is a de-
tailed statement of the nature, amount, and value of its tangible
and other property, assets, and effects; and until such a verified
statement is furnished there can be no dealings in the stock or securi-
ties of the company on the exchange. The stocks and bonds of
about 700 corporations are now listed on the exchange. Now, if this

bill goes into effect every one of those corporations will have to file

such a statement before there can be any further dealings in its

securities on the exchange. In other words, every important rail-

road company and many of the most important industrial companies
will have to make inventories of all of their property of every kind,
separating the different kinds, and stating the amount and value
of each kind. That would seem to me to be a very formidable
undertaking, particularly as regards valuation.

I assume that the purpose is to require a bona fide statement—that
is, a real and reliable statement of values ; and to be such, the verifi-

cation must certainly be by some oflBcer having the necessary quali-

fications to pass upon values. It is no answer to say that as value
is a matter of opinion all that is required is that the affiant shall

swear that the statement^ is true to the best of his knowledge, in-

formation, and belief. Even if that were true, the requirement would
only be satisfied by a valuation made by an officer competent to pass
upon values who had made the necessary examinations and investi-

gations to enable him to form a considered judgment. It would
be far better to have no statement at all than one that did not ex-

press the serious and considered judgment of a qualified and com-
petent officer, because any other kind of a statement would be simply
misleading. It is quite clear that as every one of these statements

has to set forth the nature, amount, and value of the property of the

corporation separately and in detail, it will consist of an elaborate

mass of papers, and what is to be done with them when they are

received. The bill is silent on that subject, so I suppose they will

have to be stored in some quarters provided by the exchange, and I

would like to know what good they will be to anybody.
The Chairman. Mr. Milburn, it is not more difficult to have one

corporation make a statement than it is to have 500 corporations

make their statements, is it?

Mr. Milburn. Not in the least. I am simply calling your atten-

tion to this requirement of the bill, and I ask the committee to put

itself in the position of a great railroad company like the Pennsyl-

vania or the Chicago & Northwestern, or an industrial corporation

like the United States Steel Corporation, so as to fully appreciate

what a far-reaching requirement it is as it is framed.

Senator Hitchcock. What sort of a statement do you require them
to make now ?

Mr. Milburn. When they list?

Senator Hitchcock. Yes.

Mr. Milburn. We have produced the requirements for listing and
you have before you a copy of a the actual statement made by one

company in compliance with the requirements. I will ask you to
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examine them, as it would take quite a little time on my part to

enumerate the details. All that I am asking is that the committee

will note that there can be no dealings on the exchange in the securi-

ties of a corporation until there has been a full and bona fide com-
pliance with this requirement, and to further note the fact that such

a compliance will impose a heavy burden upon every corporation

that desires that its securities shall be continued to be dealt in on
the exchange by reason of the details that have to be given and the

labor of valuation.

The next requirement under this subdivision (a) is that no securi-

ties shall be dealt in on the exchange until there is filed a copy of

every written contract and a description of every oral agreement or

contract connected with or affecting the authorization, issue, sale,

or disposition of the securities accompanied by a full disclosiire of

all fees, profits, charges, commissions, or compensation paid or

agreed to be paid or reserved to bankers, brokers, employment, or

others in connection with the authorization, issue, sale, or disposi-

tion, or intended sale or disposition of such securities, and of the

net amount realized or to be realized by the corporation therefor.

There are many very old issues of stock and bonds that are now
listed, and there can therefore be no dealings in them until some one

can be found who can furnish this information. The requirement

is not (' nfined to securities that may be listed after the bill goes into

effect, but makes it an absolute condition to an}' dealings in any
securities, no matter how long ago they were issued, that the infor-

mation prescribed shall be furnished with respect to them. Do
3'ou think that is a practicable requirement with respect to past issues

of stock and bonds, no matter how far back ? I certainly do not.

Furthermore, publicity with respect to such matters connected
with the sale and disposition of securities is not and never has been

required by the law of any State in which these corporations were
incorporated or by any national law. There has been no manifesta-

tion anywhere in this country of a public policy in favor of such
publicit}' that has been translated into legislation. This bill, there-

fore, requires the stock exchange to demand information that cor-

porations are not bound by any law to furnish, and devolves upon
it a function which neither the National Government nor any State

government has so far exercised. I think that such a requirement
should proceed from governmental authority operating directly on
the corporations, rather than indirectly through a body like the ex-

change, which has no power to compel performance. Then, what
bearing have these rquirements on whether quotations and trans-

actions on the exchange are real and genuine ? I do not see any. It

may be a sound policy to require in a proper way that such state-

ments should be furnished by a corporation and be filed in some
public of&ce so as to be accessible to the public ; but I do not see any
relation between the publicity thereby secured and the genuineness

of exchange quotations, which is the only essential matter when you
are legislating with respect to what shall be carried through the mails

and what shall not be carried. In other words, the bill is imposing
a duty upon the exchange that concerns a matter of policy respecting

corporations which should be embodied either in the National or

State legislation operating upon corporations and that does not in



REGULATION OF THE STOCK EXCHANGE. 367

any Avay concern the quality of qiiotationy transmitted through the
mails.

Senator McLean. As applied to a new issue, a compliance with
that regulation would be possible i

Mr. MiLBUBN. Yes.
Senator McLean. And might be beneficial?
Mr. Milbuen. That is an entirely different proposition. It may

be beneficial from the point of view of a public policy with respect
to corporations. That is an entirely different question from the im-
position of the duty on the exchange. The exchange can not compel
its performance, and in the case of a corporation declining to furnish
ihe information, the only result would be that its securities could not
be dealt in on the exchange. There are other markets for securities
than the exchange. They can be dealt in where\er brokers assemble
and deal with each other without any rules or in the offices of bankers
and brokers—across the counter, as it is called. Bonds are much
more largely dealt in to-day in that way than on the exchange.
Stocks are dealt in in the same way. Dealings may easily be driven
from exchanges into banking and brokerage offices, as was the case

in Germany under its adverse legislation. I think that any man of
good judgment would prefer that such dealings should be, in the
main, on exchanges, under proper rules adopted for their conduct,
and with the publicity there is, both with respect to the volume
of the transactions and prices, rather than on street corners and in

banking and brokerage offices, with no publicity and no fixed prices,

and such prices as are quoted being gathered as a matter of news
or issued by the brokers themselves. There is not the slightest doubt
that insistence upon these requirements will result in many corpora-
tions not listing their securities on the exchange, just as there are
many corporations, and some very important ones, that do not list

their securities on the exchange at the present time, and all that you
will have accomplished is to drive all such securities out of the
open market of the exchange into the other marketing channels I

have described, which, you may depend upon it, will not be tolerated

by the public or the commercial world for any length of time. If

what you are seeking is that the prices of securities which are brought
to the attention of the public through the mails, the newspapers, and
in other ways shall be genuine market prices, you will not get them
through such dealings off the exchange as compared with transac-

tions on the exchange.
I pass now to subdivision (6), which requires that corporations

shall file periodically with the exchange and the Postmaster General
detailed statements of their gross receipts, expenses, and net earnings.

I haAe no criticism to make of that provision so far as its feasibility

is concerned. The exchange now not only requires that such state-

ments shall be made, but further that they shall be published, and in

that way be brought to the attention of the public. But this subdi-

vision goes further and requires that such statements shall include a

particular statement of any and all agreements and transactions

made or entered into directly or indirectly between the corporation

and any of its officers or directors, or with any partnership, joint asso-

ciation or corporation in which any such officer or director is inter-

ested, and all the profits, emoluments, salaries, commissions, or other

compensation or benefits derived, assured, or agreed to be paid to
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said officers or directors or to any such partnership, joint associa-

tion, or corporation in which such officer or director is interested.

Observe what compliance with that requirement involves. A cor-

poration will have to request its officers and directors to make a state-

ment of every partnership in which they have any interest, and every
corporation in which they are interested as bondholders or stockhold-

ers. That information will be necessary to enable it to report what
transactions it has had with such partnerships or corporations. That
is quite an unpleasant inquisition to start with. A railroad company
may have 15 or 20 directors, and every one of them will have to make
this disclosure, which is a sort of publicity that will lead many of

them to create vacancies in the board. But supposing the disclosure

is made and it appears that a director has some bonds or stock of a

corporation that furnishes supplies of some kind or other to the rail-

road company under a contract. That contract has to be included
in the statement filed with the exchange and the Postmaster General,
accompanied by a statement of the profits resulting to the vendor
company from its performance. How can the vendee company give

the profits made by the vendor company out of such a contract?

Curiously enough there slipped into the banking act of the State of

New York last winter a requirement of the same character which
created such confusion that the superintendent of banks had to rec-

ognize that it was an utterly impracticable requirement which would
have to be repealed. It must be quite clear to any sensible man that
this requirement of the bill is utterly impracticable, and I would
like to know what it has to do with the quotations transmitted
through the mails, which is what the bill is concerned with. What
bearing has the fact that a director of a railroad company has an
interest as a bondholder or stocldiolder in some other corporation
that has some dealings with the railroad company upon quotations
with respect to its stocks and bonds on the exchange from day to day?
It requires a more ingenious and subtle mind than mine to relate

the two in any conceivable way. The truth is that this particular
requirement is a roundabout way of regulating the relations of offi-

cers and directors to their corporations, and has no connection what-
soever, not even the remotest, with the use of the mails. It is some-
what difficult for me to keep in mind as I proceed that I am dis-

cussing a bill which is proposed as a regulation of the use of the
mails; and I can not leave this subject without saying that legisla-

tion in regard to directors may go to such an extent that no sensible
human being with any self-respect will be a director of a corporation
unless it is a family affair. I think that suggestion is entitled to
quite a little consideration in this and other connections. I heard
of the president of one of our most conservative trust companies, the
main business of which is to act as a trustee of estates, saying the
other day that if a certain bill whicli is now pending were passed his
company would lose 17 out of its 25 directors. Now, we have this
bill laying another burden on directors which goes far beyond any
legitimate purpose, because the great mass of contracts made by a
corporation in the ordinary course of its business do not come before
the board of directors at all.

Senator Hitciicock. You do not question the evil that comes from
interlocking directorates ?
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Mv. MiLBCRx. Oh, do not take me into that subject.
Senator Hitchcock. That is exactly what you are on, and you

rather imply that there is no evil involved in that practice.
Mr. MiLBDEN. I do not deny that in some aspects of it there may

be evil; and I have no doubt that on the full consideration it will
receive there will be a fair and sensible solution of the problem. I
have no doubt of it. But in solving it you must bear in mind that
you may go too far; that you may be so unnecessarily radical that
the result will be to disqualify a great mass of competent men from
being directors without any valid or substantial reason. The provi-
sion of the bill before us is an illustration of going too far.

Senator Hitchcock. You think it is rather wrong to prohibit the
New York Stock Exchange from buying a 2-cent stamp because on*
of the corporations whose securities are sold upon the market has a
director who owns some stock in another corporation which has had
some transactions with it and has failed to file a statement of that

transaction ?

Mr. MiLBURN. This is not a statement the exchange has to file.

Senator Hitchcock. No ; I say that the corporation whose securities

are listed has failed to file.

Mr. MiLBURN. It is made a condition of having its securities dealt

in on the exchange that a corporation must file a statement of every
contract it has with a company in which one of its directors may have
an interest, however small, a company, we will say, selling some kind
of supplies to it, and it must not only file a statement of the contract

but state the profits the vendor company is making out of the con-

tract. Until such a statement is filed all dealings in securities on the

exchange must stop.

The Chairman. Mr. Milburn, is it not true that directors sitting

on the board of one corporation can use the assets of that corporation

to buy perhaps from another corporation which they control or own
or are largely interested in, and in that way steal and rob the first

corporation by buying properties far above their value from the

corporation in which they are more interested ?

Mr. MiLBUEN. That is perfectly possible; but a man can not do it

without committing a gross fraud.

The Chaieivian. That is quite true.

Mr. MiLBHEN. And being liable to all of the remedies for fraud.

It is not through lack of law that such things happen, and I do not

think you will change it much if you pass more laws. The trouble

with us it that we suffer from too many laws and too little enforce-

ment of the laws there are, and also from the indifference of people

whose rights are invaded to the enforcement of their rights. We are

going so far in insisting upon the intervention of the State that we
are sapping the impulse and energy of the individual to fight for his

rights rather than to look to the State or Government to take care

of him.
The Chairman. Is not the indifference of the individual brought

about by lack of knowledge of the facts and the difficulty of obtaining

the facts about corporations whose affairs are withheld from him,

and would not publicity in that way give the individual a better op-

portunity to defend himself?

.S057S—14 24
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Mr. MiLBTJEN. Eeasonable publicity is perfectly proper. I am not
contending against that. I think it is right. At the same time it

is the stockholder that under our system needs stirring up to-day.

Senator Hitchcock. I agree with you there.

Mr. MiLBTJRN. How different conditions are in England! There
the stockholders attend the stockholders' meetings and catechise the
officers respecting the affairs of the corporation and protest against
whatever they think is wrong. They keep track of the officers of their

corporations and insist upon publicity at their meetings. There is

no reason why they should not do so here. The truth of the matter
is stockholders in this country are careless and indifferent. They
seem to think they have done their full duty when they sign a proxy
for somebody to vote for them at the meetings of the corporation.

They take no interest in its affairs, seek no information about it,

demand no explanations, and seem to prefer a state of profound
ignorance. If anything goes wrong, instead of combining and fight-

ing for their rights and enforcing their rights, they clamor for

governmental action and more laws.

Senator Pomekene. The difficulty is that a good many of those

who do attend think that they do too much.
Senator Hitchcock. I think there is a very good illustration of

Mr. Milburn's position in the condition of things in the New York,
Xew Haven & Hartford Railroad Co. The Federal Government can
do nothing to restore to the stockholders the money that has been
stolen. No State, apparently, has any power to do it

ilr. MiLKUEx (interposing). Do not say stolen.

Senator Hitchcock. And among all those stockholders there does

not seem to be one man who is willing to go into court and assert his

rights.

Mr. MiLBTjBN. Do not say stolen.

Senator Nelsox. Oh, let us call things by their right names. It is

the wickedest kind of stealing. The man who breaks into my house
and takes something straight away is an honest thief, if such a thing

can be, but the man who takes it as it was taken in the case of the New
York, New Haven & Hartford Railroad is the meanest kind of a

thief.

Mr. MiiBUEN. All I say is this: It is pretty hard to call things

stealing or to call men thieves until we know the facts. We do not

know the facts in that case yet. The facts will come out, and then

if there has been any stealing we will Imow it. I do happen, inci-

dentally, to know about one transaction which is characterized as

stealing, and I know that when all of the facts are known, you. Sena-

tor Nelson, will be the last man in the world to say that there was

any stealing. These broad statements are made before there is full

investigation, and we rush too rapidly to conclusions. Nothiiig has

been done in connection with the affairs of that railroad that can not

be calmly investigated and the facts obtained, and if rights have

been violated they can be remedied in the proper way.
Senator Nelson. But there is a kind of stealing, Mr. Milburn, that

is done with such skill and intricacy, under the advice of good

lawyers, that the thieves keep so near the verge of the law that while

they violate the moral law and every principle of ethics, they manage
to escape the meshes of the technical law. The trouble is that our

people are lacking in a moral sense of what is right and wrong.
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That is the basis of all of our troubles, and it all comes from this

:

Instead of the old biblical phrase, get all the knowledge you can and
all the understanding you can, the modern gospel is, get wealth any
way you can, get money any way you can, by hook or by crook, by
ingenuity, by stocks, bonds, or by water.
Mr. MiLBUEN. Wealth does not interest me.
Senator Nelson. I am glad to know that, and what I am saying

does not, of course, refer to you.
Mr. MiLBTJRN. No ; and we all have to recognize at times what you

would call a sort of diminishing moral sense.

Senator Nelson. That is right.

Mr. MiLBtJKN. And I tell you. Senator, there is no greater breeder
of it than extreme paternalism in government, that lifts from the
shoulders of the individual the responsibilities that belong to the
individual and places them upon some public authority. According
to the creed of my old-fashioned democracy, just as long as you pro-
ceed along that line, relieving the individual from the rugged duty
of looking out for himself and of fighting for his rights, which is or
used to be characteristic of our civilization and the civilization from
which it was derived, you are weakening the forces that make strong
men and women. But I must get on with the bill.

The Chairman. Mr. Milburn, you were pointing out the practical

objections to the bill and the time is flying so fast that I think you
had better get back to it.

Mr. Milburn. I am going to get back to the bill now if I may. I
think I am only 50 per cent guilty of the charge which the chairman
has in his mind.

Senator Nelson. I am very sorry that I broke in. I like Mr. Mil-
burn's argument very much, but when he gets on the ethical side I

fear that he has suffered from contact with the stock exchange.

Mr. Milburn. No. I think I may say that my moral sense has
kept me along a pretty fair line of life through all the years.

I now pass to the next provision of the bill, which is subdivision

(c), providing that no security listed, quoted, and dealt in on the

exchange shall be removed or stricken from the list so long as any
part of the issue is outstanding, except after due notice to all security

holders affected by the proposed action, and subject to review by any
court of competent jurisdiction. I shall not dwell upon that provi-

sion, because I have little time left and you have already heard much
about it. My inain objection to it is that if the exchange may not

strike a small residuum of a security left outstanding from the list

without litigation, the power to do so is deprived of its efficacy.

A security is stricken from the list only under conditions that

make its remaining on the list a source of danger, and litigation

means delay during which the dangerous conditions continue. It is

a very necessary and essential power and one thai is seldom exercised.

It is not exercised merely to protect those who may have sold the

stock short and find themselves unable to make delivery because of

the small quantity outstanding, but it is exercised with reference to a

variety of conditions. If there is only a small amount of an issue

of stock outstanding, the rest having been retired or withdrawn
from the market, control of it can be obtained by a few men, who
can easily fix a purely artificial price for it by occasional transac-

tions on the exchange in aid of some litigation they may have grow-
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ing out of the circumstances connected with the retirement or acqui-
sition of the great bulk of the stock. That is not an unusual situa-

tion when there is only a small amount of the stock outstanding. The
power of striking securities from the list is only exercised for salu-

tary purposes. Only two or three instances of its exercise have
been brought to your attention for criticism, and they have been
thoroughly explained to you. With the information you now have
I am sure you will hesitate to cripple so salutary a power by the

delays incidental to a judicial review of the action of the exchange
in striking a stock from the list which involves the determination
by a court of the purely business question whether it is wise, safe,

and prudent under all the circumstances to permit further dealings
in a security on an exchange.

Senator Hitchcock. What becomes of the interests of those people
who own the stock if a market for it is destroyed by striking it off

the list?

Mr. MiUBUEN. Striking it off the list simply closes one market,
and it still has all the other markets that exist outside of the ex-

change. The American Tobacco Co.'s common stock, about which
you have heard in this connection, was bought and sold in those

markets and rose from 300 to 600 after it was struck from the list.

Senator Hitchcock. The danger of manipulation of a corner in a

small quantity of stock might lead brokers to fight shy of it and avoid

dealing in it, but I do not see why for that reason there should be

an absolute power to destroy the market for a stock simply because

the quantity of it has been reduced.

Mr. jMilburn. No stock is listed unless there is a sufficient amount
of it distributed among a sufficient number of owners to assure

proper marketing conditions.

Senator Hitchcock. Originally
;
yes.

Mr. MiLBUEN. Then, if a time arrives that there is only a small

quantity outstanding, as there are so many dangers in connection

with that situation, there is and should be the power of striking it

from the list. One illustration I have given is that it is a favorable

condition for establisliing a fictitious value in aid of litigation.

Senator Hitchcock. Do you not think a person ought to be given

an opportunity to sell his stock before the market is destroyed ?

Mr. MiLBUEN. If the market were destroyed I should certainly

say yes. But there are markets outside of the exchange of ample
sufficiency in all such cases.

Senator Hitchcock. If I buy stock on the New York Stock Ex-
change I buy it with the understanding that I can sell it there, and

to deprive me of that right of sale without notice is to do me a

wrong, is it not?

Mr. MiLBUEN. No; I do not think so, if conditions arise which

make it imprudent in the public interest to continue the stock on the

list. I think such a man buys, so far as dealings on the exchange

are concerned, subject to that contingency, and, as I have said, there

are other markets right in New York in which he can sell his stock.

I can not refrain in leaving this subject from applying to it the

same observation I have made in connection with other subdivisions

of the bill, which is that I can see no connection between it and the

transmission of stock exchange quotations through the mails. It is

in truth a pure and simple regulation of an operation of the ex-
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change that has nothing whatsoever to do with the quotations that are
transmitted through the mails or the character of those quotations.
The next provision of the bill—subdivision {d)—relates to

manipulation, and that I shall pass for the moment, returning to it

later.

The next two provisions— (e) and (/)—are regulations of the
relations between the members of the exchange and their customers.
Subdivision (e) is concerned with the hypothecation of securities

by brokers and goes so far as to deprive members of the exchange
and their customers from making a contract with each other re-

specting a matter in which they alone are interested. Subdivision

(/) concerns the lending by the broker of the securities pledged
with him by his customer, and it also goes so far as to deprive mem-
bers of the exchange and their customers from making contracts
respecting another such matter. What connection, I would like to

ask, have those regulations with the quotations that are transmitted
through the mails ? Moreover, is it not fairly clear that the regulation

of the relations between a a member of the stock exchange and his cus-

tomer is a matter for the State ? As a matter of fact, the State of New
York has already enacted laws regulating their relations in these very
particulars. But I understand that these provisions are sought to

be justified on the ground that they will tend to restrict speculation.

But if Congress has the power to legislate with respect to specula-

tion why go about it in this roundabout way of compelling the ex-

change to intervene in the relations between the broker and his cus-

tomer ? Why not frame the bill to aim directly at speculation and its

limitation? If you attempted to do so you would find it a very
perilous task. Congress did once legislate respecting speculation and
it was not a fortunate experience. An act was passed in 1864 to

prevent speculation in gold. It survived 15 days when it was re-

pealed, having in the meantime thrown the commercial world into

confusion and driven gold up 100 points.

The Chairman. What was the date of that ?

Mr. MiLBtJRN. 1864. Let me read what President Hadley says

about it in his book on Economics. He says

:

In the year 1864 the large issue of paper currency had driven gold out of

circulation and c;iused it to be bought and sold as a commodity. Much of it

was in the hands of speculators. When its price rose more than 100 per cent

it was supposed by the public that a part of this increase was due to the opera-

tions of these speculators. All gold speculation was therefore forbidden by
statute. Under the excitement of public opinion in time of war this statute

was enforced to a far greater degree than could ha>e been done in peace. The
effect was precisely the opposite of what hpd been anticipated. Every man who
was engaged in foreign trade had to provide security for being able to make
gold payments in the immediate future if called upon to do so. Being pre-

vented from dealing with speculators he now had to accumulate a reserve of

his own. This caused an increased demand for gold at a time when it was
unusually diflBcult to maintain an adequate supply. Under two weeks opera-

tion of the act the price of 100 gold dollars rose from about 200 paper dollars

to very nearly 300. So obvious was its evil effect that It was hurriedly re-

pealed as a means of preventing further commercial disasters.

Senator Pombeene. That gold act forbade speculation in gold

entirely ?

Mr. MiLBURN. Yes.

Senator Pomekene. It did not pretend to be a regulation of it ?

Mr. MiLBUEN. It is said that prohibition is regulation.
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SeBatrr Pomeeexe. Some say that.

Mr. ZiliLBUKN. I am simply calling attention to an act passed to

preTent speculation and what the effect of it was. The unexpected
and unintended happened, which history shows us is the usual course

of such legislation. I am not saying that there should be no legis-

lation with respect to speculation. What I am saying is that it is a

very difficult subject, and one that is not appropriately dealt with
under the power to regulate what shall go through the mails.

I pass subdivision {g) for the moment and will only say as to sub-

division (A), which is the 20 per cent margin provision, that it is

another instance of an attempt to regulate speculation in an indirect

way by limiting the right of one man to contract with another, which
is a subject I have already sufficiently discussed.

In the next subdivision the bill takes a new departure. Having
in the previous subdivisions sought to regulate corporations, and the

relations between brokers and their customers, it undertakes in sub-

division {>.) to regulate the relations of officers and directors to their

corporations. It provides that there shall be no dealings in the se-

curities of a corporation on the exchange unless the charter or by-

laws of the corporation are so framed as to prohibit its officers and
directors from selling its securities if they do not own them, and
from either buying or selling them without giving previous written

notice of such intended action to the directors and having it entered

upon the minutes of the meeting, and reporting the transactions in

writing within five days after they have occurred so that they may
be entered upon the minutes of the next succeeding meeting of the

board. Thus if a Chicago merchant is a director, say. of the Atchi-
son, Topeka & Santa Fe Railroad Co. and owns $100,000 of its bonds
which he desires to sell quickly to meet some requirement of his

business he may not sell them until after the next meeting of the

board of directors, whenever that may be. Surely it requires no
argument" to show that such a provision verges upon the absurd.

There is a demand that directors shall be substantial owners of the

stock or securitie- of their corporations, and do you think that men
of that stamp are going to serve as directors if their right to sell any
of the stock or securities of the company that they own is hampered
in any such way as that?

Officers and directors ha^e no doubt abused their positions in buy-
ing or .selling securities of the corporation. But men who would do
such a thing will easily evade such a restriction, and the burden of

it will fall upon the hcnest man. And what a weapon such a pro-

vision would be in the hands of the unscrupulous man, because he
could give notice that he was going to sell a hirge block of stock and
inaugurate a bear movement without any trouble at all or selling a

single share. It is a seii.-eless. futile provisirn, and again I ask you,

if you can use this bill, framed under the power to regulate the mails,

to regulate the relations of officers and directors to their corporation,

why can not you extend it to the regulation of corporate affairs in

every detail affecting their financial condition, and therefore their

stocks and securities ? If that can be done it is the power to estab-

lish post roads that becomes the sleeping giant of the Constitution.
I now turn back to subdivision {g), which is the provision that

interests me most. It requires the members of the exchange to keep
full and accurate books of account of all transactions conducted by
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them upon ttie exL-Iiaiige. which shall contain the actual names and
transactions of all their customers and the serial numbers of all

-ei-urities or of the certificates representing the same that have been
purchased or sold by them, which books and all the records of the
members are to be at all times open to the Postmaster General and
such persijns a> he may fiorn time to time designate to examine
ihem. That, I beg to say. is the mcst extraordinary provision I have
ever seen in a bill presented either to Congress or any State legisla-

ture. It is not a requirement, you will observe, that the exchange
shall keep books of its transactions that shall be open to public in-

spection. It is a requirement that the books and papers of the
individual members, and necessarily of the copartnerships to
which they belong, which are kept in their offices outside of and awaj'
from the exchange and in which are recorded their transactions for
their customers and all per~( ns for whom thej- may act in making
investments or buying and selling securities, shall be open to inspec-

tion and examination by the Postmaster General and his appointees,

and for what purpose—obviously and concededly that he may ascer-

tain from them whether they have been guilty of any violations of
law. What has become, I wonder, of the constitutional pro\ision
that protects the privacy of a man's books and papers ?

The Chaiejiax. You think the examination is unreasonable?
Mr. MnuBUBN. It is in defiance of the Constitution. There is no

power, so long as the constitutional guaranty of the privacy of a man's
books and papers remains in the National Constitution and the con-

stitution of nearly every State, to authorize a public offiicial or his

representatives to walk into a man's office and examine his books
and papers. It is of that provision of the Xational Constitution

that the Supreme Coiu-t said not so ver\- long ago

:

Ajid iiny eompulsoiy discovety by extortiug tbe pai tv's oath or compelling
the production of hii? private books and papers to convict him of a crime or to

forfeit his property is contrary to the principles of a free government. It is

abhorrent to the instincts of an Englishman ; it is abhorrent to the instincts of
an American. It may suit the purposes of despotic power ; but it can not abide
the pure atmosphere of riolitieal liberty and personal freedom.

In a still more recent case the same court said

:

The individual may stand upon his constitutional rif;hts as a citizen. He is

entitled to carry on his private business in his own way. His power to contract
is unlimited. He owes no duty to the .State or his neighbors to divulge his
business or to open his doors to an investigation so far as it may tend to
criminate him. He owes no such duty to the State since he receives nothing
therefrom beyond the protection of his life and property. His rights are such
sis existed by the law of the land long antecedent to the organization of the
State and can only be taken from him by due process of law and in accordance
with the Constitution.

Senator Pomerene. Can you give a reference to those authorities?

Mr. MiLBUEx. The first case is Bovd v. United States (116 U. S.,

pp. 631, 632), and the other is Hale v. Henkle (201 U. S.. p. 74). If

you will refer to the case reported in cne hundred and ninety-

seventh Xew York, at page 236, you will see that the Legisla-

ture of the State of New York, in the act providing for the

stamp tax on transfers of stock, authorized the comptroller of

the State and his appointees to examine the books and papers

of any broker or other person to ascertain whether the tax had
been paid, and that that provision of the act was held to be un-
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constitutional. That was a case in which I was deeply interested,

because I have very strong feelings on this subject and hope I always
shall have. I believe that the provision of the Constitution protect-

ing the privacy of a man's books and papers is, to quote the language
of the Court of Appeals of the State of Xew York in another case

—

quite as sacred and important as the ijrivilege of the right of habeas corpus
or any of the other fundamental guaranties for the protection of personal

rights.

Senator Xelsox. But we have got over that provision of the Con-
stitution by legislation compelling a man to testify and furnish

evidence, at the same time giving him immunity from criminal

prosecution, and the Supreme Court has sustained that course, has
it not?
Mr. ^IiLBTjEx. Yes.

Senator Xelsox. So that in this case we could compel them to show
their books and papers, but we would have to give them immunity
from prosecution.

]SIr. MiLBTjRN. I am discussing the bill that is before us.

Senator Nelsox. I see you are.

Senator Hitchcock. There was one Thomas Jefferson who once

protested very strongly against searches and seizures.

Mr. ]MiLBrTtx. It is curious how differently the matter is looked
at now. One of the great events of the eighteenth century was the

resistance to the power which the English Government exercised in

issuing warrants authorizing its emissaries to enter a man's place

of business and examine and seize his papers. That was one of the

great fights of English liberty. The case denying the power is

historical* and one of the foundations of the liberties we have in-

herited, but which we are forgetting.

The CHAntMAN. I believe it was unreasonable seizures and searches

that Thomas Jefferson objected to.

Mr. MiLBURx. I dare say it was. But what amazes me. as a life-

long Democrat, is to find so many men in the ranks of that party
who want all the centralization of power in the National Government
that is possible, and who care nothing for the constitutional guaran-
ties of personal liberty if they seem to stand in the way.

Senator Xelsox. You seem to be oblivious of the fact that you
Democrats have '' bull mooses "" as well as we Rebublicans have.
Mr. ]\IiLBUEx. Thank you. Senator ; I would not dare say that, but

you have said it for me.
"What will be the natural and inevitable effect of this provision?

Have you any idea that members of the exchange in large business
will maintain their membership if it subjects their books and papers
to examination by anybody that the Postmaster General may
appoint? They will not do so for one moment. There will be an
exodus of such rnen from the exchange to be replaced by a body of

brokers who simply execute orders from day to day for bankers and
brokers outside the exchange and who need not keep br.oks of any
moment. In other words, the banldng and large brokerage houses
will cease to be represented in the membership of the exchange, so

that their book- may be free from an intolerable espionage. You
can not force individuals in this world of ours to -,ubrait to such
inquisitorial measures when it is easy to avoid them. Bankers and
brokers feel very keenly the privacy of their transactions on behalf
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of those for whom they act. and they will never submit to the destruc-
tion of that privacy. I am sure I need saj' no more on this subject.

You can see as well as I that if this bill were passed containing that
inquisitorial provision it would accomplish nothing but the dis-

organization of the membership of the exchange.
Senator Hitchcock. In the line of this reform in the nature of

publicity, what would you think of a law providing that every
Senator in the United States should have his private books open to

full inspection at all times, so that the Senate might know what his

interests are? Do you think it would effect the kind of man.that
would seek election to the oiEce of United States Senator ?

Mr. MiLBrEx. I do not think you need ask me that.

Senator Hitchcock. Why not have the Postmaster General go
through the books of every Member of the Senate and publish what
they have and how they got their fortunes? "Would not that be a

good thing?
Mr. MiLBURX. I do not see any stopping place.

Senator Nelson. At least, look through to see whether their mail
is all frankable or not.

!Mr. MiLBtJEx. I can not add anything to what I have said on this

remarkable provision of this remarkable bill. Such a provision
should not be in any bill, and the practical results of it would be
deplorable.

My time is drawing to a close and I can not stop to analyze section

2 of the bill, which confers extraordinary powers upon the Post-

master General. I must be content with a very brief reference to it.

knowing that you will yourselves give it the close examination it

needs. It provides that if the Postmaster General shall, as the result

of an investigation conducted in his own way, decide that the ex-

change, although it has incorporated and adopted this medley of
requirements, is not enforcing those requirements, he may issue an
order suspending the transmission through the mails of any letter,

package, circular, pamphlet, post card, or newspaper containing an
order or statement or quotation of prices, or any advices, report, or

information concerning transactions in securities on the exchange.

He may do this upon evidence satisfactory to himself, obtained as he
may see fit. There is no provision for a hearing or opportunity to

be heard. There is no reference to the kind of evidence which is to

be the basis of the exercise of this extraordinary power. It is enough
that the Postmaster General decides that the exchange is not en-

forcing the requirements to warrant his action under this section.

I have tried in vain to find an interpretation of the section that

would limit its effects. That it puts that tremendous power in the

hands of the Postmaster General is beyond any doubt, and that being

so. I have no idea that it will find favor with you for a moment.
The Chairjiax. Mr. Milburn, you emphasize so strongly the evils

that would follow from the Government having the right to examine
the transactions upon the exchange that I should like to ask you this

:

Have not the 40 governors of the exchange the right to examine into

these transactions and the books of the members ?

Mr. MiLBTTRx. They certainly have.

The Chairman. I was under that impression.

Mr. ^MiuBTTEN. If any transactions on the exchange are suspected

the Erovernors have, imder the rule, a right to examine the books of
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the member connected with with the transactions to ascertain whether
they conform to the rules of tlie exchange or whether they violate

any of them. That is a very different proposition from the proposi-

tion to confer upon the Postmaster General the power to examine^ the
books of the members. The governors are elected by the members
as their representatives in the administration of the exchange and
the enforcement of its rules. The members have agreed between
themselves to conduct their transactions in accordance with those

rules. They have agreed that their own representatives may ex-

amine their boolfs, if any transaction is suspected, to see if they have
lived up to the rules. That is very different from an examination by
some one delegated by the Postmaster General to ascertain whether
anything can be found in a member's books showing that he has

violated the law.

The Chairman. Some mere outsider?

Mr. MiLBtiEN. I do not say an outsider. I say somebody dele-

gated by the Postmaster General who can walk into the office of any
rhember and proceed to examine his books and papers. That is

entirely different from an examination by the governors to ascertain

whether he has observed the rules of the exchange which he has

agreed with his fellow members to observe.

Senator McLean. If it was a week before election, I suppose the

Postmaster General would do it for any other purpose that he saw fit.

Mr. MiLBUEN. I do not know what that power would not lead to.

It is a gigantic power. The uses to which it may be put no one can

anticipate.

The Chairman. Have the governors ever abused the power?
Mr. MiLBURN. I have never heard of any abuse of the power. I

think. Senator, that anyone will appreciate the distinction I have
drawn between the power exercised by the governors under the rule

of the exchange and the power conferred by this bill upon the Post-

master General.
The provision of the bill to which I have not yet referred is the

only provision which seems to me to relate to prices and quotations

the transmission of which through the mails is the real subject matter
of the bill, and that is subdivision {d) of section 1 requiring that

what is called the manipulation of securities shall be prohibited, and
the definition of manipulation in section 5. You have heard so much
from other speakers about manipulation that I am not going to

dwell upon it excepting to note wherein the definition of this bill

differs from the rules of the exchange and the law of the State of

New York on the subject. Various laws were passed by the Legisla-
ture of the State of New York in the session of 1913, some amending
existing laws and others being entirely new laws. O'ne of them was
an amendment of the existing law relating to bucket shops, and de-

nouncing as criminal all transactions in stocks and securities which
were intended to be settled merely by the payment of differences.

The other laws were as follows: One making the manipulation of

securities criminal; one denouncing false representations concerning
securities; one denouncing discriminations by one exchange against
another; one denouncing transactions by brokers after insolvency;
one regulating the hypothecation by brokers of their customers' se-

curities ; one regulating trading by brokers against the orders of their

customers; and one requiring the delivery by the broker to his cus-
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tomer of a memorandum of any transaction of purchase or sale on
his behalf on the exchange.

This is quite a body of law, and it furnishes conclusive proof of
the regulative power of the State with respect to exchanges and
transactions on exchanges whether the exchanges are incorporated
or unincorporated. Mr. Untermyer speaks slightingly of it, perhaps
because he regards it as an infringement of his patent for national
regulation. The act denouncing manipulation gives its own defini-

tion of manipulation in what it prohibits. The exchange has vari-

ous rules relating to manipulation which reflect its efforts from time
to time to stop it. There has been an evolution of sentiment and
opinion with respect to manipulation, and we have to bear in mind
that the standards of to-day are not the standards of 10 years ago any
more than the standards of 10 years ago were the standards of 20
or 30 or 40 years ago. The rules of the exchange have developed
with these changing standards. Speaking broadly, I may say that
the rules of the exchange and the law of the State of New York seek
to prevent manipulation by preventing all transactions in securities

which do not result or may not result in actual changes of ownership.
The exchange feels that if by its rules it can secure in every case
actual transactions whereby there is an actual change of the owner-
ship of the stocks or securities bought or sold, that is as far as it is

wise to go and as far as it can go without restricting legitimate busi-

ness. But this bill, as I read it, goes further and denounces as ma-
nipulation actual transactions involving a change of ownership if

they are actuated by certain motives or purposes.

Senator Hitchcock. What are those purposes?
Senator Nelson. They commence at line 3, page 11.

Mr. MiLBTjRN. They are, to quote from the bill, giving to such
transactions or to the market in such securities or to the public a

false or misleading appearance of activity; or artificially depress-

ing, inflating, or otherwise influencing the market price thereof in

order to sell or purchase or produce the sale or purchase of any of
such securities of such issue; or the attraction of public attention to

such securities to induce the purchase or sale thereof by others.

That is carrying the definition of manipulation beyond anything
attempted so far, because it makes it turn not on the transactions
themselves but on the motives or purposes behind the transactions.

Hence the transaction is not a finality; that is, if a man owning
5,000 shares of a stock gives his broker an order to sell them, and
they are sold and he receives the money for them, the actuality of
the transaction is not the end of the matter, because under this bill

it would still be manipulation if there could be attributed to it any
of the purposes which I have enumerated. I have no idea that any
such definition of manipulation is wise, practical, or enforcible. We
have been galloping pretty fast with regard to manipulation in the

last year or two. The act of the Legislature of the State of New
York, to which I have referred, is a very good act. The rules of

the exchange represent the judgment of its leading men as to how
far it can go without jeopardizing legitimate business. Who is

going to conduct the inquiry into motives and purposes that is re-

quired by this bill? The transactions have taken place; they were
real and actual; there was a genuine change of ownership from one

man to another; but, according to this bill, if there was a certain
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motive or purpo.-e behind them they constitute illegal mixnipulation.

The region of motive and purpose is a vague and indefinite region.

The board of governors may see nothing in the transactions to indi-

cate the wrongful mctives cr purposes which the statute denounces.-

The Postmaster General, acting on information obtained by some
special agent or emissary that he may appoint, may find that there

was some such wrongful motive or purpose and at once proceed to

stop the whole machinery of the exchange and the publication of

its transactions and quotations. I do not think that you wUl, on re-

flection, approve a definition of manipulation that goes beyond the

actuality of the transactions and makes motives and purposes the

determining factor, and particularly in a bill conferring such

powers upon an executive or administrative officer as this bill does.

I wish to dispose of one or two matters in a few words, and then I

am done. One is the California Petroleum Co. matter, which has
been commented upon very severely without, as I believe, a full pre-

sentation to you of the facts. The fact is that the stock of that com-
pany before it was listed on the exchange had been selling on the

curb for some days: that it had passed into the hands of the public

through those transactions on the curb and by private sale: that it

was not owned by any syndicate or subsyndicate when it was listed;

and that the transactions on the exchange which have been com-
mented upon were not transactions to make a market for the benefit

of any syndicate or subsyndicate. I do not think you have fully

understood that that was the true situation, and I refer you to the

testimony taken before the Pujo committee to sustain my statement
of it.

The Chaiesxax. I confess I did not understand that.
^Mr. MilbxjEx. Yes. Senator: it had been for some time selling

on the curb. [Mr. Untermyer shakes his head.] Mr. Unter-
myer. I am responsible for my statements to this committee, and I
shall cite them to the testimony which supports what I say. Xow.
that stock had been selling on the curb and great excitement had de-

veloped in regard to it. It was an oil property, and the stock kept
going up in price as the excitement increased. It was listed on the
exchange no doubt with the feeling that such a step was a wi^e one in
\-iew of the excitement which existed that might carry the stock to

any price. The bankers who had. as it were, brought the company
forward and placed its stock felt a moral responsibility in connec-
tion with the situation. They realized that the price might go up to
an utterly unwarranted point, which would ine-s-itably be a source of
loss to those who bought at the high prices. Therejfore. not to dis-

pose of any stock that they owned themselves, because they had sold
their -tock. but for the purpose of steadying the market, they gave
the orders we have heard about to sell at a certain price up and to
buy at a certain price down. Selling at and above a certain price
tended to keep the stock from going to an unduly high price and
buying at and below another price tended to prevent it from going to
an unduly low price. That was the sole purpose of their transac-
tions—^the purpose of steadying the market in a time of excitement
for a reasonable period of time—and it must be clear to you that
acttial transactions were involved in every case, because a broker with
orders to sell at or above, we will say. 6.5 could never come in contact
with a broker ordered to buy at, say. 63 and under. I do not believe
those transactions are subject to fair criticism. In mv judgment it
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was a fair and proper thing to do in a time of excitement. I think
it is always a fair tiling for banliers wlio bring out securities in that

%Ya3' to stand by and steady tlie market for a reasonable length of
time. At any rate, I am quite clear that it is not a matter for swift
condemnation, nor does it deserve the abuse that has been heaped
ipon it as an instance of flagrant manipulation.
Another matter is the record of the Rumely Co.. which was men-

tioned for the first time ye-terday. I would like to have the two
applications of that company upon which its preferred and common
stock were listed made a part of the record.

The Chairman. Without objection, they will be printed in the
record. (See Exhibits P and Q, Appendix.)

jNIr. ]MiLErRN. On the first application 9.000,000 of preferred stock
were listed and on the second application 10,000,000 of comuK n stock.

Time passed and the stick collapsed, for what reasons no one here
can state with any definiteness, whether overexpansion of business or

other causes. ^Ir. Page in his remarks said that he had seen in the
newspapers charges of fraudulent conduct in connection with some
feature or other of the company's history, but we have no information
of anything of the sort. The exchange has no responsibility that T

can see for what has happened. It acted on the information fur-

nished by the applications authenticated by well-known accountants.
The information before it made it a proper case for the listing of
both the preferred and the common stock. After listing stocks and
securities as a result of the careful inquiries made by the stock-list com-
mittee when application is made to it, it is not possible or practicable

for the exchange, in view of the great number of the issues of securi-

ties that are listed, to keep on investigating the subsequent transac-

tions, management, and developments of all the companies whose se-

curities are listed. That is not its fiinction. The time may come
when the developments are of such a character respecting a particular

which stocks are selling rise and fall all the time, and this is not
uncommon even with stocks that are regarded as purely investment
stocks, and therefore the rise or fall of a stock is not, generally
speaking, an incident which calls for action on the part of the
exchange. It would be easy to cite well-known stocks that have
fallen 50 and 60 points, and more than that during the past year or
two, and no one would suggest that there is any action the exchange
could take because of that fact. The only power that it could exer-

cise would lie to strike the stock from the list, and to strike a stock

from the list because of the fact alone of severe fluctuations in its

quotations would be a most unjustifiable proceeding. For these

reasons I do not see that the exchange is subject to criticism or con-

demnation because of any action or lack of action on its part with
respect to the securities of the Eumely Co.

Senator Xelsox. ^Ir. ]Milburn, here is a company which, if I re-

call !Mr. Page's statement, started originally with a capital of Sl,000,-

000, which in a very short time was increased to $10,000,000, for the

purpose of listing

]tlr. ^In^iTix (interrupting). That increase was for accjuisitions

of property. The applications of the company which I have pro-

duced, authenticated by accountants of the highest standing, show
that the company had plants, cash, and other property in excess of

the stock proposed for listing, and show net earnings enough to pay
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the dividend on the preferred stock and a large dividend on tbe com-
mon stock. I ask you to examine those applications. It was not a
case of simply increasing the capital stock without property to repre-

sent it. The new stock was issued in connection with the acquisition

of plants for the increase of its business and was represented at the
time of the listing by the property and assets set forth iii the appli-

cations. The applications show what their property and assets were
and what their earnings were and they snow earnings more than
enough to pay dividends on both the preferred and common stock.

Senator Nelson. Was that in their original application?

Mr. ]MiLBUEN. Yes, sir.

Senator Xelson. But at that time they only had a small amount of

stock out.

Mr. MiLBUKN. Oh, no. AMien they applied to list the $9,000,000

of preferred stock, which was their first application, the application

showed property and assets in excess of that amount.
Senator Xelson. How much common stock?

Mi: MiLBCEx. Then they applied later to list $10,000,000 of com-
mon stock, and the application for that listing showed property and
assets m excess of the $9,000,000 of preferred stock and $10,000,000 of

common stock, with a large amount of cash on hand and with earn-

ings more than enough, as I say, to pay the dividend on the preferred

and a large dividend on the common.
I am extremely obliged to the committee for the courtesy of this

hearing and the patience with which you have listened to my some-
what extended remarks. I hope that when you come to reflect on
this whole subject you will put the question to yourselves, whether
the best results are not likely to be obtained from leaving the re-

sponsibility for the administration of the aiiairs of the exchange on
the shoulders of its governors, subject, as they are, at all times and
now more than ever to the pressure of public opinion, rather than to

transfer it to any public official or bureau, which is the inevitable

consequence of a bill of tliis character.

Senator Pojierexe. Sir. ]Milburn, you have confined your remarks
very largely to objections to this legislation. There is no objection

to your having done so; but you made a statement that you were
not claiming that there should be no regulation. May I ask you,

as an old-fashioned Democrat, to give us the benefit of your sugges-

tions as to what regulation there should be, if any ?

Mr. ]\IiLBUEN. The only power that Congress can, in my judgment,
exercise is the power that was exercised in regard to lottery tickets,

under which a bill can be enacted prohibiting any person, corpora-
tion, or association from sending stock-exchange quotations through
the mails that are false or fictitious or manipulated, and making any
violation of the act a misdemeanor. The legislation with respect to

lottery tickets is well drawn, comprehensive, and has been thoroughly
effective, and it furnishes an excellent precedent for an analogous
bill with respect to stock-exchange quotations.

Senator Posiekene. That absolutely prohibited the selling, mail-

ing, and transportation of lottery tickets because it was against

public policy. It is not contended here for a minute that all trans-

actions on stock exchanges should be prohibited; the purpose is

merely to regulate them.
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Mr. INIiLBTJEx. But this bill does prohibit the transmission of ex-
change quotations under certain conditions regardless of their char-
acter. Xo distinction is dra^n separating the vast multitude of
transactions that have taken place on the exchange that nobody criti-

cizes or has ever criticized from the sporadic operations upon which
so much stress has been laid.

Senator Poieerexe. ^ly question did not have reference to this
particular bill, but to regulation in general. You sav many of the
transactions are perfectly legitimate, and I have no douljt about that
at all; but there are certam other transactions subject to criticism,
and perhaps severe criticism. What shall we do with respect to
them? That is the matter that concerns me.
Mr. MiLBUKN. I do not think that Congress under the Constitu-

tion has any power over exchanges located in the various States,

excepting to provide that false, fictitious, or manipulated prices and
quotations shall not be sent through the mails, and that if they are,

whoever may be guilty of sending them, knowing that they are false,

fictitious, or manipulated prices or quotations, whether the exchange
or anybody else, shall be deemed to be guilty of a punishable offense.

That, I believe, is the beginning and the end of the power of the
Congress.
Mr. ^Iabox. ^h\ Chairman, I should like to express the apprecia-

tion of the stock exchange for the courtesies we have received at the
hands of this committee.
The Chairman. The committee is very glad to hear from the Xew

York Stock Exchange and other Xew York representatives, and we
will be glad to hear from the Boston Chamber of Commerce or what-
ever organization is here from Boston, if possible, this afternoon.

The conunittee desires to get the fullest possible information. The
committee is not committed at all to any particular bill. They only
want to promote the general welfare of the country.
The committee will now take a recess until half-past 1 o'clock this

afternoon.
(Thereupon, at 12.4o o'clock p. m., the committee took a recess

until 1.30 o'clock p. m.)

AFTER RECESS.

The committee met at 1.30 o'clock p. m., pursuant to recess.

Present: Senators Owen (chairman), Hitchcock, Pomerene, Hol-
lis, Xelson, Bristow, and McLean.
The Chaiemax. The committee will come to order. 'Mr. Unter-

myer. we will be very glad to hear from you now.

FUETHEE STATEMENT OF SAMUEL UNTEKMYER.

;Mr. UxTERiiYER. Mr. Chairman, before proceeding to analyze and
comment on the specific objections made by !Mr. Milburn to the par-

ticular biU now under consideration, I should like, with your per-

mission, to protest against what seems to me to be very unfair state-

ments that have been appearing from time to time in the press

throughout the country, in which it is assumed or stated that there
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is some sort of hostility or feeling between this committee and my-
self. Here is a sample of those statements,- 1 will 'only take a mo-
ment to read it, in this morning's New York Tribune

:

The resentment against Samuel Untermyer's participation in the hearings
felt by some members of the committee was reflected to-day in a motion put
by Senator Weeks where the New York lawyer attempted to cross-examine one
of the witnesses. " I move, Mr. Chairman," said Senator Weeks, " that no
ouislder be allowed to question witnesses." Theie was no objection to the mo-
tion, but Senator Owen arranged a chair for Mr. Untermyer at his left-hand

side.

That is only a sample of the statements that have been appearing

ever since this proceeding began. I do not know what its purpose is,

but I want to say, as far as I am concerned, I have not been conscious

of any antagonism on the part of the committee or any friction be-

tween the committee and myself.

Senator McLean. You do not believe that such statements have
any influence ^^ith the committee?
Mr. Untermyer. Kot with the committee, no; but they are evi-

dently intended to prejudice the legislation in the minds of people

on the outside, to give the impression that the committee has in a

sense prejudged the question, and that the bill is being discussed in

hostile surroundings. There has been an organized press bureau
industriously engaged in misrepresenting the facts and the proceed-

ings both here and before the Pujo committee. The power of these

men and their financial allies to manufacture and color news were
never better illustrated.

I have come here, as you know, because I have been asked to come,

and because I thought it was my duty to come.
The Chairman. The record should show that the chairman of the

committee expressly invited Mr. Untermyer to attend the hearings
and to assist the chairman so far as it was possible, and assist the

committee in arriving at a just conclusion about this matter.
Mr. Untermter. It has also been stated that I am the only cham-

pion of this legislation. I have felt, as I said at the opening of this

hearing, that having participated on behalf of the committee of the

House in the preparation of this legislation, and the chairman of

the House committee being no longer a Member of Congress, and
other Members of the House having asked me to present views of

the Plouse committee, on which they based this bill that it was
proper that I should do so. It was a plain public duty which I was
glad to perform. In matters of this kind the public has no repre-

sentative other than the members of the legislature. It is a one-

sided affair, with the private interests ably represented by indus-
trious counsel, with no one particularly interested in presenting the

public phases of the subject. If this committee could be relied upon
to wade through the mass of statistics painstakingly gathered by
the Pujo committee and study its report and recommendations, no
further argument would be needed. As against broad and easy
assertion so freely indulged here on behalf of the New York Stock
Exchange, I place the sworn testimony of the officers of the exchange
before the Pujo committee and the Congress. Just as the stock

exchange may be said to be the only one opposing the bill, so it may
be said that I am the only one who has appeared in behalf of the

bill, because no one probably has that specific interest in the bill, and
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it is assumed that the committee is going to represent the public
interest. I have not been able to see any force in the suggestion that
was made by Mr. Conant in his testimony, and by Mr. Milburn in
his very able and ingenious argument before you, that I am the only
one whom he knows who has thus far championed the bill. Ten of
the eleven Members of the Pujo committee, including three of the
four Kepublican Members, are champions of this bill—I am their
spokesman.

Senator Hitchcock. I do not know, Mr. Chairman, as the motives
which impel Mr. Untermyer to take an interest in this legislation

'

cut any figure, but I have heard it stated that he had experience with
the stock exchange and the stock-exchanges rules which had em-
bittered him against it.

Mr. Untermyee. I am glad you said that. Senator Hitchcock, be-
cause it is absolutely false. I have no feeling against the stock ex-
change or any of its members. I have never had any unpleasant
experience with the stock exchange in my life. I have stated that
once or twice before at other times and places. That ridiculous
rumor has been industriously spread in order to create the impres-
sion that there must be some personal motive behind the congi'es-

sional investigation that was conducted by the Pujo committee.
When these gentlemen realized the extent of the public amazement
and indignation aroused by the exposure of their methods they cast

about to find some way of averting the storm and seized upon the

maudlin tale that I had lost money in Wall Street, and hence that

the facts gathered entirely from their own officials could not be true.

The fact is that the story was a fabrication from beginning to end.

If there had been any truth in it it could readily have been con-

firmed by their own members. It is peculiarly unfounded as to me
for I have never speculated. I never sold or was concerned in sell-

ing a share short in my life. I have a number of valuable clients

among the stock-exchange membership to-day. Some of my best

friends are members of the exchange, and considerable of my clien-

tage is upon the stock exchange. I have, however, never understood
that a man's citizenship was tied up in his professional relations,

that because he was a lawyer for a man he had surrendered his

rights of citizenship, and I have not practiced law upon that theory.

I accepted the counselship for the Pujo committee with full knowl-
edge of the fact that if the work was fearlessly performed, as I

intended it should be, it would convert many friendships into bitter

hostilities and would arouse the most powerful enmities in the land.

I did so because I laiew the critical situation and felt that it was a

duty that could not be shirked, however unpleasant, and I am glad

to say that the outcome has well repaid the sacrifices I made.

Senator Hitchcock. It was said it was your experience through

your clients that you learned of these practices of the stock exchange,

which you consider evils.

Mr. Untermyee. It is because of my experience, in common with

the experience of every lawyer in New York who represents corpora-

tions, that I have become familiar with the business of the stock ex-

change. No man in my city can represent great corporate interests

without knowing the machinery of the stock exchange. For in-

stance, when a corporation is organized, it is part of the duty of

30578—14 25
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counsel to revise and go over the listing application, and occasionally

to appear before the committees, and so we become in the course of
long experience in the practice of pur profession quite familiar with
the dealings of the stock exchange, and with its methods of business.

Senator Hitchcock. For instance, you are a very strong- advocate
of having a provision against striking off stocks from the stock-

exchange list?

Mr. Untermtee. Yes.

Senator Hitchcock. Have you had clients who have been injured

by the fact that their stock was striken off the stock-exchange list?

Mr. IJntekmyee. Yes; I have. I have, in common with a great

many other lawyers, felt that was an abuse, and I have so stated to

members of the committee on stock lists years before there was any
investigation, and have urged upon them my views upon that subject.

Senator Hjtckcook. Did your clients find that their stock was
depreciated in value by being stricken fi-om the list of the stock ex-

change ?

Mr. Untebmter. I think so. I do not find that they had any
method of ascertaining whether it had depreciated in value, but my
argument against striking stocks off the lists, which I will present

in due course in answer to the criticism of this bill, was based more
upon my observation than upon any personal experience, because I

have had occasion to protest against it and to argue against it long
before I have had any personal experience on behalf of clients. But
we would not be of very much use. Senator Hitchcock, in our profes-

sion, or as citizens, if we did not avail ourselves of our personal ex-

perience to know where abuses have existed and to be able to point
to them and seek to correct them.

Senator Hitchcock. Was it claimed that your clients were trying
to manipulate that stock and corner it ?

Mr. Untermtee. There was no such claim ever made by anybody
at any time, and if you have been so informed by any member of the
stock exchange down here, you have been grossly misinformed, and
the sooner you know what the facts are perhaps the better it will

be for you and for all of us. Whoever gave you that silly story has
imposed upon your credulity.

That is a very unfair way of approaching a subject of this kind,
it seems to me. No such claim was ever made by anybody, or sug-
gested by anybody, and nobody, so far as I know, ever tried to

manipulate the stock to which I believe you refer. On the con-
trary, a man who tries to manipulate a stock as to which there was
a small amount outstanding would only burn his own fingers.
The particular instance about which you have been misinformed,

in which I had occasion to complain to the stock-listing committee
about the action of the stock exchange, was that of the Kanawha &
Michigan Railroad Co. But long before that I had objected to many
stock exchange members of the treatment that the minority holders
of the Southern Railroad had received, and the treatment that the
American Tobacco Co. minority stockholders had received in strik-
ing their stocks off the list to further the schemes of promoters, in
none of which I was interested, also as to the treatment which the
minority holders of the companies that became constituent companies
of the Steel Trust had received, and the use that was made of the
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stock exchange during the formati\e periods of all the trusts, in
driving minority stockholders into its fold

Senator Hitchcock. I can see an evil in depriving stock of the
privilege of being listed on the exchange, without notice, but take
that instance you speak of, the Kanawha Kailroad, was it?
Mr. Untermyee. The Kanawha & Michigan Railroad that had

come under the control of the Chesapeake & Ohio, I think, and there
were some 6,000 or 7,000 shares of the stock outstanding.

Senator Hitchcock. How much outstanding?
Mr. Unteemyer. About 6,800 shares, I think. There were 6,800

shares represented by a protective committee for which I acted as
counsel, and that protective committee woke up one day to find its
stock off the list upon an ex parte statement made to the stock ex-
change that there were only two thousand-odd shares outstanding,
and the committee had 6,800 shares deposited in its own depositary
at the time. And yet upon this ex parte statement that there were
only two thousand-odd shares outstanding that stock was stricken
off the list without notice. I only instance that to the committee as
showing the iniquity of the rule. It did not so happen that it made
much difference to those stockholders, because those stockholders
were endeavoring to show that the Kanawha & Michigan had been
oppressed and the value of its securities depreciated by reason of the
fact that a rival road had gotten control of the stock and was using
the property not for the benefit of the Kanawha & Michigan, but for
the benefit of the rival road, and there was litigation in the Federal
court in Ohio for the purpose of protecting the rights of those
minority stockholders. But the stock-exchange quotation of that

slock, there being so small an amount outstanding, had no appreci-

able effect in that particular case. It simply recalled forcibly to my
mind what I have been complaining of in an impersonal way for a

long time, as a man familiar with those things, of the way in which
the stock exchange may be used for the purpose of driving minority

stockholders into combinations and otherwise oppressing them. That
was the only aspect in which the thing was of any interest to me.

It was not of any interest to my clients, and we did not care anything

about it especially.

Senator Hitchcock. Suppose a reasonable notice had been given,

say a week's notice, that at the end of a week this stock would be

stricken from the Hst of the exchange?
Mr. Unteemtee. Unless some reasons were shown why it should

not be.

Senator Hitchcock. Suppose, without giving a reason, they an-

nounced it, then your clients would have had the opportunity to sell

within that week ?

Mr. IJjjtebmyee. No: there was no market for that stock. The

fact tiiat it was quoted on the list did not necessarily give it an active

in fl T*Kf*r

Senator Hitchcock. Was it not a fact that all the stock had been

bought up but those few shares?

Mr. Uis-TEEJiYEE. No ; I believe not.

Senator Hitchcock. I believe you said there were only 6,800 shares

outstanding?
. , , -, j, ., • -ij.

]Mr UxTEEMYEE. Only 6.800 in the hands of this committee.

Senator Hitchcock. What had become of the rest of the stock?
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Mr. Untermyee. A great deal had been bought up by these ma-
{'ority holders. How much was outstanding apart from what was
leld by my clients I do not know, but I did happen to know of the
inaccuracy of the information on which the stock exchange acted.

Senator Hitchcock. Would you mind telling the committee at

what price this stock was finally sold that was represented by this

committee ?

Mr. Untekmyee. I do not really remember. It was sold for some
substantial price, but I do not see what that has to do with this dis-

cussion. It happened a great many years ago. Your questions and
the manifest source that inspired them and sought to give a mislead-

ing aspect to the transaction refreshed my memory somewhat.
Senator Hitchcock. Was it for very much more than they paid

for it?

Mr. Unteemtee. I do not think it was for very much more than
vhey paid for it.

Senator Hitchcock. Can you give us the figures ?

Mr. Untermyee. No ; I do not think I can at the moment.
Senator McLean. Was it more or less than they had paid for it ?

Mr. Unteemyee. Some of them had owned their stock for 15 or 20

years. They were people who had carried it along as investors all

those years, because they believed in the property. I do not really

know what some of them had paid for it. They were not gamblers
in the stock who had bought it recently, as you seem to imply.

Senator Hitchcock. Was it sold above par?
Mr. Untermyee. Yes ; it was sold above par.
Senator Hitchcock. Above 200 ?

Mr. Unteemyee. No; I think not; considerably under that—but

1 remember this

Senator Hitchcock. Now, can you tell at what price they pur-
chased it?

Mr. Unteemyee. No ; because some of them had held it for years,

as I have told you—many years.

Senator Hitchcock. Was it not all purchased below par ?

Mr. Untermyee. Not that I know of. I think not. I think it

cost some of them above par 15 or 20 years before and that they had
lost their dividends for years through the action of wliich we were
complaining in the Ohio courts. For instance, we have another case

now in the courts, the case of the Eutland Eailroad, the control of

which had been bought by
Senator Hitchcock. I should like to confine myself to this for a

moment. You say your clients were not injured then by having the

stock stricken from the list ?

Mr. Unteemyee. They did not happen to be substantially injured
in that particular case, because they did not want to sell.

Senator Hitchcock. They did sell it?

Mr. Untermyer. They did finally sell it.

Senator Hitchcock. To whom? To whom did they sell it?

Mr. Untermyee. They sold it long afterwards, during the course
of the litigation to the only persons that would buy it—the only
market left to them—after it had been stricken off the list ; that is,

to the majority holders.

Senator Hitchcock. The majority holders were forced to buy it?
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Mr. Unteemyee. They were not forced to buy it. On the con-
trary, the majority practically forced the minority to sell by divert-
ing the traflSc and profits of the road. It was a gross fraud on the
minority, but a common practice in those days and not an uncommon
one nowadays, but one that I hope is likely to become less common.

Senator Hitchcock. Why did they buy it?
Mr. Untermyer. I suppose because they wanted it and wanted it

apparently so badly that they manipulated the property. There was
no other reason why they should buy it. They having the control
could put any price they pleased on it. They could have it quoted
at any sum they pleased and could so use the property as to destroy
the value of the minority holding.
Senator Hitchcock. And you think it was not over 200 they finally

sold it for?
Mr. Untermyer. I am satisfied it was a good deal under 200. Some

of the old holders lost money, but they were tired of fighting. It is

a great many years ago, you see. I do not know how many years
ago. It has nothing to do with these questions here. It was not on
account of any such transaction that there was any controversy with
the stock exchange. There never was any controversy between any
client of mine and the stock exchange.
And I want to say this, Senator Hitchcock: Your questions seem

to imply or insinuate that there was something wrong or irregular
in the transaction. You have no right to imply that, and the men
of the stock exchange who have been giving you that information
had better come out and make their statements in the open. No man
ever gets into the legislature or anywhere else in an attack upon
great interests without subjecting himself to this sort of thing. I
want to say to you that the treatment accorded these minority stock-

holders of the Kanawha & Michigan was one of the greatest out-

rages in corporate history. They were fairly robbed, but they grew
tired of making this expensive fight against such terrific odds. The
Government afterwards took up the same fight on the.same grounds
and, I think, forced the surrender of the Kanawha & Michigan. If

there was a " hold up " anywhere, the majority ruthlessly held up
the minority, which is more often the case.

Senator Hitchcock. Now, Mr. Untermyer, you mentioned this case,

and I wanted to ask you
Mr. Untermyer. No; you mentioned the case. I did not mention

the case.

Senator Hitchcock. I do not even know the name of the railroad.

Mr. Untermyer. You broadly implied that there had been some
difference between the stock exchange or some of these interests and
myself, and that it arose over the striking of a stock off the list,

which is not correct. There has never been any difference whatever.

Your insinuations were apparent. You were imposed upon.

Senator Hitchcock. What I wanted to ask was this : Suppose the

stock had not been stricken from the stock exchange.

Mr. Untermyer. Yes.

Senator Hitchcock. And your clients had owned all the outstand-

ing shares that had not been purchased by this interest you speak of.

Mr. Untermyer. Yes.

Senator Hitchcock. Would it have been in the power of your

clients to have manipulated that stock upon the stock exchange?
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Mr. Untermyer. No; certainly not; because the majority interest

could sell as many thousands of shares of it as they chose. Thfey

had all that stock, and it could not have been manijiulated at all

against them.
Senator Hitchcock. Why did you complain, then, when it was

stricken ojff?

Mr. Untermyer. Because it was in line Avith the position I have
consistently taken on that subject, and because I think it is an injustice

to deprive the minority stockholders of their market. Because a

man who has bought stock on the faith of its being listed may have
his stock up a collateral in the bank and wake up some morning,
as the American Tobacco Co. holders and other holders did, to find

it off the list with no market, thrown out of the bank as collateral on
the ground that it is no longer listed. The exchange is simply
playing into the hands of the big operators and manipulators.

Senator McLean. And not available as collateral ?

Mr. Untermyer. It ceases to be available as collateral.

Senator Hitchcock. I agree with you there.

^Ir. Untermyer. I am here to-day as I have been before other com-
mittees, sometimes at their request, as here, and sometimes on my own
initiative, because of my feeling. Senator Hitchcock, if you can under-
stand it, that I do not care to potter at mj' profession, and not cry out

against a wrong when I see it occurring before my eyes where it can be

corrected.

Senator Hitchcock. The prices at which your clients sold this stock

after it was stricken off the list were higher than it was quoted when
on the list ?

Mr. Untermyer. That I do not I'emember. I do not recall whether
it was actively quoted. Perhaps it was and perhaps it was not.

My clients were litigating. They claimed that this rival road had
absorbed their property, had abused it, had used it as a pawn in

their railroad game, and instead of it earning dividends as it had
in the past, had put it in the position where it earned little or noth-
ing compared to what it could earn as an independent property.
There was a vast amount of litigation in the courts of Ohio, litigation
in the Federal and in State courts. This stockholders protective com-
mittee was a committee of representative men formed for the pur-
pose of protecting this stock, and they were pursuing their rights in

the courts in an orderly way. I think it was the Chesapeake & Ohio
that succeeded to the control of the road during the litigation or
jiist before it, although they were not parties in the arrangement, of
which we complained originally. When my clients found at a stage
of the litigation that their shares could be bought for at least a
fair proportion of what they thought they were worth they sold
them, as they were getting tired of the expense and delay of 'litiga-

tion. If they could have kept them listed and preserved their rights,
and kept this property out of the hands of their competitors, they
probably would not have wanted to sell their stock. They were
very much oppressed ; they sold their stock, in my judgment, for far
less than it would have been intrinsically worth as an independent
property. I have only an hour or so of time here. I have got to
take a train for the South at 4.15. If you are satisfied with my
statement of this purely extraneous transaction. Senator, I will be
very glad to go on with my argument.
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Senator Hitchcock. Yes.
Mr. Untermyer. I want to say, however, apropos of all this sort

of thing in the press, the atmosphere with which it is sought, said
to surround eveiy legitimate transaction such as this K. & M. episode,
is that it is on a par with the methods that are resorted to to obscure
the real issues and mislead Congress and the public. The sugges-
tions that have been made to you are on a par with many other
features surrounding the opposition to this bill. You may as well
understand that there has never been any difference between the
stock exchange and any of its members and myself—not a single
member. There is none of them against whom I have any grievance,
and there are many of them that are my very close, dear friends
and clients. That does not prevent me from taking an impersonal
view of what I believe to be a wrong, or from trying to correct what
I believe to be crying abuses, and even at the peril sometimes of my
professional business. I have done it all my life, and I shall con-
tinue to do it. They may succeed in having me misunderstood for a
time but not in the end. There is no excuse for trying to convert
the discussion of the broad, impersonal questions of policy presented
by this bill into a personal issue. I do not propose to permit the
issue to be sidetracked by any such manifest device. If I do not be-
lieve this to be a highly constructive piece of legislation in the in-

terest of the exchange and its members as well as of the public I
should not be here. It would not be the first time that Wall Street
has failed to realize its own best interests.

I have been amazed on looking over this record, and the statements
of some of the gentlemen here made, when I was absent from the
hearing, at the speciousness of their arguments. In that I do not
include the argument of Mr. Milburn, so far as concerns his analysis

of this bill, because he presents some suggestions that are open to

serious debate ; although in analyzing his argument—it may be that

I am somewhat partisan—I have failed to find very much in it,

apart from the argument on the sections on the bill itself, that is sup-

ported by anything other than the charming and magnetic person-

ality of Mr. Milburn, which, we all Imow in New York, is likely to

steal away the senses of the most intelligent listener.

Mr. Milburn says in the first place that there are objections to in-

corporation. We have debated that between us for a long time. I

have again and again debated it with members of the stock exchange
in friendly discussion, and we have never been able to get to the same
point of view because, I think, they look at it from a narrow, selfish

point of view of immediate self-interest.

He says there are two objections to incorporation. One of them,

he says, is that it will interfere with the discipline of the exchange

over its own members. It need not necessarily do anything of the

kind, because the stock exchange can be incorporated so that its dis-

cipline over its members will be precisely what it is now. But I

have never been able to agree that it should have the extent of dis-

cipline over its members that it has now. And so when it comes to

be incorporated Mr. Milburn may run up against the proposition of

whether there should be a right of review by the members with re-

spect to their discipline. There was a good deal of evidence taken

before the Pujo cnmmittee as to the way the stock exchange exercises

that autocratic power.
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Senator Hollis. Just an instance of that will help us a lot. You
and Mr. Milburn have both referred to this right of review as though
it were a crucial point. In a single sentence explain what that

point is.

Mr. Unteemtee. The stock exchange, if it so chooses, expels the

member for any cause that it deems sufficient under the general right

to discipline for any act detrimental to the interests of the exchange.

The record shows that it suspends them from one to five years if they
give a customer the benefit of any part of their commission, and the

record, as I say, shows that other infractions of the rules that are

very serious that go to the morale, the existence of the stock ex-

change have been very lightly regarded. In the record of the Pujo
hearings you will find a list of all the cases of the disciplining of

members of the stock exchange and the grounds of discipline.

Senator Hollis. You have already indicated what it is. The argu-

ment is, on your side, that the right to review the facts should rest

with the courts. They do now review that as a matter of law far

enough to see whether certain legal formalities have been complied

with and that the committee acted fairly.

Mr. Untermyee. That is all.

Senator Hollis. That is the whole thing ?

Mr. Untermyer. Yes. I do not understand they can go into the

question of whether the committee acted fairly or not under the

present decisions of the courts. As I understand the rule, it is lim-

ited to the proof of the jurisdictional facts. I may be wrong about

that, but in any event the right of the membership involves more
than a mere seat on the exchange. It involves a man's good name

—

his livelihood—and it is a pretty autocratic thing for any body of

men to be able to deprive them of that without the right of judicial

review before final action upon its judgment, yet that is what now
happens.

Senator Hollis. But even with that, a member is willing to sub-

scribe and take a chance ?

Mr. Untermter. Yes. Still that is not a matter that I really

care to discuss, because it is not an integral part of incorporation.

Incorporation can reserve all those rights if the legislature thinks

it proper they should be preserved. This bill does not undertake

to deal with that subject. That seems to be an answer to that ob-

jection against incorporation. Another argument urged by the ex-

change is that it may be the stock exchange will be originally incor-

porated under a very proper law that will safeguard everybody's

rights, but that, perchance, the sovereign power of the State may
amend the law in a way not to the Hiring of the stock exchange. I

do not think any legislative body has a right to indulge in any
assumption of that kind. It is just as difficult to amend the law as to

get incorporation in the first instance. The same objection that

would apply to incorporation in the first instance would apply to

an amendment and none other and none greater.
But, says Mr. Milburn, the exchange would be plunged into poli-

tics if required to incorporate. In other words, attempts might be

made to change its charter. All of that simply amounts to an argu-

ment that this great public body, performing functions inseparably
connected with the entire financial system of the country, should he
permitted to remain above and beyond the law, because if it is sub-
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jectecl to legal and proper and orderly regulation it may hereafter
be subjected to improper regulation. That certainly does not appeal
to anybody as being a very conclusive argument against requiring
its incorporation so as to subject it to proper regulation. Then, it

IS asked,Why incorporate? I ask.Why not incorporate? What right
has any great agency of this kind, coming in contact with the inti-

mate financial affairs of the country, to remain unregulated and not
subject to incorporation? If they are subject to incorporation, as

abuses exist they may be corrected through changes in the act of
incorporation. Their charter can be taken away if they get into
improper practices which the community regards as a reason for
dissolving them. Those are things that can not now be reached at

all unless they are acts that are regarded as crimes. There are a
great many oppressive and improper things that might be done by an
exchange of that kind, and that are being done, that do not rise to

the dignity of being crimes.

Do you know that not one of the abuses of the stock exchange was
ever attempted to be reached by any kind of legislation in our State

until July, 1913, after the exposures of the Pujo committee. These
five or six bills, impotent as we say they are, inconclusive, ineffective,

largely blinds, as I shall show you—not even that legislation was
resorted to until after the conclusion of the Pujo inquiry, and then

only as the result of public indignation aroused by the exposures

there made. Their boasted reforms were enacted to propitiate the

public wrath. It took a congressional inquiry to point out to them
the extent of the abuses they had been countenancing all these years.

The Hughes commission reported in 1909. Why were these bills

that were passed in 1913 not then passed? We say that the worst

abuse, that of manipulation, still exists. Who shall say that when
public excitement has subsided and they have stilled the voices of

their critics they will not relapse into their old habits if they are

to be a law unto themselves?
They talk about this hearing—this commission of Gov. Hughes

—

this commission in 1906. Nothing followed it. The abuses were

recited there, but they were not foUowed by any kind of legislation.

Why was it for all those years those things were allowed to go on

unregulated, and are in the main unregulated to-day ?

I say that the purpose of this bill, gentlemen, is a constructive

purpose, purely and solely a constructive purpose. Those who
jhampion this bill believe that the stock exchange can be made the

great agency for corporate reform throughout this country, but that

m order to accomplish that purpose the abuses that characterize it

and have disgraced it, and that still continue to disgrace it with

those abuses being eliminated, it can proceed with the great work of

corporate reform and put its hall mark upon securities, so that no

great corporation will dare stay outside of the list of the stock

6Xch SiTi ffP

Senator Nelson. For my information, Mr. Untermyer, I should be

glad, if it would not embarrass you, to have you go on and state

briefly the most glaring defects of the stock exchange as they exist

to-day.

Mr. Untermyer. Yes; I will be pleased to do so. I have said,

gentlemen, in the previous discussions on this subject, when I

opened, that there have been many reforms on the stock exchange,
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and there have been, but always under pressure. It has responded
more nearly to the spirit of the times than kny of the corporate
enterprises of the day, so far as its personal interests and those
of its members are not bound up in the continuance and encourage-
ment of abuses. But, so far as their interests have been tied up in

the continuation of those abuses, there has been no substantial re-

form, and never will be except as the outcome of regulation.

Here is an illustration, and that is one of the things sought to be
reached by this bill to which Mr. Milburn has not referred—and,
by the way, there is not a provision in that bill that is not directed

at an existing abuse

:

If you sell stock short to-day, you have to supply the stock the

next morning, and that supply of stock is secured by borrowing it

from the brokers who hold their customers' stocks. Those customers

are what is known as " long " of that stock. When the broker who
makes a short sale goes to borrow that stock from the broker who
has it for a customer, he pays the broker of the customer who is long

of the stock the then market price of that stock. He pays it in full,

and if the stock is scarce for borrowing purposes he pays a premium
for the use of the stock. My broker who holds that stock turns it

over to the broker who made the short sale; it is delivered, and my
broker gets all the money. He not only gets what I owe him, but

he gets what I have paid on account of that stock. Now, it is the

practice of the exchange, and of the brokiers, to pay if I owe on that

stock—to keep on charging me interest on what I owe. They not

only do not credit me with interest on what I pay, they having re-

ceived all the money back, but they keep on charging me interest

on what I owe, when, in fact, they have been repaid not only what I

owe on the stock but what I had paid, and often a premium besides.

I pause here, Mr. Milburn, if the chairman does not object, be-

cause Mr. Milburn has not had an opportunity to answer that sug-

gestion, to give him the opportunity to answer this complaint if

he would like to avail himself of it, and if there is no objection,

because I want to see whether I am right or whether I am wrong.
Mr. Milburn, will you answer that ? Have you any objection, Mr.

Chairman, to his answering it now?
The Chairman. No ; I have no objection.

Senator Nelson. I do not know that I really understand that.

Mr. Unteemtbr. You will pardon me; Senator Nelson thinks he

does not understand that. If you have sold a stock shorts

Senator Nelson. Yes.
Senator Hollis. To be delivered when?
Mr. Unteemyee. It has to be delivered the next morning.
Senator Hollis. I thought it was usually sold short at a certain

day.
Mr. Unteemyee. No ; it is sold short to be delivered the next morn-

ing. If you sold stock short your broker has to deliver it the next

morning.
Senator Nelson. Yes.
Mr. Unteemyee. He has to go somewhere and get the stock.

Senator Nelson. Yes.
Mr. Unteemyee. He goes to my broker, who has my stock. 1 am

long of the stock. I own the stock.

Senator Nelson. And he borrows it?
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Mr. Untermyee. Yes; and pays the full value of that stock to my
broker when he bdrrows it.

Senator Nelson. Pays the market price to you?
Mr. Unteemyek. To me.
Senator Nelson. In cash ?

Mr. Unteemybe. In cash. I owe my broker some money on that
stt^k, you understand, but I also have paid something on that stock.

Senator Nelson. Yes.
Mr. Unteemyek. My broker goes on charging me interest on what

I owe him.
Senator Nelson. Yes.
Mr. Unteemyek. And does not credit me with any interest on

what I have paid, just as if I still owed him that monev on that
stock.

'

Senator Nelson. See if I understand you. If you put up a margin
of 20 per cent, and the broker buys it in, he charges you for the whole
100 per cent while he only ought to charge for 80 per cent—his in-
vestment ?

Mr. Unteemyee. No. When he gets back all the money he gets
back his money as well as mine, and he keeps on charging me interest
on the 80 per cent owing to him and fails to credit the interest on
the money I have paid him or the premium he has received on lend-
ing the stock.

Mr. MiLBUKN. The point you have left out is that the broker who
gets the money pays interest on that money which he gets from the
broker as long as he has it. That is what you have left out; do you
not see?

Mr. Unteemyee. Is that all you want to say ?

Mr. MiLBtJEN. That is all I will say to that point. You said that
he gets the benefit of that money ?

Mr. Unteemyek. He does.

Mr. MiLBUEN. Arid at the same time is charging his customer
interest ?

Mr. Unteemyee. Yes.
Mr. MiLBUEN. What I say is that when he gets the money from the

man he pays interest to thie man on that money ?

Mr. Unteemyek. Yes; that is quite right, but why should he
charge me interest upon my debt when I do not owe him anything,
instead of crediting me with interest and with the premium he has
received on lending my stock. He generally pays only a trifling in-

terest and sometimes none. Sometimes he get pay for lending the
^tock besides getting back all his own money and all I have paid
him. He gives me no interest on my money that he has received
back and keeps on charging me interest on what I am supposed to

owe him when I do not owe him a cent and he owes me, and he can
charge whatever he has to pay? It is a large source of revenue.
Everybody knows it. You do not need to tell anybody about it.

It is an illicit source of revenue. I do not even know whether my
stock is in my broker's hands or whether it is loaned out.

Mr. MiLBUEN. That is another proposition. I simply wanted to

call your attention, as you asked me, to the fact that the man who
gets that money has not the benefit of it, because he has to pay in-

terest on it to tile man from whom he gets it.
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Mr. Unteemter. Yes; he has the benefit of that money. He has
all that money in his hands, and if there are dividends on the stock,

where do they go?
Mr. Mabon. It goes to the owner of the stock.

Mr. Untermter. We understand that. He has no right to charge
me interest upon my account or to fail to credit me with interest on
what I have paid when he has been repaid the full amount of that

stock, and that, I say, is a prolific source of revenue to the brokers.

Senator Hitchcock. I want to ask you a question.

Mr. Untermyer. Yes.
Senator Hitchcock. This is a bill to prohibit the use of the mails

and the telegraph and telephone in furtherance of fraudulent and
harmful transactions on the stock exchange?
Mr. Untermyer. Yes.
Senator Hitchcock. You are talking about an entirely different

thing.

Mr. Untermter. I am answering Senator Nelson.

Senator Hitchcock. This item is not to prevent the transmission

of fraudulent prices through the mails, but it relates to something

else—to a private relationship between the broker and the man who
selects him as his agent.

Mr. Untermyer. I am undertaking to answer Senator Nelson's

request, in which he asked me to state some of the transactions on

the stock exchange that are still, as I claim, irregular and ought not

to continue, and that was one of the answers I was about to make.

It has a relation to this bill in this respect : That is one of the abuses

arising from short selling and the lending of stocks.

Senator Hitchcock. If you can undertake to regulate the nature

of a contract that an investor may make with a broker, why can not

3'ou not also provide in this bill the rates of interest that he shall

pay? Why can not you say that the broker shall not charge over

4 per cent or 3 per cent and substitute the judgment of Congress for

the judgment of the two men who are making a deal with each other?

Mr. Untermyer. I am coming to that in a moment. Senator

Hitchcock. I do not think the considerations you have named have

any relation to the bill, but the one I have mentioned has, I will

show. One of the points in this bill is whether or not short selling

should be limited, not whether it should be prevented. This bill

does not undertake to prevent either speculation or short selling.

These gentlemen have put up a wooden man and proceeded to

attempt to knock him down. There has been a vast amount of talk

as to the merits or demerits of speculation. I have not discussed

that question, because I believe that speculation is a necessity of

commerce. I have never in any of these proceedings, never before

the Pujo committee in any of the questions or otherwise, attacked
honest speculation. This bill is aimed at dishonest speculation.
That is all. It is aimed at manipulation, which is the great abuse
in the exchange and will continue to be until you can discover and
uproot it through incorporation and regulation.

Senator Hitchcock. That is not an instance of that you are cit-

ing to Senator Nelson now? There is no dishonest speculation in-

volved in that?
Mr. Untermyer. I have explained. Senator Hitchcock, that I was

endeavoring to answer Senator Nelson's question, ajid I traveled out
of mv course for the Duroose of doinof sn
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Senator Nelson. What part of this bill remedies this evil ?

Mr. Unteemyer. In this way only: This bill provides that a
broker can not lend his customer's stock, which is the only way in
which sort selling is made easy. The bill provides that the broker
can not lend his customer's stock with or without the customer's
consent. If that regulation is put into law what will be the effect

of it? It will not stop short selling, because a man who sells short
can still borrow the stock from the man who owns it. He simply
can not borrow it from the broker who has it for his customer. If
this lending by the broker is stopped, what I claim to be a very
irregular and improper practice of the broker of lending his cus-
tomer's stock and not crediting his customer in the account in the
manner I have explained will also stop. But the main point of it

is that it is a sort of a brake on short selling without entirely pre-
venting short selling, and that is the reason it is in the bill.

There are two provisions in the bill that are intended to minimize
the evil effects of short selling. There has been a great deal said
about short eelling. There is a good deal to be said on both sides of

the proposition of short selling, but there is one thing to be said about
it that the stock exchange never says, and that is, that whilst the short

selling of a given security is claimed an advantageous thing to keep
that security from mounting, and to supply a class of people who will

buy it when it gets too low, the result of short selling in actual prac-

tice is not only to affect that stock but to affect the whole list. When
an operator wants to drive the whole market down, not one stock, he
proceeds to sell one or two or three active stocks, and the effect is

that it depresses not those stocks, and does not tend to fix the value

of those stocks so much as it does to fix a value on everybody else's

stocks on the list that are known as active stocks, regardless of their

merits. That is one of the evils of short selling about which these

gentlemen have very little to say. It more than offsets all the advan-

tages claimed for short selling.

Senator Hitchcock. Suppose a man is buying instead of selling,

and he buys a lot of stock and it goes up.

Mr. Untermyee. Then it has the same evil effect of unduly inflat-

ing the whole market. When he wants to create a bull market, he

can not create a bull market ordinarily by buying one stock; he may
start one by buying three or four active stocks, and they carry the

rest of the market with them. The one is no more inexcusable than

the other, and I do not say that either of them is inexcusable.

I have not argued here or elsewhere that short selling was an evil.

T say that, carried to extremes, it is a great evil ; it is the worst fea-

ture we have in panics. If a man wants to start in a time of diffi-

culty and stress and strain, the instrument of short selling precipi-

tates panics ; and you can keep them going, when the public mind is

a little depressed, by the simple expedient of short selling. I do not

want to be understood as endeavoring here to make an argument for

or against short selling or for or against speculation. I have not

done so, and I do not propose to do so, or to be drawn into a discus-

sion of that wide subject. It has no relation to this bill except in so

far as it may be deemed advisable by Congress to confine short selling

within reasonable limits. If you want to limit it within reasonable

bounds there is one way to do it, and that is not to allow the broker

to lend customers' stocks for the purpose of meeting and filling short
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sales. If that is done you will still have such short selling as is

possible by getting the stock from the people who own it.

It has been stated by Mr. Van Antwerp, and I think is plainly a
nonsequitur, that if you pass this law you are encouraging bucket
shops. I can not quite see the relation between the two things, that

because you make more stringent and safeguard more completely the

operations on the exchange, you are going to have more violations of

law.

Senator Nelson. I suppose his theory was that with these restric-

tions the brokers would get out of the regular exchange and all be-

come curb men?
Mr. Untekmyer. That would have nothing to do with bucket shops.

Curb brokers are no more bucket shops than stock exchange brokers.

The curb is also within this bill. The curb is an exchange like any
other exchange. The only difference between the curb and another

exchange is, as the proof before the Pujo committee showed, that the

stock exchange will not let the curb go under a roof. As long as it

operates on the street they will allow it to exist, provided it will not

deal in any security when the stock exchange wants to take it over.

In other words, whenever the stock exchange says, "We think this

stock is getting active and valuable and we will take it on our ex-

change," the curb has to let it go and not deal in it further. If it

does not let it go no stock exchange broker can deal with the curb,

and that would be the end of the curb.

Senator Pomerene. Is that by agreement between the curb men
and the stock-exchange men?
Mr. Unteemyer. It is by understanding. I do not believe it is by

agreement.
Senator Pomerene. A gentleman's agreement ?

Mr. Untermyee. It is one of those things that has been in force,

and that was proven before the Pujo committee. For instance, the

stock exchange has a rule that its members can not deal with any

exchange, and they construe that to mean any exchange that is under

a roof. So the curb would rather operate out in the rain and the snow,

which it does, than lose the right to deal with stock-exchange mem-
bers. But those are minor matters that do not concern this bill.

Senator Nelson. Do they have a fixed street or do they perambulate

around the different streets?

Mr. Untermyer. No; the police allow a sort of rope-railed space

on Broad Street, and there the curb brokers deal. They have an

organization and could well afford a trading room if it were per-

mitted-

Senator McLean. An aisle of safety ?

Mr. Untermyee. Yes. And they have been shifted by the police

from one side of Broad Stret to the other at times, so as to allow the

traffic to go-by.

Senator Nelson. Are they in sight of the stock exchange and
within reach of it ?

Mr. Untermyee. Yes ; they are in sight of the stock exchange or

very near by.

Senator Nelson. Under their inspection ?

Mr. Unteemyee. I do not know anything as to that, except that

is the situation ; but that is a thing, of course, with which Congress
has nothing to do, except that in answer to Senator Nelson I want
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to say that this bill would yegul^te the curb and would apply to its
transactions equally with those of the stock exchange.

Senator Nelson. You think so—those out-of-door fellows?
Mr. Untekmyer. Yes; it regulates the curb, because it regulates

every public market where securities are bought and sold.
Senator Nelson. Could I go up there on the curb and buy and sell?

Would I have to have a license or anything like that ?

Mr. Unteemyee. I think you would have to have some sort of mem-
bership. I am not sure.

Senator Nelson. To stand on the sidewalk? [Laughter.]
Mr. Untermyer. No other broker will deal with you otherwise,

because he has to take your contracts.

Senator Nelson. Are they brokers who operate on the curb, too ?

Mr. Untermyer. Oh, yes ; very many of them.
Senator Nelson. Are they a superior or inferior lot of brokers?
Mr. Untermyer. I know there are very many respectable men

among the menabership who can not pay $50,000 for a seat on the
stock exchange.

Senator Nelson. Do these curb brokers have to pay anything to
the city for police protection, or anything ?

Mr. Untermyer. I do not know as to that; I have not gone into
the police end of it. [Laughter.]
The Consolidated Exchange was in substantially the same situa-

tion. They have come do-vyn here and joined the stock exchange in
objecting to incorporation, and yet the only relief the Consolidated
Exchange has ever had has been through the investigation of the
Pujo committee that resulted in the passage of a bill in 1913 that
forbade the stock exchange from discriminating against them. Until
that bill was passed a member of the Consolidated Exchange who
had $10,000 bonds of his own to sell, we will say, could not sell them
through a stock-exchange broker ; he could not telephone to a stock-

exchange broker; and the record shows a number of cases in which
stock-exchange brokers have been suspended for one year for sending
a letter or telephone message to a member of the Consolidated Ex-
change. When they were asked as to the reasons—you remember my
going into that in my opening. Senator Nelson asked me some ques-

tions, I think.

Senator Nelson. I forget exactly what it was.

Mr. Untermyer. I read from the record to show from Mr. Ma-
bon's testimony, the president of the exchange, that that was a rival

exchange, and that they felt they were justified in passing these

regulations.

Senator N;elson. I remember that.

Mr. Untermyer. All this takes us outside of this discussion on the

bill, because that is not a subject within the purview of Congress,

and with which this bill has not attempted to deal. The Pujo com-

mittee so reported. By the way, if you would read the pages of that

report to which I referred, you would get all this data in concise

form.

Senator Hitchcock. Why not? You prohibit them from using

the mails. Why does not that come within this bill ?

Mr. Untermyer. No. The question whether the stock exchange

deals improperly with the Consolidated Exchange is purely a local

question.
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Senator Hitchcock. Why not say they can not use the mails if

they refuse to deal with any other exchange ?

Mr. Untermtee. Because this bill, notwithstanding these sugges-

tions, simply protects the integrity of securities that are dealt with

all through the country through the agency of the mail and tele-

graph, and there is nothing in the bill that goes beyond, and I am
going to show you that there is nothing that goes a step beyond pro-

tecting the integrity of the mails againsl fraud.

Senator Hitchcock. But it is contrary to the policy of the United
States to tolerate a monopoly, and there is a concern that is creating

itself into a monopoly and trying to crush out competition. Why
not refuse it the use of the mails?
Mr. Untehmtee. Because I do not think it would be conservative

or good policy to deal with monopolies through the agency of th<»

post office. There are other ways of reaching them.
Senator Hitchcock. It is just as much in line as the rest of it.

Mr. Unteemtee. That is just where I differ from you. I know
your views upon that subject. They have been very frankly ex-

pressed, and I am going to try to disabuse your mind of that view
in the little time I have left. I believe you will come to the conclu-

sion when you examine this subject that there is no more legitimate

subject of regulation through the post office and the mails, and there
can be none greater or more legitimate than the protection of the
integrity of the quotations on which the country is bound to rely, on
which courts of justice, trustees, and taxing officers all over the coun-
try rely, and on which the Comptroller of the Currency has to rely.

In a variety of ways that is taken as evidence of value, and the
country is more interested than any one point in the country. New
York is not interested to anything like the extent the rest of the
country is in seeing that regulated.

Senator Hoii-is. You mean, Mr. Uutermyer, that the quotations
of the stock exchange are accepted as evidence, that the administra-
tors of estates take them as evidence of the value of the estates, and
that the Comptroller of the Currency determines the solvency or in-
solvency of a bank in accordance with the price fixed for the securi-
ties of the banks?
Mr. Untermyer. That is it, and every taxing official takes them,

and they ought to be safeguarded and protected against fraud. The
only place to protect them against fraud is at the point at which they
are carried to the country, and nobody can suggest any way of regu-
lating and keeping pure those quotations except in this way. I have
thought it over long and carefully. You can not call it interstate
commerce; at least my friend Mr. Milburn says you can not. It is a
debatable question whether it is interstate commerce. I might differ
with him as to that. He says that it is not. There is an argumentm the Pujo report that it is. But it is perfectly clear that the mails
can deal with it.

Senator Nelson. It seems to me you do not go far enough. From
what little I have heard and read about this matter I think more
people are gouged and defrauded by these curb sales of curb stocks
than they are of the regular stocks on the stock exchange
Mr. Unteemtee. I do not think so.
Senator Nelson. I think so.
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Mr. Untekjiyee. The dealings are so much smaller. They do not
amount
Senator Nelson. You see they sugar-coat them. For instance, they

issue no end of mining stock, and in order to gull they make the par
value 10 cents or 15 cents or 20 cents or 2.5 cents, and there is no end
of suckers that they capture in that way. You do not go after those
fellows.

Mr. Unteemyee. Yes; we do.

Senator Nelson. They are the small thieves and the others are
the big thieves.

Mr. Unteemyee. Yes.

Senator Nelson. They have been going after the small thieves.
Mr. Unteemyee. Yes ; they have been going after the small thieves

so long that it is time we should go for the big ones.

Senator Hjitchcock. Senator Nelson, you would be in favor of pro-
viding that no man should be allowed to use the mails who sold stock
on the sidewalk without an umbrella over him ?

Mr. Unteemyee. All corporate stocks should be listed somewhere.
I want to say, in justice to the Curb, that it, too, has been making its

reforms. It, too, requires a certain statement before listing a stock.

Senator Nelson. Do thej^ have a kind of uniform listing?

Mr. Unteemyee. They have an association and laws of their own
controlling dealings and trying to keep things as clean as they can.

They are not the only people who deal in mining stocks. They deal
in them on the stock exchange, too. After the stocks have been
a while on the Curb they are taken onto the exchange, but the ex-

change exercises a great deal of judgment in taking them on.

Senator Nelson. They graduate on the Curb and take a post-

graduate course on the stock exchange ?

Mr. Unteemyee. Yes; and then the dealings frequently become
larger. The importance of the Curb may be exaggerated as com-
pared with the importance of the exchange.

Senator Nelson. The reason I mention this—you must not think

I do it merely for the fun of the thing—is that I have seen so many
farmers and poor people in the little towns out in my country who
would come and show me mining stocks and want to know what I

thought about them. They have held these a long time, and they did

not get any dividend of any kind or any income, and that is the last

of it. They bought them on the Curb somewhere. I want you seri-

ously to think of a way to reach that Curb.

Mr. Unteemyee. It seems to me that every time we try to reach

anything most people say we try to reach too much.
Senator Nelson. I do not think so.

Mr. Unteemytee. As soon as you reach out far enough and get an

influential enough factor opposing you, it is claimed you are reach-

ing too far. For instance, Mr. Milburn made the argument that a

seat on the stock exchange is a property right protected by the Con-

stitution.

Is not that so, Mr. Milburn?
Mr. MiLBUEN. I do not remember that.

Mr. Unteemyee. That is a good thing to forget, because it is a

most peculiar argument.

30r,78—14 26
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S'TiatM Xelson. Her<- is the principle that lies at the root of all

property, and it ought to apply to the .stfx.-k eichan^'e a^ well as to

tvftr\ body else, and that is—you can probably give the Latin of it

—

that each man must so use his own property as not to do his neiirhbor

any damage.
Mr. T'xixBjrvEK. There is another '''ery much more important

proposition as affectin^r this property in a stock-exi^hange s^at. and
that is that under the police power of the -tate they could abolish

the stock exeliarige. They could abolish public dealiis^- in -f^Krks

if the legi-.lature of the State chose to do so. just as they have abol-

Lshed breweries in some of the Stare- and have abolished other classes

of what -.vere supposed to be prop^erty rijrhr-. What dees a -eat on
the exchanjre really represent? It represents the "^apitalized value

of the rule limiting memher-hip. That is all. A seat in the Con-
solidated .Stock P2xchanife is worth about >'.^0. I do not know
whether a seat on curb is worth more than S200. And if you opened
the memhership of the stock exchange generally, no matter how large

a responsibility you exacted of them, if you required any man who
wanted to become a member of the exchange to put up a bond for

double the present amount of the present value of a seat, for S200.000.

conditioned for the performance of his obligations, if you set aside

that rule of limitation of membership, where would a srock-exchange
seat Ijc to-morrow? It would not be worth any S'»-'i/JOO or S ",0.000

Or i^40.000. It would be worth very much less. I can not bring
rnys/jlf to the point of making an argument on the question of
whether or not (J>ri'jr<t-.~ would ha\ e tlie right to le^nlate the use by
the stock exchange of the mails through any device or means it sees

fit on the ground that it was interfering with any property right in

the s;eat.

Senator Xklson. Did you ever think of this matter: Suppose the

stock exchange was limited in its operations to merely the matter of
listing stocks, and they had a great hall, threw it open to the public
to come in and buy and .sell there?

-Mr. UNTEiiMyEi!. I think it would be a very dangerous experiment.
Senator Xklsox. In what respect?
Mr. r'NTJcnMYEK. I belie\ e the limitation of membership is a good

thing, bef;ause it centers and concentrates responsibility. The value
of the seat is a security. True, it is only a security to the other
members to the full amount of their claims before anybody else is

permitted to share in its proceeds. The victimized customer who
may have lost his stock fret-, none of the value of that seat until the
members have been paid in full. But still it is an element of re-

sponsibility, and, as I have said. I think it is a wise thing to limit the
member-hip, and there is no reason why incorporation should not
preservf! that limitation. I think it is a wise thing to retain the uni-
form commission rate, which is a reasonable rate. Legislation could
well protect those things. That is what they are afraid of in my
opinion. They are afraid some future legislature will throw open
the doors of membership or prevent them from enforcing the uni-
form rate of commission. But if at some future time it shall appear
that that is the best thing to do, in the jud^ent of the State, they
will have to submit to it. I do not think the time will ever come when
any such fear will be realized. Yet that seems to me to be the real

reason why they are objecting to incorporation. The reason they
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have advanced that it wohKI iwerfere with discipline i^ one on which
almf.>t even thinking ii!:)!» who knows the sto.-k exchan'- will ^n^
tain them.

~

So I have heard, a- I .-ay. no valid reason vet urged acrain-t in. or-
poration. It is the only means by which voii are croina to be able to
eniorce regulation.

' "^

Senator Hollis. Why do you ^ay. Mr. Untermver. thev reaUr
object to incorporation?
Mr. UNTEiiMYEi!. I say that I suspect their real objertiou to in-

corporation IS that they are afraid they can not maintain their limita-
tion of membership and their uniform commission rate That i^ my
opmion of It. And also becau.^e thev are afraid that thev mav lose
this disciphnai y power over their members. It i- not nece-arv tbev
should lose any of them.

Senator Hollis. They are afraid there would be some likelihood
that they will be interfered with if they are once incorporated (

Mr. Untermyer. Yes.
Senator Hollis. It would be a little harder to get them now ?

Mr. UxTERjiYEB. Yes ; it is very apt to he.
Senator Hollis. Because a joint stock association is notliing in the

world but a partnership.
Mr. UxTERiiYEK. :Mr. Mill:)urn talks about the ease with which the

express companias operate as joint stock associations, but they can be
reached under the interstate-commerce law, and are reached under it.

If the stock exchange could be reached under the interstate-commerce
law, some of the objections to the great necessity for incorporation
would partly disappear. But he says they can not be reached under
that law, and I say they can not be regulated properly through this
act unless they are incorporated, and their abuses can be corrected
from time to time through changes in their act of incorporation.
What assurances have we that abuses once corrected may not be
revived 'i

Senator Hitchcock. Has Congress any more power to prohibit the
use of the mails to a corporation than it has to a mere association of
men?
Mr. Untermyeh. I do not suppose it has.

Senator Hitchcock. Then there is no need, as far as the national
jurisdiction is concerned, of any incorporation ?

Mr. Untekmyer. Except for the purpose of getting effective regula-

tion.

Senator Hitchcock. That is not a regulation by Congress ?

Mr. Untermyer. Yes ; it seems to me that Congress can say " We
will not alow the quotations of a public market to go through the

mails unless that association is duly incorporated, because we do not

consider them sufficiently safeguarded or that the State has sufficient

control over the operations of that market."
Senator Hitchcock. Why would they be more subject to the rules

of Congress as a corporation than as an association?

Mr. Untermyer. In the first place there is more permanence to

their organization.

Senator Hitchcock'. No. I do not mean that.

Mr. Untermyer. If you will permit me
Senator Hitchcock. How is the jurisdiction of Congress extended

by having it incorporated instead of a mere association?
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Mr. Untermyee. The jurisdiction of Congress is not extended, but
when Congress is selecting the angencies which it will permit to put
these quotations through the mails I think it is a very legitimate ex-

ercise of the power to say we will not let any public market, where
securities are dealt in, send those quotations from State to State

through the mails unless the market that is responsible for them is

subject to the regulation of the State, unless the exchanges are sub'ject

to some sort of legislation, and not a law unto themselves. Do not

forget we are dealing not only
Senator Hitchcock. We are undertaking to supersede the State,

and we are going to regulate it instead of the State.

Mr. Unteejiyee. On the contrary, you are not seeking to super-

sede the State. There is not a suggestion in this bill that under-

takes to say what the State may put in there by way of restriction

on that corporation except in so far as it deals with the quotations

when they get into the mails. The charter may be of any kind that

the State may determine. It fixes the status of the members. You
do not prescribe it, and you do not say anything as to the form of it.

Do not forget that you are dealing not only with the New York
Exchange but with exchanges all over the country. You are dealing

with every public market handling securities. You are saying that

no such market shall have quotations go through the mails unless it

is under State regulation, because being under State regulation is

some srrt of assurance to Congress that those will be genuine quota-

tions. That is the point. You rely upon the State to see that it is

properly regulated.

Senator Nelson. Su^Dpose, Mr. Untermyer, that the legislature in-

corporates the stock exchange, and suppose in that act of incorpora-

tion they insist upon other rules and regulations inconsistent with

those rules and regulations you prescribe in this bill. There might
be a conflict then between the State and this law, might there not?

Mr. XJnteemyee. There can not be, Senator Nelson, because
Senator Nelson (interposing). We can not dictate to a State how

they shall legislate.

Mr. Untermyer. There can not be any conflict, but you can dictate

what sort of matter go through the mails, as to what kind of quota-

tions you will take through the mails. This bill provides that no
quotations of a public market shall go through the. mails unless that

public market is incorporated, nor unless its charter and by-laws
contain certain provisions that are limited strictly to safeguarding
the genuineness of the quotations. All else is left to the State to

write into its charter. All that Congress prescribes is the conditions

on which the mails and telegraph may be used, and here it confines

itself to conditions that can be clearly seen are limited to the legiti-

mate protection of the verity of those quotations, so that the Fed-
eral Government shall not be made the agency through which frauds
are perpetrated on the country.

Senator Nelson. You do not understand me, Mr. Untermyer.
Supposing the legislature does incorporate the stock exchange, and
suppose thejr lay down in the articles of incorporation, or the law,

entirely different rules and regulations and say that the corporation
shall be subject to none others, and they were inconsistent with these

regulations, what would be our position then ?
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Mr. Unteemyee. Those quotations would not go through the
mails.

Senator Nelson. Then you would be holding up the State?
Mr. Unteemyee. Not at all. The State would be holding up the

Federal Government in trying to determine for the Federal Govern-
ment what sort of quotations should go through the mails ; that is all.

Senator Nelson. Would we not indirectly be dictating to the State
what manner of corporation they shall create ?

Mr. Unteemyee. On the contrary, Senator Nelson, the State would
be dictating to the Federal Government then what sort of quota-
tions the Federal Government would allow to go through the mails.
You are not doing anything in this bill, and I am not going to
analyze it in the little time I have here; you are not doing a thing
in this bill that goes in any degree outside the protection of those
quotations in interstate commerce.

Senator Hitchcock. Mr. Untermyer, you Avould desire vei y much
to regulate the issuance of corporate securities, bonds, and stocks?
Mr. Unteemyee. Yes.
Senator Hitchcock. Why not cut it short, leave out the stock ex-

change, and say that no corporation in the United States shall have
the use of the mails unless it complies with certain conditions.

Mr. Unteemyee. You could not do that. Besides the primary
purpose of this bill is to safeguard the quotations which involves pub-
licity of the affairs of the corporations whose securities are quoted.

There is no attempt here to regulate the issue of those securities.

Senator Hitchcock. Why not. Could you not refuse the mails
if they do not comply?
Mr. Unteemyee. I would rather not discuss that proposition now.

It is not before us. This bill is, as I said, intended to be a construc-

tive measure to safeguard quotations that go through the mail, so

that every man who buys stock of that kind will know that there is a

place where he can go and find out all about that corporation. That
is a legitimate and necessary exercise of the pcst-roads clause of the

Constitution. The result can be accomplished in no other way, and
it is not being accomplished by indirection. How far that vast power
under the post-roads clause may be used hereafter by indirection I

am not prepared to say.

Senator Hitchcock. You could say that no corporation shall use

the mails of the United States unless it has filed with the Postmaster

General a full statement and an estimate and appraisal of the value

of all of its property.

Mr. Ui<terj[yee. You do not think that would be unconstitutional?

Senator Hitchcock. You could say that no corporation shall use

the mails of the United States imless it complies with Senator Nel-

son's rule that none of its securities shall be issued except by par pay-

ment of cash. If 3'ou can get control of the corporations through in-

direction and over the New York Stock Exchange, you can get it

directly by providing the way in which they shall use the mails.

Mr. Unteemyee. These hypotheses are all beside the question. This

does not give jurisdiction over the corporations. It does not attempt

to do so. This simply gives jurisdiction over quotations, and over

the stock exchange as the agency that sells them and that keeps

control of them wherever they go. It has the right to deter-

mine who shall get them in the United States and where they shall
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go. The law is simply saying to the exchange, " When you sell

those quotations for distribution through the country you must see to

it. first, that they are not manipulated, and, secondly, that they are
supported by information, so that everybody can get that informa-
tion and not be deceived." The bill does not concern itself with the

corporation or its securities.

Senator Nelson. I want to call your attention to this language in

the bill

Mr. Unteemyer (interposing). I am going to take up the sections

of the bills ad seriatim.

Senator Nelson. I want to get this important point. Section 1

starts out by saying that " No letter, packet, circular," etc., " shall be
in the mails." Section 2, coming down to line 4, 1 want to call your
attention to that. Here is the requisite :

" Unless such exchange has
been incorporated under the laws of the State or Territory in which
its business is conducted or unless "

Mr. Untermtee. That should be " nor.'"

Senator Nelson. Go on. " Nor unless the charter "—that is, the

incorporation—" and by-laws of the exchange or the law under which
it is organized shall contain regulations," etc.

Mr. Untermyee. Eegulations of what kind?
Senator Nelson. Eegulations satisfactory to the Postmaster Gen-

eral.

Mr. ITntermyer. Oh, I beg your pardon ; regulations safeguarding
transactions of such exchange, the character of the securities dealt in

thereon, the genuineness of the quotations
Senator Nelson. I understand that. Here is the point: Is not

that dictating and saying to the State of New York that you must
incorporate these stock exchanges in this manner?
Mr. ITntermyer. I think not, Senator^Nelson. It is saying to the

stock exchange, " Your quotations can not be carried by the mail or

telegraph unless their genuineness is vouched for in these particular

respects : First, by the integrity that comes from State incorporation,

and, second, safeguarded against fraud in these particulars. Other-

wise they can not go through the mails."

Senator Nelson. What does this phrase mean, " Nor unless the

charter." That is the act of incorporation, is it not?
Mr. Unteejiyer. Yes.
Senator Nelson. " Unless the charter or the law under which it

is organized shall contain " so-and-so.

Mr. Unteemyee. Shall contain certain regulations safeguard-

ing
Senator Nelson (intexposing). Is not that dictating the manner

in which the State of New York shall incorporate the stock ex-

change ?

Mr. Unteemyee. I am trying to show that it is not.

Senator Nelson. Suppose the State of New York—I want to bring

this to a focus—suppose the State of New York says, "We will in-

corporate the stock exchange, but we will not incorporate it in the

manner required in this act," what then?
Mr. Unteemyee. The answer that the Federal Government makes

is this :
" We do not care how you incorporate it, nor what you put

in the charter, so long as you put in what we belieA^e to be safeguards
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tetionf
"^''''"'^"^''"* ""^ ""^ ^^^ ™'''^' ^''^ manipulated and false quo-

Senator Nelson. Suppose the State of New York will not do that?
Mr. Untekmyee. If the State of New York says, "We will not

put in the qualihcations or safeguards against the mails being used
lor frauds

;
then Congress says, " You can not use the mails to per-

petrate frauds." -^

Senator Nelson. What good does the incorporation do

«

Mr. Untermyer. That is of no consequence. The point about it
IS that Congress says that certain things are necessary to safeguard
these quotations. If those things are not complied with, those quota-
tions can not go through the mails. That does not apply to New
York alone. That would apply to Chicago and Boston and to the
curb and to every public market—that that market must be guarded
so that when its quotations go beyond the bounds of the State they
are safeguarded against fraud in a way that Congress considers
proper.

Senator Hitchcock. If Congress could dictate to the legislature
of the State of New York in that way, why could it not also say
that the mails of the United States would not be open to insurance
companies, unless the State in which they were incorporated had a
charter of a certain character?
Mr. Unitsemyer. I might answer that by this illustration: Con-

gress said the other day that liquor shall not be carried from a wet
State into a dry State. It is perfectly legitimate to manufacture
that liquor in the wet State, and yet Congress says it shall not go
beyond that State into the dry State.

Senator Bristow. It gives the dry State jurisdiction over it,

though.

Senator Hitchcock. That is vindicating the jurisdiction of the
State.

Mr. Untermyer. No; it is not.

Senator Hitchcock. Suppose it should say that no liquor shall be
admitted unless it passes laws regulating the sale of liquor in a
certain way?
Mr. Untermyer. I do not see where there would be anything

analagous in that at all.

Senator Hitchcock. You say that Congress can dictate to the
State of New York what kind of a charter it shall issue to the stock
exchange ?

Mr. Unteemy-er. I do not say that. I have said that Congress
can require certain conditions affecting the mails.

Senator Hitchcock. Why can not Congress dictate to the State of
New York what sort of law she shall have in regard to insurance
companies ?

Mr. Untermyer. I have not said, and I have constantly endeavored
to disabuse your minds of the impression that Congress may dictate

ihe sort of charter the State of New York may issue to the stock
exchange.

Senator Hitchcock. But you say, " If you do not do it you can not
use the mails."

Mr. Untermyer. Congi'ess not only has the right but it is its

bounden duty to say, " We are not going to allow any quotations of a
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public market to pass the mails that are fraudulent, and our test

that they are not' fraudulent is that they are safeguarded against

fraud in certain particulars. Unless they are so safeguarded they
shall not go through the mails." If that is not legitimate what on
earth would be legitimate ?

Senator Hitchcock. Then why would not this be just as legiti-

mate: Congress can prevent an insurance company from circulating

its advertising matter and its correspondence through the mails of
the United States unless the State in which the insurance company
is incorporated provides certain measures which will safeguard the
policyholders ?

Mr. Uni'bemyee. Because that has no reference to the purification

of the mails, the keeping them free from fraud.

Senator Hitchcock. There ma}^ be fraud in insurance just as there
is in the sale of stocks.

Mr. Unteemtee. But liere you are providing against specific acts

of fraud in this bill.

Senator Hitchcock. Why not provide for it in the insurance bill ?

Mr. Unteejiyer. I think Congress would have a perfect right to

say that two men could not get together in a fake company to insure
lives, and have their mail go through the United States riiails.

Senator Hitchcock. Provide that the letters of any insurance
company should not be allowed to pass through the mails unless the
State in which it was incorporated should provide that the rate of
premium should be a certain amount ?

Mr. Unteemtee. I do not think they could do anything of the
kind.

Senator Hitchcock. Because a lower rate would be an obvious
fraud?
Mr. Unteemtee. I think that is radically beyond the legitimate

use of the post-ofiice privileges.

Senator Hitchcock.
.
Is it any worse to defraud the holders of life

insurance than the holders of stock?
Mr. Unteemtee. That is not defrauding holders of life insurance,

to say that there shall be a certain rate of premium.
Senator Hitchcock. Yes. it is; on the theory if there was an in-

adequate rate there would not be sufficient funds to pay the widow
when the husband died. So for the protection of the widow Congress
could say that unless there shall be a sufficient rate of premium
charged the correspondence shall not be allowed to go through the
mails.

The Chaieman. I beg to remind the committee that Mr. Unter-
myer has only 30 minutes left, if he desires to take up the bill bv sec-
tion.

Senator Nemon. Could you not take a later train?
Mr. Uktermtee. No

;
I am going to Palm Beach, and I have made

my arrangements.
Senator Hitchcock. ^Ve have taken up everything else. I should

like to take up the bill for a few minutes.
Senator Bristow. I should like to take a few minutes. I should

like to know why we should not go to what seems to me to be the root
of it, and make the prohibitions relate to the companies that issue the
stock instead of the institution that deals in them. It seems to me
that is the root of the evil.
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Mr. Untermyer. The trouble about that is that the company is

not selling this stock. These quotations are not the company's
quotations. The company has nothing to do with it. It has parted
with the stock. This stock is sold in the public market. It is sold

(,n tliL' public exchange. The transactions of that exchange are being
carried over all the country. If they are false everybody is being
deceived. If they are manipulated all classes of people are being

taken in. The company has nothing to do with that. In most
cases the company does not market its securities on the exchange.

They are marketed before they get there. Therefore the only place

to prevent these frauds on the public is in the market where they take

place.

This subject has been given a great deal of thought and attention,

gentlemen, both by the House committee that prepared this bill, im-

der whose directions it was prepared, and by those who had it in

charge. There are certain minor criticisms that have been made
upon features of this bill that I think are well taken to some extent.

I have answered the objection to the first part, as to the incorporation

of the exchange. The next criticism I understood to have been made
was on the second subdivision on page 3. I would make a criticism at

the top of page 3, where provision is made for the kind of statement

that is to be presented on listing. I think it is difficult for a cor-

porate officer to state the value of property, especially railroad prop-

erty. It is a conjectural thing to some extent. I think that ought to

be modified to provide that it should be stated to the best of informa-

tion and belief of the affiant.

Senator Hollis. That would be understood, and must be, when you

are stating the value of a thing, that it can only be on information

and belief. That can not be a guarantee.

Senator Nelson. That is only an opinion anyway.

Senator Hollis. Yes.

Mr. Untermyer. Perhaps that is so.

Senator Pomerene. We have constantly the same thmg m prac-

tically every affidavit made to a national bank report.

Mr Uiv'termyer. Yes ; except that in the national bank you have

other ways of determining the value. But it is very difficult to de-

termine the value of the good will of railroad property. This sec-

ond section provides for a disclosure of all the contracts into which

a company has entered, and especially as to these which have been

made in the past. Mr. Milburn says it would be very difficult toi a

company, the securities of which are now listed, to return all the con-

tracts that have been made. The purpose of
thi\P^7V'«°ldtnter

point of it is to get at the profits of brokers and bankers and mter-

m' diaries, and this is almost a copy-I should not say m ^™i-cls-but

the principle of it is the same as the English companies act that re^

quires the fuUlest disclosure of every contract '^^'i, ^g[f"\^;^*',\ftj^
every intermediate commission of the banker or broker so that the

public may know what water there is m the transaction and ^.hat

profits the bankers and the promoters are gettmg.
,

Senator Nelson. You could get around his by W^l'^'^S that as

to the securities already listed this act shou d
f*

apply.

Ml- TTntfrmyer I think it should apply to all securities iistea

wiJimY gTvenXe I should say that all contracts made during
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the past five years, or -whatever time may be determined, should be
disclosed

Senator Pomeeene. What portion of this is taken from the
English companies act ?

Mr. Unterheyer. I do not say the phraseology in it is literally so

taken, but I mean that the principle of it is the same—I mean that

the English companies act required that sort of disclosure and re-

quires that all contracts shall be deposited at Somerset House.
Senator Hitchcock. That is what is in subsection No. 2?

Mr. Untermyee. Yes; the substance of it. It is not copied from
the Knglish act. I did not have the English law before me at the

time, but I am familiar with it, and this embodies the principle of

the act. So that subsection might be amended so as to qualifiedly

apply to corporations now in existence as to all their previous con-

tra ct.3, but it certainly should apply to all listings hereafter and all

contracts hereafter. I think that as to corporations, the securities

of which are now listed, it should ajDply to all contracts made within

a given time. You would not have had the Frisco performance if

you had had a law of this kind. It could not have taken place. Do
you suppose you could have had any of this New Haven scandal

under such an arrangement as this, if a stockholder could go in and

find out what those men paid for those properties, the grossly ex-

aggerated prices at which they took them in in order to get rid of

competition? Nobody would have bought the stock. Don't yon

suppose a financial paper, or some other paper with courage, would

have been found to make it its business to examine those contracts

and I'xpose this sort of thing? They would not have gotten beyond

the first purchase. That sort of examination of and comment upon

the prospectuses and contracts of new companies is consistently made

in England.
Senator HncHcocK. The contracts would have to show the profits

of the intermediaries?
Mr. Untermyee. Yes; and would have to show the price for each

property, which has never as yet been required to be shown. It now

appears that among the many wildcat New Haven purchases some

steamboats were bought at an exaggerated price. Then the steam-

boats M'ere taken off the I'oute and sent to the Pacific Ocean or some-

thing of that kind to avoid the competition that they were making.

All that sort of thing Avould have been exposed in time, the New
Ha^en stockholders would have learned of the criminal use that was

being made of their property and credit in time to have stopped it,

not one of those scandals would have happened, not a stockholder

would have been hurt if you had had some sort of regulation of this

kind requiring publicity as to the character and value of the pur-

chases that were represented by the new securities sought to be listed.

Senator Hitchcock. Take the case of a steam railroad that is in

existence. Suppose it should buy a property of that sort

Mr. UNTER:MyEE (interposing). If it issueci stocks for it?

Senator Hitchcock. It might not.

Mr. Untermyee. But a corporation can rarely buy a big property

without having to issue stock or bonds to pay for it. They have no

money in their treasury for those purposes.
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They always issue bonds or stock for that specific purpose, and
when it came to listing the new security the cat would be out of the
bag.

Senator Hitchcock. They do not always issue stock for that
specitic purpose?
Mr. Untermyee. Yes, as a rule; bonds or stock if they make a big

purchase. If they issue bonds or stock for any purpose' that stock is
listed, and if it is not listed people would be yery suspicious and
would want to know why not. If it is listed it will haye to be based
on a statement of all the facts, under this proyision.

Senator Nelson. Does the listing state the amount of stock out-
standing?
Mr. Unteemyee. Yes; under this proyision.
Senator Nelson. Does the listing state the amount outstanding?
Mr. Unteioiyee. Yes. It has to state in the listing what the con-

sideration is for the securities for which listing is asked.
Senator Nelson. I think on a piece of property of that sort they

not only issue stock but they issue a lot of water with it.

Mr. Unteemyee. Not nowadays to any great extent in railroad
properties. They may have to sell the securities at a discount.

Senator Nelson. I do not think they have gotten over it.

Did you hear Mr. Page yesterday?
Mr. Unteemyee. Yes; I heard Mr. Page. I was very much in-

terested in what Mr. Page had to say, because he was one of the mem-
bers of this Hughes Commission, and it confirmed my views as to

the work of that commission and as to the great advance we have
made in our point of view since 1909 when that report was made.

Senator Nelson. Pie justified watering the stock.

Mr. Unteemyee. Yes; I was especially interested in his sugges-
tion that he opposed incorporation of the New York State Stock
Exchange by the State of New York, because he did not think the

superintendent of banks should have control over it. He did not

tell us what official he thought should supervise it. Every time you
want to do anything to regulate these great institutions, no matter
what form it takes, there is some objection to it. They all know rea-

sons why it should not be done in the way proposed but, as in this

case, the objectors have no way to suggest in which it may be done.

They never have anything constructive to offer. I think it is now
very generalh^ conceded that there can be no such thing as effective

State control of these exchanges, and that Federal control is the only

way of securing uniformity of regulation over the distribution of

the quotations. Yet nobody offers any solution in place of that pro-

vided by this bill, and I venture to say nobody can, so we are rel-

egated ito the alternative between this system and none at all. 1

think that this system is ideal. Let some one improve upon it.

The Chaieman. Is there some good man founcl to give a voice to

that objection?

Mr. Unteemyee. Yes; there is always a good man to be found to

give voice to criticism of every reform, but not to suggest an im-

provement on it.

Let us examine the next objection that Mr. Milburn urged.

Senator Nelson. The last part of paragraph 2—a part of that-

could be modified to apply to future cases ?
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Mr. Unteemyek. I do not think it should be limited to future
cases, Senator Nelson. I think it should go five years back. Stock
should not remain on the list as to which you can not get a disclos-

ure for sometime back, because those are the stocks that are being
dealt in rather than the new ones and while you might not desire,

and it would not be possible to go very far back, you ought to go
back so that anybody who is buying the stock now on the list would
have some knowledge of what is is buying.

Senator Nelson. Let me ask you here—I want to get at this prac-

tically, Mr. Untermyer—can not we better reach a remedy on this

stock-security question for requiring all corporations that are en-

gaged in interstate commerce to take out a Federal license—the fee

might be nominal—and put them on the Federal book, as you might
say, and then require those corporations that are thus put on the

Federal book to submit to the Department of Commerce, or any de-

partment we might confer jurisdiction upon, and present evidence

with their application for additional stock issue or bond issue, and

let it be jjassed upon and not allow any to be issued unless approved

by such department?
Mr. UixTEEMYER. I do not think that would interfere at all with

the freedom of movement of the stock on the stock exchange.

Senator Nelson. Would it help it?

Mr. Unteemyee. I think everything that you do in the way of

publicity will help.

Let me explain at this point why this subject of the control of

quotations and their regulation against fraud and manipulation can

not, as has been suggested, be accomplished through the medium of

the Interstate Commerce Commission, or of any trade commission, or

in any possible way except through the mails and telegraph. Many
of the largest and most important bond and stock issues of corpora- .

tions and of those most largely dealt in for investment, specu-

lation, and manipulations are the securities of strictly State cor-

porations that do no interstate business, and that can not, there-

fore, be brought under the jurisdiction of any of these commis-

sions. This is true of securities that are listed, not only on the

New York Stock Exchange but on all the large exchanges. In-

stances that come to mind at the moment are such as the Inter-

borough Co. and the Rapid Transit Co. that operate the subways,

elevated roads, and surface lines of New York City, that will to-

gether have over five hundred millions of securities; Consoldiated
Gas Co., of New York, that controls the gas and electric companies;
The New York Central Road; and a vast number of mining and
oil companies that operate wholly within a State and sell their prod-
uct within that State to a selling or distributing company. The se-

curities of these companies, amounting to billions of dollars, are

listed and quoted and sold all over the country. How could they
or their quotations be reached or supervised by any Federal enact-

ment or commission?' An analysis of the subject will demonstrate
how futile is all this talk about dealing with this question in any way
other than that proposed. Besides, it is the only direct and legiti-

mate way.
May I now go on to discuss the next objection that has been ad-

vanced ?

Senator Nelson. Yes; go on.
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Mr. Untermyee. I think the next suggestion was as to page i, as
to striking stock off the list. We have discussed that sufficiently.

There is no reason why the minority stockholders should not have
a remedy against striking stocks off the lists if it has been done for
an improper purpose. There is no reason why such action should
not at least be subjected to the review of the court or why it should
be done in secret without notice to anybody.

Senator Pomerene. How would you distinguish between a proper
and an improper purpose?
Mr. Untehmyer. That is for the court to determine. Unless the

court can see some valid objection to the action of the exchange, its

actions will not be reversed. I buy a stock to-day that is listed. I

borrow on it. I wake up in the morning to find that it is off the list.

Why? They say, because John Smith has bought nearly all the
stock, and there is only so much out. What have I to do Avith that?
What difference does it make if there is not a great amount of it out?
They say, you can make a corner in the stock. What does a corner
mean? It means that some fellow sells the stock short and is not
able to deliver it. That is a corner. In other words, in order to pro-

tect the gambler—the speculator who sells something he has not got—
am I to be denied the listing of that stock on the faith of which I

bought it ? There is something wrong about any such theory. There
may be some good reason why it should go off the list. If there is,

they should justify it in court. I have never seen a justification or

decent excuse yet ; there is none. It does not protect anybody to take

it off the list. It does not protect them against anybody. It injures

me who bought it because it was listed. I am likely to have it thrown
out of the banks, and then where can I go and sell it? Only to the

fellow who has the rest; that is all. They drive me out of my
market and put me into the hands of the man who has cornered the

rest of the stock, and I must sell to him at his price. I have nowhere
else to go. That is just what they have been doing.

The next suggestion that Mr. Milburn made was as to subsections

(e) and (/). I did not know you had made any objection to the end
of that.

Mr. MiLBtnRN. It was that they are to report the profits of any
transactions which a corporation may have with any other corpora-

tion in which a director is interested.

Mr. XJntermyer. I think Mr. Milburn is right about that. I think

his criticism is well taken up to a point. The bill should not go so

far as to apply to any director who is interested. I think it should

apply to directors and not to any person who may have a small stock

interest. It would make it unworkable. But I do think it is of

the utmost importance that there shall be a full disclosure of what
directors make out of their corporations.

Senator Hollis. And the exact amount would not be so important

as to have it somewhere near so that people can see what it is.

Mr. Untermyer. Yes ; so it can be found out what they are doing
with their corporations. The morale of dealings by directors with
their corporations in this country is no more like it is in other coun-

tries than night is like day. A director in an English company
would never dream of dealing in the stocks of a corporation of which
he is a director. He would be thrown out in a minute. And the

same is true of Germany and France.
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The Chairjian. Was there not a great scandal there because one
of their ministers was supposed to be dealing in Marconi stock?

Mr. Untersiyer. No ;
that is not right, so far as concerned .the

cabinet minister. His brother was connected with the company, not

he. It was a A'ery unjust accusation, by the way, and I happen to

know. He was not a director. He was innocent of wrong and was
vindicated. But the point is that in Germany and France they pay
their directors substantial salaries, as tliey ought to do here. We
will never get proper corporate administration until we do so. A
director has no business to be dealing in stocks of his own corpora-

tion, and that is the reason there is a provision in this bill to the

effect that he shall not sell stock of his own company without pre-

vious notice and without noting it afterwards upon the minutes.

That is one of the mctt salutary provisions in the bill. In other

words, the quotations of the securities of corporations that go

through the mails, based on transactions in those securities, are con-

ducted by the inside manipulations of their officers on advance in-

formation involving lifting of prices, creating big markets when the

insiders know they are going to make a bad showing and are seeking

to get rid of their stocks, and doing other things in the way of juggling

with stocks, on advance information, is one of the greatest cor-

porate evils. Whj' should not a man who is a director in a corpora-

tion tell his codirectors when he wants to get rid of his securities or

to buy others ? That would at least put everyone on his guard as to

what is happening.
Senator Holljs. That comes under the head of regulating cor-

porations ?

Mr. Untermyer. No; I think it comes most distinctly under the

head of putting only honest quotations through the mails. The most

prolific source of manipulation and its most successful phase comes

from getting information from those who are on the inside, from
their ability to deal on the market with the securities of their cor-

poration. Those are the things that go to the public and on which
the public all over the country acts. When an insider is known U>

be buying or selling the uninformed public is likely to follow him,

because he is supposed to know. If he has secretly accumulated stock

on what he knows, he intends to do, or on what is to happen he has

exceptional facilities for unloading on the public. That is not a

matter of inside regulation. It is a matter of the purity and honepty
of those quotations that he should not be allowed to use his trust

position to deceive the public. It is essential to honest quotations
that the insider shall not be doing any secret manipulation with the

stocks of his company, that he shall be in the open and make an-

nouncements to his board when he wants to deal in his securities.

Why should he not? He is a trustee; he has information of what
the corporation is doing or what it is going to do before anybody
else has. If they are going to buy a big property he Imows it. If
they are going to do something that will add to their profits he
knows It before anybody else. He is the man who utilizes the stock
exchange for these illicit purposes. No quotation of a corporation
which permits that to be done should be carried through the mails,
because that is prolific of fraud. That is not a regulation of the cor-
poration at all. That is a regulation of the honesty of these quota-
tions. Many of the vast predatory fortunes of recent years have been
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filched from the public in that way. The famous manipulations in

Amalgamated Copper by which Rogers and William Rockefeller
filched tens of millions from the public were made possible in that
way. The story is dimly suggested in the testimony of the Pujo
committee. The death of Mr. Hogers, the inability t(j examine Mr.
Rockefeller, and the- short memory of the other partners made it im-
possible to get the rest of the story. But it is well known.

I am prepared to defend every provision of this bill.

Senator Hitchcock. That relates to the honesty of the manage-
ment of the corporation. That does not affect the price of the stock.

It affects the control of the corporation in the interest of the stock-

holders.

Mr. Untermyee. On the contrary, it directly affects the quotations
of that stock.

Senator Hitchcock. But it is chiefly the stockholders who are
suffering if the directors play false?

Mr. Unteemyek. It is not a question of the director playing false.

He may not hurt his corporation at all. In fact, the corporation is

not affected by it and has nothing to do with it except as a pawn in

the operator's game. What he is doing is to use the stock markets
of the world on which to load up with or unload stock on advance
information that he has. That does not touch his corporation. His
corporation has no relation to it. He has information, good or bad.

Before that gets out, if it is bad, he uses the market to unload. If

it is good he loads up in advance, puts out rumors and unloads.

Senator Hitchcock. He could do that if there were no stock

exchange.
Mr. Unteemyee. I should like to know how or where. He can

only do it through disseminating these quotations over the world and
getting people from elsewhere to come in. New York does not sup-

ply all the purchasers. New York brokers are not supported by
New York transactions. The whole civilized world pays tribute to

our manipulators.
Senator Hitchcock. There are a large number of stocks that are

not on the exchange at all.

Mr. Unteemyee. These stocks that are not on the stock exchange
are not active stocks. They are not and can not be made the subjects

of active manipulation. The machinery of an open market is es-

sential to such operations. The suggestion that manipulation is com-
paratively rare, is simply ridiculous. In active times when pools and
syndicates are operating it constitutes, in my opinion at least, one

quarter of the entire dealings. That is a very conservative statement.

At one time or another there are pools or syndicates engaged in ma-
nipulating almost every active stock. I venture to assert that more
money has been made by the insiders in that way out of United

State's steel and amalgamated copper than in all other ways com-

bined. There are a few stocks on the curb like the Standard Oil

stocks, because they have never been willing to make any kind of an
exhibit of their affairs, I suppose. But apart from that there is no
activity in the stocks off the curb. There is no such thing. You
can not get an active market. Why ? Because you can not get people

to lend on them. The banks will not lend on them. If you live in

Omaha and want to buy 100 shares of stock on the stock exchange,

your bank looks in the paper and sees Avhat it is quoted at, and it
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will not lend you any money if it is not quoted on the exchange. It
will probably not lend you money unless it is on your own credit.

So after all it is only a question of quotations. You get at the root

of the evil.

Senator HnciicocK. Prof. Emery"; testimony yesterday indicated

that when the stock exchange was regulated in'Grermany the result

was that the business was driven into the big banks and there was less

reliability and less regulation of the stock quotations than there was
before, and the investing public was in the hands of the banks and
had no protection of public quotations.

iMr. U>'TEEMYEE. I am not very familiar with that German legis-

lation. I have heard a great deal of it. I have discussed it in

Germany with some people. But I have not studied it. I under-

stand that the purpose of the German legislation Avas to stop all

speculation. Tluit is what it was intended for.

Senator iHiTCHCocK. To limit it ?

Mr. UxTEKiiTXE. Xo: to sf^p it: but it did not stop it. Any bill

that attempts entirely to stop speculation is botmd to fail. The stock

exchanges of France and Germany are under complete Government

control. They are very rigid in their listing requirements.

Senator Bei.^tow. I am interested in this scheme to defraud on the

part of the director who understands the inside of his company, and

I should like to get at that in some way if I cotdd, in helping to

enact a law. But if he can do that, and no damage, and these di-

rectors of the stock exchange not know anything about it

Mr. U^TEi!5iTER. He can not continue that game under this bill

if it passes. The stock of a corporation of that kind can not be

listed. Xo man will be allowed to act as a director unless he pledges

himself that he will not deal in stocks without notice.

Senator Xelsox. But what account is the pledge of a man who will

commit a fraud ?

Mr. UxTER5ii-EE. Of course he could go away with all the money

of the corporation for that matter : but it is not now a fraud for a

man thus to exploit the public through his position. If you make it

practically ruin for a man to do it you will check it to a large extent.

You can never pass a law that will not be violated. Now, if you make

this sort of thing unlawful and reprehensible—it is done more often

than we imagine—you will accomplish much. Just now it is con-

sidered clever.

Senator Beistow. I believe that, you know. I am not at all averse

to accepting 3^our statements on that.

INIr. Unteemtee. Most of these mild manipulations, or a great

man}^ of them, have come about in that way.
Senator Beistow. It seems to me when we are dealing with this we

ought to devise some means at getting at the root of it instead of

going at it in what appears to be a more or less superficial way.

Mr. UxTEK^rYEE. You can get at the root of it in this way as in

no other way. It should be made a crime, but that rests with the

States, and these men are too jDowerful in the States where these

performances should be made crimes. It can be accomplished only

through the agency of the stock exchange, and that it where it should

be stopped. If the securities of a corporation can not be listed unless

this form of manipulation is forbidden, you will go far toward stop-

ping it, because, if you pass a law saying it shall be criminal for any
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corporation engaged in interstate commerce or any such director
connected with any such institution, to buv or sell his own securities
without notice, as this bill provides, they might do it anyway, iust
as they might do it now anyway. This is a greater penalty than any
you could impose under the Federal law, in my opinion.

Senator Hitchcock. That would hurt the stockholders ; that would
punish the small stockholders who are entirely innocent, would it
not ?

Mr. UN-rEEMYEE. If you take it off the exchange, it does.
Senator Hitchcock. So you punish the stockholders for the sin

of one director.

Mr. Unteemyee. This bill provides that no stock shall be listed
or carried through the mails whose directors are not prohibited from
doing that by the charter; that is all. If a director does it, the rem-
edy is to put him out.

Senator Hitchcock. Then you punish all the stockholders ?

Mr. Untermytse. No; you 'do not strike the stock from the list.

In other words, that corporation has violated the condition of life
under the charter through this director, and the corporation must get
rid of him or else lose its corporate life. It is about as effective a
corrective as I have been able to find. It is a very important crying
evil and one that ought to be protected against! because when the
insider buys or sells people follow him. as he is supposed to know.
When the outsider buys or sells he does not have anytliing like the
same following.

Let us take the next paragraph. What is the next paragraph to
which you referred, Mr. Milburn? We have (b), which I think
ought to be limited somewhat, (c) I think was objected to. That is

with reference to striking off the list.

Mr. MiLBUEN. (e) and (/).
Mr. Unteemyee. One of those has reference to rehypothecation

nnd the other has reference to lending stocks. I have sufficiently dis-

cussed the one as to lending stocks to meet short sales, on the ground
that it would limit short selling Avhilst without destroying it if the
broker were not permitted to lend his customer's stock in order to sup-
ply short sales and if the broker were not permitted to use the stocks
that are with him as collateral by his customer for any greater sum
than the customer owes him. That would also prevent the broker
from speculating and gambling with his customer's money.
As the situation has stood until this act of 1913, if I owed a broker

$500 on $1,000 worth of stock he could borrow as much as he chose
on it. He can now do the same thing with my consent. I am the

debtor and he is the creditor and he is required to get my consent,

which he of course gets. Ordinarily as a speculator I have no alter-

native.

Senator Hollis. He gets your consent on a slip when you begin
to trade with him, does he not ?

Mr. Untebmyee. Yes ; he gets a general consent on a ,
slip, not a

consent on each transaction ; tut if he could not do it in that way,
he could only borrow Avhat I owed him and he could not use my capi-

tal to speculate with himself.

The evidence before the Pujo committee of the former president of
the stock exchange, Mr. Sturgis, an influential governor, was that

30578—14 27
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he admitted that one-third of the transactions on the exchange are
brokers' speculations among themselves; not for customers at all,

Bnt just brokers' business. I believe, and a good deal of that is con-

ducted with the customer's money. Of course in many cases the
broker carries the customer, and there are other cases in which the
customer, to some extent, carries the broker. It should not be possi-

ble for the broker to speculate with his customer's money or secur-

ities. If you want to limit speculation in any way, it should not be
possible for the broker to borrow more than is due him on that se-

curity.

I went into that the other day in opening this discussion and I am
not going to take any more time on it, because there are some other

things that have been discussed to which I would like to make reply.

The main objection that has been made to this bill, and the one

on which Mr.^Iilburn placed greatest stress is the one which I think is

fehe most valuable feature in the bill and without which the bill

would be of little use as a mea>ure for safeguarding quotations

against fraud. That is subdivision (g). that gives to the Postmaster
General the power that the governors of the exchange now have to

examine the books of the brokers with respect to their stock exchange
transactions. It should be limited to stock exchange transactions, so

that the broker or the banking house or brokerage firm of which he is

a member, can keep bocks of stock exchange transactions entirely

separate from their other transactions. Those and those alone should

be open to the inspection of the Postmaster General, as they are

DOW to the 40 governors of the exchange. Mr. Milburn says that is

an infraction of human liberty and in contravention of the Constitu-

tion of the United States. There are a great many classes of people

in business whose bcoks are open ti) inspection in cur State, such as

pawnbrokei's, real estate bi'okers, antl others. I have named i;

dozen different classes of people whose books are open to inspection

ijy public authority and they are nothing like as responsible and in

as public a business as that of the stock broker. The testimony
before the Pujo committee showed that many influential members
af the stock exchange carried their large customer's accounts by
number and not by name. They were nut on the brokers' books by
name at all, they were just carried by number.

Senator Xelson. That appeared up there in 'the Sulzer case at

Albany.
^Ir. UNTEEMrEE. That was nothing new.
Senator Xelsox. An account there was carried by number.
Mr. Unteemyee. Yes. Many accounts are carried by number. 1

jfo not know that the Sulzer uccotmt had reached the dignity of

Being carried by number. It was a piker's account.
Senator Nelson. What was the purpose by carrying by number^
Mr. Unteemyee. So a man could speculate without anybody know-

ing it. Gov. Sulzer's account was so small in amount that it was not

entitled to. a number; it was only entitled to a name.
Senator Hitchcock. It was only a fraction ?

Senator Nelson. Does not the broker know the name?
Mr. Unteemyee. les: but none of the people in his office know it.

It is very well to pass laws against manipulation, gentlemen, but

you have to find some way of reaching it. Manipulation is the cry-

KQg evil of the stock exchange to-day, and always will be until
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there is some vc&y of reaching it. The go\ernors of the exchange
van reach it now if they want to, because they can go into the books,
but manipulated dealings constitute a large part of the business of
the exchange, in my opinion. I have said so again and again, that
it is a very large part of the business. It is not to the interest of
the members of the stock exchange to stop manipulation.

I want to read to you from the testimony of Mr. Sturgis. Every
witness from the exchange who was interrogated before the com-
mittee on that point attempted to defend and justify manipulation.
We are not talking about speculation; we are not talking about short
selling. "We are talking about manipulation which is dishonest
speculation, notwithstanding the protestations of these gentlemen to

the contrary.

Senator Nelson. What was their defense of it ?

Mr. Untermyek. I will give it to you out of the mouth of a former
president and most influential governor of the exchange.

Senator Nelson. I thought you might state it briefly.

Mr. Unteemyee. No; I would rather give it in the words of the
witness [reading] :

" There is a clai?s of business, liowever, wliicli is legitimate upon the exchange,
and may be described briefly as follows : If a member, in good faith, gives to a
broker an order to buy a certain amount of stock, and the said member gives
to another broker, in equally good faith and with no collusion between the two
parties, an order to sell a certain amount of the same stock, and those two
orders are executed upon the floor of the exchange and commissions paid, and
every requirement of the law met, such a transaction is not illegitimate."

You made that answer, did you not?
Mr. Stubgis. Yes.
Mr. Untbbmyeb. After considerable deliberation?
Mr. Stubgis. Quite true.

Mr. Unteemyer. With your associations?
Jlr. Stubgis. Quite true.

Mr. Unteemyer. And under the advice of counsel?
Mr. Stuegis. Quite true.

These were answers that were made to the Hughes commission to

written questions.

Senator Nelson. To the Pujo committee?
Mr. Untermyee. No; to the Hughes commission, which I interro-

gated him about before the Pujo committee. He is one of the im-

portant men of the stock exchange.

Senator Hitcpicock. Was the testimony before the Hughes com-
mission taken down in shorthand?
Mr. Unteemyer. There was no testimony, so far as we know.

There were written questions put by the Hughes commission to the

governors of the stock exchange, and the governors got together and
took some weeks, I believe, to answer them. They sat in their rooms
in secret session and framed these answers with the aid of counsel,

so that they were quite deliberately done, and so I thought that was
the better way of getting their point of view [reading] :

Mr. Untermyee. Do you adhere to that statement?'

Mr. Stuegis. I adhere to that statement.

Mr. Untermyee. Then, if I understand you. if a member of the exchange

gives an order to one broker to buy and to another broker to sell the same
stock at the same time

Mr. Stuegis. An outside party?

Mr. Unteemyt:e. No ; a member of the exchange.
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Mr. Stuegis. Xes.
Mr. Unteemyer. If a member of the exchange gives to one broker an order

to buy 1,000 shares of stock and an order to sell 1,000 shares of the same
stock, and both those orders are executed

Mr. Stuegis. By different brokers?
Mr. Unteemyeb. By different brokers.
Mr. Sturgis. And a commission paid?
Mr. TJnteemyee. And a commission paid—which seems to be Important.
Mr. Sttjrgis. A'ery.

Mr. Untebmyer. That you consider a perfectly legitimate transaction?
Mr. Stetjgis. That is not illegitimate.

Mr. Untebmytjb. You think It is legitimate?
Mr. SirRGis. I do; providing as I said here in this article, that there is no

kno\Yledge and that the orders are given In equally good faith, with no collu-

sion between the two parties.

Mr. Unteemyee. What Is the purpose of the broker who gives an order to

buy and an order to sell the same amount of the same stock at the same time,

not letting the buying broker know what the selling broker is to do?
Mr. Sturgis. He may have two customers.
Mr. Unteemyee. Suppose he has not got two customers?
Mr. Stuegis. That is a supposition that I do not care to go into.

Mr. Unteemyee. But you know that is the rule, do you not?
Mr. Stuegis. What rule?
Mr. Unteemyee. That when those buying and selling orders are given in that

way, they are given for the purpose of manipulating stocks to a higher or lower

level of prices?
Mr. Sturgis. No. They are sometimes given jiurely to make the market active

in dull times.
Mr. Untermyee. They are given to make the market active?
Mr. Sturgis. Sometimes.
Mr. Unteemyee. What would be the purpose of a broker giving an order to

sell 1,000 shares of stock and an order to buy 1,000 shares of stock at the same
time, and paying commissions on both orders, just in order to make the market
active? What could be the purpose?
Mr. Sturgis. Just that.
Mr. Unteemytsr. What interest has he in making the market active?
Mr. Stuegis. His clients may have large interests In those stocks.
Mr. Untermy-eb. It is for the purpose of either increasing or reducing prices,

is it not?
Mr. Sturgis. Not necessarily.
ilr. Unter^iyeb. It is not for the purpose of keeping: them at the same price,

is it?

Mr. Sturgis. It is for the puipose of makins the uiiirket active.
Mr. Unteemyer. For the purpose of making it seem active?
Mr. Sturgis. For the pin-pose of making it seem active, if you prefer it that

way.
Mr. Untermyer. When it was not active at all:
Mr. Stuegis. Possibly.
Mr. Unteemy'ke. Do you think that is legitimate?
Jlr. Sturgis. I do.
Mr. Unteemy'ee. You do?
Mr. Stuegis. Yes.
Mr. Unteemyee. What is his purpose in making it appear that the market in

that stock is active when it is not active?
Mr. Stuegis. Il' you could increase the value of a very large asset by speud-

mg a very small amount of money to advertise it. perhaps you would do it.

Mr. Unteemyee. Then, you think it is just paving commissions in order to

get a higher level of prices?
Mr. Stuegis. Not a higher level necessarily, but to get activity. Perhaps it

IS a new enterprise desirous of advertising to bring it before—what vou might
call before the community.

Mr. Unteemyee. For the purpose of inducing them to buy?
Mr. Sturgis. Not necessarily. Perhaps giving them an opportunity to sell.

It works both ways.
."\Ir. Untee^iyer. But for the purpose of inducing them to deal ?
Mr. Stuegis. It is to make the market active.
Mr. Untermyee. To make it appear active?
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ilr. Stvhc.is. Yes; to make it appear active, if you prefer to put it tbat way
Mr. Untekmyer. Wheu it is not active. Tliat you consider is .i legitimate

tiling?

Jlr. Sturgis. I think I have so stated.
Mr. Untermyee. That was what you meant, was it, by this phrase I have

read ?

Mr. Sturgis. That is what this article reads.
Mr. Untermyee. Let us analyze that for a moment to see what the effect of

it is. The effect of that is, is it not, to either get a higher or lower level of
prices in that security?

Jir. Sturgis. Mr. Untermyer
Mr. TJntermy):r. Is not that what is the effect oi it?
Mr. Sturgis. That is entirely the act of an individual. I can not testify to

that. I do not Icnow what the intentions of individuals are.
Mr. Untermyer. That is what it is done for, is it not?
Mr. Sturgis. I can not answer that question.
Mr. Untermyee. But when you were active in the brokerage busiues.s is it not

a fact that you frequently acted for pools or syndicates
Mr. Sturgis. My personal business is not under investigation.
Mr. T'NTERMYER. Wait a minute. You frequently acted for pools and syndi-

cates that wanted to make au active market and get a higher level (if prices for
given securities, did you not?

Mr. Sturgis. You refer to my personal business?
Mr. Untermyer. I refer to the business of your lirui.

Mr. Sturgis. I must respectfully say that I am not at liberty to jiuswer such
a ques'ion.

Mr. Untermyer. Bo you say that you do not understand that? I want to
know whether it is not a fact that that was a class of business dune, not only
by ynur house, hut by jiractically every house in New York?

Mr. Sturgis. I am not prepared to say whether it was or was not.

Mr. Untermyer. You have acted for pools and syndicates, have you not?
Jir. Sturgis. My own personal business 1 am not here to discuss, I think.
Mr. Untermyer. I can. see no objection to that question, Mr. Milburn.
Mr. Milburn. Why go into his personal business?
:*lr. Untermyer. I am not going to ask him as to any particular transaction.

I am only asking him for his experience.
The Chairman. He is aslcing for his expert knowledge. Put the question on

that alone. It can be illustrated by his own business.
Mr. Untermy'er. I can see no iiossible objection to my question.
Mr. Milburn. All that Mr. Sturgis is objecting to is to speaking of liis own

personal business in which he was engaged. He can give you the infor-

mation.
Mr. Untermyee. I am not asking, you understand, Mr. Sturgis, for any par-

ticular piece of business conducted by your firm. I am simply asking for the
general trend of business within your experience.

I ask you whether it is not within yonr experience that transactions of that
kind have been very common?

Mr. Sturgis. I would rather reply upon my answer as made in the book
which you ha\e before you.

Jlr. Unteemy-er. Your answer made in the book is not of any consequence
here, Mr. Sturgis, because there are a great many answers made in that book that
we are going to discuss with you, if we have time. They were made in con-

ference with counsel framing them with you. I want your answeis on the
witness stand.

Now. will you not tell us whether or not when you were active in business
it was not then, as it is now, a common experience for pools and syndicates to

manipulate the prices of stock for the purpose of getting a higher level, or a
lower level sometimes—sometimes to manipulate them for a higher level and
sometimes to manipulate them for a lower level of prices?

Mr. Sturgis. You mean to exclude my own interests and affairs from your
question?

ilr. Untermyer. You may exclude your own business affairs and give us

your general experience, ^^'e do not care whether you include your own busi-

ness affairs or exclude them.
Mr. Sturgis. So far as my own personal affairs are concerned I have no tes-

timony to offer. As far as general hearsay evidence is concerned I should say, in

answer to your question,' that It was.
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Mr. Untekmyer. But is not that confirmed?
Mr. Sturqis. It is hearsay evidence.

Mr. TJnteemyer. But is hot that hearsay evidence confirmed by your personal
experience? *

Mr. Stubgis. It is not.

Mr. Untermybr. That leads me to ask you again : Have you not conducted
such transactions?
Mr. Sturgis. Again I say that I do not thinlj my personal interests are under

discussion.
Mr. Untermyer. I can not see any possible objection to that question. Do

you, Mr. Chairman?
The Chairman. It seems to me the vcitness's attitude is that of an expert,

from long experience in the Street, and he could be asked as to the effect of

certain transactions or certain actions in the Street. Whether that came to him
from his own personal experience or from his observation of the business of

other people, it is perfectly competent coming from him as an expert.

Mr. MiLBUEN. I understand that he has testified in that regard in saying that

from all that he has heard, and the experience that he has had there, such things

have been done. That is what he has answered. That is exactly what he has

said.

Mr. Untermyer. If he says that, very well, then. That is all we want.
Mr. Stubgis. That is all what I have said.

There is a mass of other testimony from other witnesses of the

stock exchange to the same effect—I will not say there is a mass of it

;

there is some of it ; there is also some from a man named Moss, who is

an expert accountant, and who has made a specialty of examining the

books of failed brokerage concerns, and who testified concerning the

way in which these manipulations are conducted.

I say that is the crying evil of the exchange. That is the main
difficulty in the way of reforming the stock exchange to-day.

Senator Hitchcock. They do the way these pawnbrokers down on

Pennsylvania Avenue here do; they get in some friends, and have a

sort of an auction effect going on in their business ?

Mr. Unteemtl-ee. Yes. These things are not done for that purpose

alone. They are thought by these gentlemen to be legitimate. There
are many things that were thought legitimate by them in the past

that they no longer deem legitimate. This is one of the things they

have not been able to get away from, because it is too important a

part of the business. They think it is perfectly legitimate to make a

new stock look active by forming a syndicate in it and trading on both

sides of that stock. I think it is a very dishonest practice, but you
can not get them to see it. They think when a syndicate has a block

of stock to dispose of it is perfectly right to hire a broker, and let him
give orders on both sides of the market, get up excitement in that

stock, and sell it. But that is the least objectionable form of ma-
nipulation. The phases of it are innumerable. All of them are dis-

honest. The public is always the victim.

Senator Net.son. Youi- remark indicates to me that we should send

missionaries there instead of to Africa.

Mr. Untermyer. I think they would be more successful in Africa.

[Laughter.]
If you want results, I think the missionary work has got to be done

right here in Congress, Senator Nelson. I think these gentlemen as

law-abiding citizens will abide by such legislation as is passed here.

Senator Nelson. We hope so.

^Ir. Untermyer. When the agitation was created through the

country by the Pujo investigation they felt they had to do something

in New York State, and so they put up a set of bills that were about
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as ineffective as anything yon ever saw. I have shown you that one
of them—that headed "Manipulation"—only does not touch manip-
ulation at all. It really applies only to fictitious sales. This bill cor-
rectly defines manipulation. It is not accomplished through fictitious
transactions but through actual transactions, where there is a change
of ownership. Xo fair-minded man can object to that definition.

Senator Hitchcock. Senator Xelson asked you some time ago to
specify the evils which continue to exist to-day, and you did not
really do it.

Mr. Unteemyee. That is the primary evil.

Senator Hitchcock. That is, they are now manipulating stocks?
Mr. Unteemyee. The manipulation of stocks is constantly going

on on a tremendous scale in active times. It may partially subside
for a month when the market is inactive, when conditions are not
right and the public is not interested ; but it always goes on again as
soon as speculation revives, and will go on until a law stops it.

Now, as I say, there was such an assault upon it by the Pujo com-
mittee that the New York Legislature passed these laws to appease
public sentiment, but they never passed an effective law. They passed
a law headed " Manipulation," which I wish I had time to read to you^
to analyze for you here. I have done so in my brief. It does not
touch manipulation. It only applies to cases of fictitious sales, or
where there is no change of ownership. Manipulations are, as I have
said, accomplished through actual transactions.

Senator Hitchcock. Where do you get your information that there

is manipulation going on ?

Mr. Unteemyee. Where do you. Senator Hitchcock, get your in-

formation that certain things are happening when you live in the

community ?

Senator Hitchcock. I must say I have seen very little indication

of complaint anywhere except from you.

Mr. Unteemyee. Do you ever see any indications of complaints oa
a technical subject of this kind that most people do not understand ?

Senator Hitchcock. To my mind, there are a number in the United

States that we hear people howling about

Mr. Unteemyee. Senator Hitchcock, you said you have heard no
complaint on it except from me. What is the matter with the com-

plaints made in the report of the Pujo committee concurred in by

10 out of 11 members of the committee, based upon the evidence put

before them? And why am I to be dragged to the front as the cham-

pion of that legislation, when I am simply championing the legisla-

tion that has been recommended alike by Eepublicans and Democrats

in Congress ? If you want to know whether manipulation is general,

read the report of the Hughes Commission and then study the maps

and statistics in evidence before the Pujo committee.

Senator Hitchcock. Senator Nelson's question was as to present

conditions after the Pujo investigation.

]\rr. Unteemyee. I am not going upon the witness stand. Asser-

tions of virtue are easy, but they do not weigh against the sworn tes-

timony. Fortunately we have testimony here. When we find an

investigation -that terminated in 1913 showing this condition of

things, and that it has existed for a gTeat many years, we have a

right to assume it has not stopped overnight, especially when you

consider
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Senator Hitchcock (interposing). Ycu say that the result of the

Pujo investigation has been considerable reforms made \

Mr. UxTEEMYER. Oh, yes: but not in the essential thing. The ex-

change is still insisting that manipulation is legitimate. I have never

heard that they have retired from that position. How, under these

circumstances, you can assume that it has ceased I fail to understand.

Senator Hitchcock. Senator Xelson asked you to specify what
evils still continue, and you really have not specified.

Mr. Unteemyer. I specified manipulation. I have specified the

lending of stock.

Senator Hitchccck. Can you specify any of the manipulations you
refer to?

Mr. UxTEBjiYEE. I would not do it if I could. Senator Hitchcock.

I would not pick out invidiously the shares f»f any one company.
And the argument here has been entirely misunderstood in another
respect. When vre have referred by way of illustration to cases like

the California Petroleum and the Rock Island and the Hocking Val-
ley, they are r nly instances—they are only illustrations of a condi-

tion. That d(ies nt.t by any means constitute all the evidence that is

before this committee on the subject of manipulation or a fraction

of it. The committee could net go into every transaction. The stock

exchange was one of 27 subjects that the Pujo committee investigated.

There are 27 recommendations in the report, and only one relates to

the stock exchange. If you will consider that, you will understand
that it was not possible for us to take up every transaction for every
eompanj' on the stock exchange.
We took the dozen most active companies, and we had charts

made and statistics as to those companies to show the dealings by
those companies, and we said it was it was not possible, for instance,

and it is not, that there can be a million and a half shares of one
stock dealt with, if you please, in a single day, or that the capital of
the company may be sold over one and a half times in a day except
through some pool or sjmdicating arrangement which was manipu-
lating that stock. ^Ve tbok security after security and showed the
times of its market activity. We asked everybody who knew any-
thing about the business to determine whether that was pure specula-
tion or whether that was manipulation. In the Hocking Valley case
it was proven that a single transaction, a single sale of stock,' went
through five brokers in order to give it the appearance of five sales,

and five commissions were paid upon it, so as to have the stock appear
unusually active.

Senator Xelson. On the same day?
Mr. UxTERMYEE. On the same day.' And so on j'ou might accumulate

these circumstances. It seems laughable to anybody who knows any-
thing about financial affairs of .our city to suggest that manipulation
does not go on, not at the moment to the extent which it has gone on.
because the exchange is under fire and times are not ripe now, but
wait until stocks go up and these syndicates that have them and want
to get rid of them begin to market them, then \n\\ will see the dam
burst and the stocks coming out.

Senator Xei^ox. But, :\Ir. Untermver. is this the work of the
broker or the stock exchange as such l

'

Is it not the work of the men
who hire the broker^, the financiers who are back of it and use the

brokers—does it not come from them?
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Mr. UNTERjii-EK. It comes from them, but it can not .ome except
through the brokers.

Senator Nelsoa'. How can we reach them?
Mr. Untermyee. Senator Nelson, you are so ambitious in the

exuberance of youth to reach everything at once that I am afraid
we will get nowhere.

Senator Nelson. I have been in my youth for a good many years.
I hope to get more conservative as I get older.
Mr. Ukterimyer. Wlien you get a little older you will be more

conservative and not try to "do everything at once.
Now, through the broker we have a chance to reach part of this

evil, but you can not reach it unless you can .get at the books of the
broker. There is no other way in which you can determine whether
large dealings in a stock represent manipulation. You can determine
it in 10 minutes by getting at the books.
Suppose the stock exchange governors see that there is tre-

mendous activity in a stock on a given day, that it bursts out, some
new and unknown stock of which nobody ever heard. All of a sud-
den it is put on the exchange and excitement created by a dozen
brokers on one side and a dozen brokers on the other side, and they
have all gotten orders from the same source. They attract an army
of traders. The broker's who are trading on their own account are
attracted around the place vrhere this excitement is going on and
they jump in. Then they attract people to trade through outside
advertising and in various ways. The activity in that stock sud-
denly bursting out in that way, the stock exchange governors can
send for these men and ask them to show their books. They can
trace the origin of those orders and the brokers who stand there trad-

ing with each other. The governors will soon know, if they want to

know, whether they are manipulating or not. Whether thej^ are or

not, it is not to the financial interest of the exchange, composed of

these brokers, to discipline a man for manipulating stocks. They
have always considered it perfectly legitimate, as you will see from
the evidence. You can not make them believe it is not now.

Senator Hollis. That is, the more acti^'e a market it is, the more
commission there is?

Mr. Unter:myer. Of course, their interests lie that way. You can

not blame them. They will seek to justify it by all the specious

arguments by which the people of Louisiana justified the lottery.

Senator Hitchcock. The statement has been made here that the

broader and more unlimited a market is the more difficult it is to

manipulate, and that when you begin to put restrictions on it and

narrow it the easier it is to manipulate.

Mr. UNTER]\rTER. I think there is a good deal in that. The broader

a market—the broader an honest market is

Senator Hitchcock (interposing). Yes.

Mr. UxTER:\rYER. When you make a broad market through a swarm
of brokers on both sides of it

Senator Hitchcock (interpcsing). An artificial market?

Mr. UxTERMYER. An artificial market. Then they are ready for

all the people to come in. The broader you make it the Ijetter off

they are.

Senator Nelson. You disagree with Prof. Emery. He practically

said the doors wide open
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Mr. UivTERiiYER. I want the doors wide open to honesty. All I
want is to keep the fraudulent things out. I do not particularly ob-

ject to speculation within limits. I believe honest speculation under
proper safeguards makes the best criterion of value. We have never
attempted in anything we have sought to do in this legislation to stop
speculation, but let the brokers be satisfied with commissions on hon-
est transactions, and not to try to rig the market. The manipulation
of a new security to create activity, and a market is less reprehen-
sible than the daily manipulated transactions in old securities that

already have a wide market. United States Steel has repeatedly

been one of the worst manipulated stocks on the list Gates & Keene
have at times operated for pools and syndicates that traded in mil-

lions of shares in a manipulated market.
Senator Nelson. But is it not hard for us poor Senators here to

discriminate between these honest fellows, between the goats and the

sheep, that operate on the stock exchange ?

Mr. U^TERMYEE. Wlien I say that speculation is not an evil, I do
not mean that it is not an evil in any sense. It is an evil and a great

evil. But the question is whether there are not certain counterbalanc-

ing advantages in it in creating an open market and an active market.
That is a question of economics about which people may differ, but
there can be no question between people as to the wisdom of stopping
fraudulent speculation.

Mr. Chairman, I regret that I must suspend here. I jnust leave.

I should like to go on discussing some other features of this bill, but
there is not sufficient time; I have just time to catch my train.

The Chairman. I should like you to submit an abstract of your
argument in this matter for the record.

j\Ir. Untermvee. I will submit a brief, if I may.
The Chairman. I should like to have you do that.

Mr. Untermyee. I thank you, gentlemen, for your attention.

Senator Nelson. You want to take all of my interruptions in a

Christian spirit.

Mr. Untermyee. Your interruptions have been very valuable.

Senator Nelson. I meant them in a good spirit.

Mr. Untermyjee. I know that, and I hope I have not appeared to

resent them.
Senator Nelson. Oh, no.

Mr. UNTERM-iTER. Becausc, if I had the time, I would enjoy them
A'ery much.

Senator Nelson. You might convert me.
Mr. Unteemyee. That is what I am expecting to do.

STATEMENT OF J. RANDOLPH COOLIDGE, JR., PRESIDENT OF THE
BOSTON CHAMBER OF COMMERCE.

The Chairman. Will you give your name and address to the re-

j)orter, and also state whom you represent ?

Mr. CooLiDGE. My name is J. Eandolph Coolidge, jr. I am presi-

dent of the Boston Chamber of Commerce.
I come here representing the chamber, whose membership is made

up of men in commercial, industrial, and civic lines, not confined to

Boston or the surrounding country, but representing in its member-
ship men from all over New England. Its active membership is
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4:,500. It is, therefore, I believe, the largest local industrial, com-
mercial, and civic association in this country. Its membership is so
lai-ge that it represents a great variety of occupations, interests, and
fortunes, the smaller men in business as well as some of the larger.

Your bill was called to the attention of the chamber of commerce
by some of its members interested in stock-exchange operations.
They asked the attention of the chamber, because they believed the
chamber would be in a position to make an intelligent, helpful report
to a public body like this. The directors accordingly immediately
constituted a special committee of six members of the chamber to

make a study of this legislation and report upon it to the directors.

The acceptance of that report by the directors becomes the expres-

sion of the Boston Chamber of Commerce on this legislation. I will

ask you, therefore, to listen to a comparatively brief statement by the

chairman of that special committee of the Boston Chamber of Com-
merce that has examined this bill.

STATEMENT OF JAMES F. JACKSON, ON BEHALF OF THE BOSTON
CHAMBER OF COMMERCE.

Mr. Jackson. Mr. Chairman and gentlemen, I was asked to serve

on this committee two weeks ago to-day. It is apparent, therefore,

that the committee has not had an extended time to consider the bill.

Senator Hollis. Will you give your connection and your business?

Mr. Jackson. I was going to describe the committee.

Senator Hollis. We would like to have your name and business,

if you please.

Mr. Jackson. My name is James F. Jackson, and I am a practicing

lawyer in Boston. I ought to say that I appear wholly as a citizen

and not as an attorney. This committee was composed, as Mr. Cool-

idge has said, of six gentlemen gotten together quickly to meet what

was believed to be by the officers of the chamber a very important

matter which required prompt action. That committee is made up
of the president of one of our leading trust companies, a professor

of economics at Harvard, a banker, a leading merchant, and two

lawyers. I can only say of its work that it made industrious use of

its time and presented to the officers of the chamber of commerce a

report which I shall read, as it presents succinctly our views and

will save time.

Senator Hollis. I would like to hear the names of the members of

that committee first, Mr. Jackson.
-r, , -r^

Mr. Jackson. James F. Jackson, Frederic H. Curtiss, Paul Ji>.

Fitzpatrick, Philip Stockton, Frank W. Taussig, and Charles F.

Weed.
The report which we made to the executive committee and. board

of directors of the chamber of commerce was as follows

:

The special committee appointed to consider tlie Owen stoclv-exchange bill

beg leave to submit the following report

:

-,,,.,
Following an advertised public hearing members individually and collectively

have conferred with many representative men who are interested from varymg

standpoints in the matter under consideration. Regulations and practices

of stock exchanges and available literature have been studied. The conclusions

reached may be stated briefly

:

^ ^ ^

(1) The leading stock exchiinges of the country perform a most important

service in furthering the sale and distribution of securities and in providing
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open mnrkets tlirongh which knciwieilire of the values of these securities are
made known to tlie smallest as well as the largest investor. We believe it to

be of the utmost iniijortaiice that the usefulness of these exchanges be promoted
and not lessened.

(2) That irregular and iniquitous transactions have at times marked the
history of dealings on the stock exchange must be admitted. These evils have
aroused public indignation and at the same time have incited the government
of certain exchanges to an increased watchfulness over members and a better
regulation of business transacted through theii- agency. The rules and regu-
lations of the New York .'^tock Exchange and of the Boston Stock Exchange
have not reached perfection, but they demons', rate the fact that it is the pur-
pose of those in control of these (irganizations to maintain an unimpeachable
standard of honor in connectiuu with transactions to which members are parties.

The methods provided for conipelling obedience to these rules and regulations
are intended to be prompt and effective.

(3) Notwithstanding what has been accomplished in this way through self-

government public opinion is still dissatisfied with the continuance of stock
exchanges as independent and wholly uncontrolled organizations. Some rea-

sonable regulation of them by the exercise of public authority is demanded
and seems desirable. There is reason to thinlc that this need has come to be
recognized by thoughtful members of these exchanges, and that the feeling

has been growing that some kind of regulation which shall -be protective and
not destructive ought to be welcomed.

(4) AVhile the committee believe thit the purpose which the Owen bill

aims to accomplish is commendable, it seems to them that this measure has
cert.-iin very ob.1ectionable features. One of them is the grant to an Individual
appointee to political office of an extraordinary and dangerous authority over
tlie business interests of the country through absolute control of the manage-
ment of stock exchanges. The measure is further objection;' ble in provisions
which, in our opinion, would mean disastrous consequences to legitimate trans-

actions and the crippling of a service that is most beneficial to the public when
properly performed.
Your committee recommends that the chamber of commerce lend its aid to

the enactment of legislation which wruild strengthen the intelligent and con-

scientious effort of those who represent high standards in the management of

these exchanges, and that would secure a general adherence everywhere to

such standards. To this end they advise that representatives of the chamber
be authorized to appear before the congressional committee for the purpose of

cooperating with them in bringing about some reasonable Federal regulation
of stocli exchanges, and that these representatives be given authority to approve
and to urge suggestions as to the methods of establishing and enforcing such
regulation.

James F. Jackson.
FBEDESIC H. CtJBTISS.

Paul E. Fitzpatkick.
Philip Stockton.
Fbank ay. Taussig.
CuABLES F. Weed.

FERRrAP.v 9, 1914.

I desire to take a very iew iiKnients of your time in empliasizing
the views wliich this committee reached in talking with representa-
tives from the Boston Stock Exchange, bankers, broilers, and promi-
nent citizens in various walks of life in Boston. They have felt, as

the result of these interviews, that there is most important connec-
tion between the transactions of these leading exchanges, particularly
New York and Boston, and the commercial interests of the country;
that M'e are so united and woven together that they present a most
delicate subject with which to deal.

In the conferences we ha^'e become convinced that those men who
to-day occupy the position of power in these exchanges are men
with high ideals, liight there I want to say that I do not believe

that such transactions as were pictured a few moments ago. in the

evidence of the gentleman who did have a very prominent position

in the 'New York Stock Exchange, are approved or acquiesced in.
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Senator Pomekejse. To what, transactions are you referring?
ilr. Jackson. I am referring to such a transaction as I should sup-

pose would be called " matched sales," the creation of a standard for
the purpose of activity. It may be there is some gospel in that that
I do not understand.

'yVhat we feel is this, that the only way to safely approach this
Hubject is to appreciate the importance of these stock exchanges to
the dealings in commercial life all over this country. I have listened
with greatest interest to the di^,cuhsions of legal questions between
members of your committee and the distinguished gentleman who
iiave appeared here to-day. and if I had no other reason for being
present than to listen to them, it has been a profitable day for me.
But I can not help feeling that it is a very simple truth, a simple
proposition of law. if certain bodies of men associated together are
habitually engaged in transactions that are illegitimate, it is abso-
lutely within the power of the Federal Government to step in and
say those illegitimate transactions shall not be promoted by the use
of the United States mails. We do not believe this is a State ques-
tion. I now say that without technical meaning.

Senator Hitchcock. Has ^Massachusetts regulated the Boston
Stock Exchange?
Mr. Jackson. To a greater or less extent. I have not an exact

statement with me of what has been done—the legislature in Massa-
chusetts has dealt with bucket-shop dealings. It has not attempted
to go into the regulation of the stock exchange. The law which they
did pass has had a great efl'ect, I am told, and I have reason to believe.

The feature of this situation that strikes us is this

:

The Supreme Court has decided, as I understand, that this is not
interstate commerce, and I fancied that was the reason this bill did
not seem to put the regulation which is proposed upon that ground.
Vet there is not a fractional part of any substantial business upon
these stock exchanges that does not reach all over this country.

Again, if Federal regulation is proper, it means uniform regula-

tion. The question put to Mr. IJntermyer, it seems to me, brought
out the inefficiency of the proposed method of requiring State in-

c<irporation. I do not understand that the Federal Government has
the least bit more power o^•er an incorporated exchange in New York
or Massachusetts than it has over the present existing organizations,

and I do believe, as suggested, as I understood the question, if the

Federal Government requires State incorporation and then says wjiat

shall be done by that incorporation, it is a mere farce to say the

TTnited States Government is not exercising authority to force the

States.

I do not expect, as a result of conferences with my fellow members,
to give you anything of importance in the way of a great suggestion.

Usually general principles sound well. I know that a committee

(hat deals with a question like this wants specific suggestions, some-

thing that would be more of practical aid. With that view, we wish

to throw out a suggestion in this line: That as this matter involves

the distinction, really at the bottom of it, between what is fraudulent

and what is not, I was almost going to say what is gambling and
wliat is not, between what is illegitimate and what is legitimate, it

is perfectly clear, is it not. Mr. Chairman and gentlemen, from the

discussion before your committee, that no man has entered this room
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or appeared before you who can sit down and write out what is

legitimate and what is not legitimate? And yet there are certain

practices that are so clearly illegitimate, so clearly a matter of injury

to the citizens of this country, that it is eminently proper, we believe,

that the Federal Government should step in and take a hand. How ?

Not by throwing overboard and losing the power that exists to-day
for righteousness, but taking it up and working with it, inviting these

men before you to unite themselves, to unite these two stock ex-

changes, for example, in New York and Boston, in some suggestion

of a definite character, founded upon the idea that the Federal Gov-
ernment shall have a voice of more or less control over this organiza-

tion, but not such control as will lessen their usefulness, as will inter-

fere with the relations that exist to-day of a perfectly legitimate and
proper character in the conduct of business affairs. We feel, in other

words, that this is a case where a very thorough examination is nec-

essary to know just how to deal with it. When that is suggested,

however, we are not appearing here upon a theory of delays, but only

to urge, while your action is prompt, it shall not be too fast nor too

drastic nor too radical in the first instance.

Senator Pomeeene. Will it disturb you if I ask a question?
Mr. Jackson. Not at all.

Senator Pomeeene. Your report seemed to show that your com-
mittee was very clearly of the opinion that there were certain well-

defined evils ; I believe you called them " recognized evils." Would
you kindly indicate to the committee what it was that you had
specially in mind.

Mr. Jackson. One thing that we had in mind is this very matter
of matched sales. It is a fraud. I do not see why it can not be pre-

vented by prohibiting a man engaging in it from the use of the mails.

Senator Hitchcock. Could Massachusetts do that so far as the

Boston Stock Exchange is concerned?
Mr. Jackson. I am glad that question was asked, because the views

I am giving to-day are not the mere expression of opinion of our-

selves alone, but they come from talks with members of the Boston
Stock Exchange. They know the report which is presented. They
know when we began to discuss this subject with them there was a

feeling that they ought to ask Congress to let them alone. They
said, We have the best rules in the world. Do you impeach our

honor? Do you not think it better, if we catch a man doing some-

thing that he ought not to do, that we should throw him out of the

exchange?" I do. I think that is the best way, altogether the best

way, and the quicker you throw him out, the better. But when we
discussed the matter further with them, I think they felt the force,

perhaps, of the suggestion from our committee, that if the Federal
power could be used to assist them in maintaining that discipline

over their members, and it is that we have in view, the law might,

after the subject has been totally considered, state what is fraudulent;

T do not mean it is a simple thing to do, but I believe it can be done.

It certainly can begin with stating a prohibition against frauds and

illegitimate transactions. Make that an offense, and then instead of

putting these exchanges into the power of a single man, the ap-

pointee to a political office—and I am not suggesting anything against

either the person or the office—suggest an authority which should be
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clothed ^^'ith the powers and the means to make inquiry whenever
there is asuspicion in the minds of the people that a certain exchange
is doing what it ought not to do. That inquiry ought not to be an
investigation which gives the in^ estigating force right to find facts
absolutely against all appeal or criticism. It should be subject to
proper judicial review. The same board or authority might well
then call to the attention of the proper department, whether it be that
of the Attorney General or the Postmaster General, the facts which it

had found. Facts very likely woould not be questioned as a matter of
law, if there were facts finally established, and then this power of con-
trolling your mails would be tlie effective power for policing these
exchanges.
One word more on that line: We believe that this is not onlj' a

matter of universal interest all over this country as a common-sense
proposition, throwing the law to one side for the moment, but we
believe that the establishment of a law applicable throughout the
country against certain transactions is in and of itself an uplift

throughout the country; and then when it is known that the^e ex-

changes are so regulated—and if I call it '" regulation," I Itnow there

is a distinction between " prohibition " and " regulation," and I call

that " regulation," if you have somebody that can inquire into these

things, of how they are being conducted, and make a report and then
have action taken—the result would be, we feel, that the men who
are now \n power without incorporation would be aided. That is

what we wish to have them believe; tliat it is our firm conviction

that they would be .aided in maintaining that discipline, and we
would not lose through incorporation that individual responsibility,

the ambition and the pride of real moral strength of good men, as

you always lose it when a man becomes a mere shareholder in a

corporation. I may be prejudiced about that. I have dealt with
corporations all my life. The things that come out of tliem are

many of them good, but there is one thing that is always bad—the

loss of the personal power of the individual. I believe this is a

matter in which we need throughout the country every bit of moral
grain there is amongst our business men, aided and backed up by
the Federal Government to enforce what is right.

Senator Hitchcock. Is the Boston Exchange an association or an

incorporation ?

Mr. Jackson. They are an association; yes, sir.

Senator Hitchcock. Has that exchange opposed any attempt of

the legislature to provide regulations to prevent manipulation?

Mr. Jackson. Not to my knowledge.

Senator Hitchcock. Do you prefer Federal action rather than

State?
Mr. Jackson. I do, because I think that the necessary action is

rather the existence of a board, preferably an existing board, to

inquire in a way that covers the whole country. Moreover, I think

the establishment of the principles by a Federal act brings about not

only a better knowledge on the part of these exchanges of what they

ought to do, but that it informs and educates the whole country as

to what is right and proper. Again, it makes a man in one part of

c;ur country know that if he buys something at the other end of the

country, that same law is operative there that is operative at his

home, where he sends the telegram.
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Senator Hitchcock. Would not this be the case: Suppose the State

of Massachusetts should prohibit manipulations of stocks and wash
-ales and other questionable transactions, and have the power to do
^o and applied that to the Boston Stock Exchange
Mr. Jackson (interrupting). I think that would be a good work.
Senator Hitchcock. Have not they the power?
IMr. Jacksox. Oh, j'es; undoubtedly.
Senatdr Hitchcock. Why is it not exercised?

Mr. Jackson. I think that all these reforms and changes come
about by degrees. I notice one thing that all our committee were
pleased to see. "When we look over the Boston Exchange rules we
find some are some of the latest ones, and just as was said in that re-

port, the verj' thing that aroused indignation through the country
called the attention of these people to better rules, and they imme-
diately passed them. I have no doubt the impression exists in and
around Boston—and I have not heard anything indicating there is a

different one elsewhere in Massachusetts—that these men are busy.

I think it is generally recognized the men in charge of this exchange
are men who command the respect and confidence of our communi-
ties. An evil, therefore, might exist; it might exist more in some
other place. It would not be such an active force as to immediately
bring to the legislature a demand for reform. When we say that

public opinion calls for something, I do not mean that everybody
that I meet on the sidewalk says to me, '' This ought to be changed."
I have heard that in certain duties that I have had to perform often

-tated as a reason for endeavoring to convince people there is no
public opinion, because of the fact that people are not shouting it

from the housetops, and they do not believe that is true. You can in

many ways well understand what the public opinion really is if it is

111 it openly exj^ressed, because human nature is easily understood, and
as long as we have a nation of people that believe in square dealing,

anything le?s than square dealing is something that public opinion
will denounce. It is that fact, that we believe that everywhere all

over the country anything that is done to stop fraud or anything
that is not honest, square dealing between man and man, that shows
it has the people back of it.

Senate ir Hitchcock. Did I understand you to say the legislature

has pasiied no law for the regulation of stock exchanges in Massa-
chusetts ''.

Mr. Jackson. No. I ought to admit that while we have statutes

there, and while I had hoped I would get a chance to give to the
committee exactly what our laws are on that subject, I have not had
an opportunity to enter into an investigation of that subject as thor-
oughly as I should like to do.

Senator Hitchcock. Could you write a letter to the chairman
covering that matter?
Mr. Jackson. I am informed by Mr. Curtiss there is not anything

except what is called the bucket-shop laws. In our State that was a
crying evil at one time. I think what is known as the " curb " in

Massachusetts has received the same sort of recent incentive to im-
prove rules and regulations, and when we speak of the Xew York
and Boston Stock Exchanges we do not mean to say

Senator Hitchcock (interposing). How many members are there
on the Bt'Ston Stock Exchange?

w



REGULATION OF THE STOCK EXCHANGE. ,433

Mr. Jackson. I am told there are 150. However, Mr. Rich is here
as a member of that exchange, and I would much rather he would
answer those questions, because I know very little about it.

The Chairman. Could you not take this bill and make sugges-
tions as to changes which you and your associates think might be
advisable, by striking out or inserting, together with a memorandum
of argument upon which you base your suggestions ?

Mr. Jackson. I think we would be perfectly willing or try to do
that.

Senator Pomeeene. Or make any additional suggestions that occur
to you.
Mr. Jackson. I think if we undertake to do that we should try to

see if we could not get some cooperation from the stock-exchange
people.

The Chairman. I think it would be advisable to do that so that
we might get suggestions from both branches.
Mr. Jackson. I will be very pleased to do that, Mr. Chairman.
Senator Pomeeene. A question has arisen here before the com-

mittee which causes me to make this inquiry: Could your stock ex-
change sue or be sued under your Massachusetts laws ?

Mr. Jackson. I think they would have to stand as individuals.
The New York law is different. The New York law provides a
method by suing the president of the stock exchange. In Massa-
chusetts they are simply an association.

Senator Nelson. A partnership ?

Mr. Jackson. Practically that.

Senator Hollis. Did I understand you to say you thought the Con-
gress had authority, constitutionally, to provide reasonable regula-
tions for stock exchanges ?

Mr. Jackson. Alone and independent of other things, I doubt it.

Senator Hollis. I did not catch your idea, then.

Mr. Jackson. Somewhat along the line of this bill, suppose Con-
gress should declare certain practices were illegitimate and that

after a proper inquiry and finding and necessary ]udicial review the

department—either the department of the Postmaster General or of

the Attorney General, whichever the case might require—should pro-

ceed to keep out of the mails everything that had to do with these

illegitimate transactions, it seems to me that would be perfectly con-

stitutional. In fact, the latter part of this bill is a means or a method
of enforcing whatever Congress said was illegitimate in the operation

of the exchanges.
Senator Nelson. It is not necessary, in order to carry out that iaea,

that the stock exchange shall be incorporated at all?

Mr. Jackson. Not at all. I do not believe in incorporation.

Senator Hitchcock. Do you mean you could bar from the mails

these quotations in the case of those exchanges that represented ille-

gitimate transactions while admitting the legitimate ?

Mr. Jackson. I do not think you could go into an examination of

the mails.

Senator Hitchcock. This bill proposes to keep out of the mails all

of the quotations from the New York Stock Exchange if only 1 per
cent should turn out to be illegitimate transactions.

Mr. Jackson. That is a detail that I had not studied.

30578—14 -28
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Senator Hitchcock. That is a very important detail.

Mr. Jackson. Yes.

Senator Hitchcock. It is one thing to say that John Smith shall

not send a lottery ticket through the mail, but it is another thing to

say that John Smith shall not send any mail if he sends some lottery

mail.

The Chairman. The intention of the bill is that the quotations

which are illegitimate shall be excluded, but not the legitimate quo-

tations.

Mr. Jackson. I so understood that it was aimed at that.

Senator Hitchcock. I do not think that is the letter of the bill, if

I am not mistaken.
Mr. Jackson. We had the impression that there would be no doubt

that a practical method of using that instrumentality was open to

Congress if it saw fit to do it.

Senator Hollis. Has it occurred to you, Mr. Jackson, that there

might be some method for determining whether the practice did exist,

and then, after judgment by some tribunal, the Postmaster General
should be charged with the duty of carrying that out by prohibiting
the use of the mails?

Mr. Jackson. That is precisely what I have in mind.
Senator Hollis. Have you thought what tribunal that would be?
Mr. Jackson. No. To be perfectly frank with you, I want to say

that this thought did occur to me: Another tribunal has recently

been suggested. Congress has recently been interested in the crea-

tion of a new board—the interstate trade commission. If that should
be brought into existence I should suppose—this is the merest off-

hand suggestion and it is not mine, either, but was made by another
member of the committee—that that might be the board that would
be suitable for just that purpose.

Senator Pomerene. That bill is being considered now by the Inter-

state Commerce Committee.
You have referred to some very valuable regulations which you dis-

covered in going over the affairs of the Boston Stock Exchange, and
you say that some of those best ones were just lately adopted?
Mr. Jackson. Yes.
Senator Pomerene. I take it from your approval of those regula-

tions that you feel that some similar regulation should be adopted by
every exchange throughout the country. That being so, do you not
think the Congress would have the right to require these or similar
regulations before the exchanges could be permitted to market their

securities ?

Mr. Jackson. It is in that line of thought that our minds were
working.

Senator Pomerene. Of course, in that connection we could, with
propriety and constitutionality, say that if they did not observe these

regulations, then they should not be permitted to use the mails?
Mr. Jackson. That is the same view we were entertaining on the

outside. Of course, we have in mind the fact that no one of us is a

member of the stock exchange, and we have nobody that we represent
on that exchange. Mr. Rich is here to speak for the Boston Stock
Exchange. He may have suggestions that do not indorse what we
have said. Our feeling was that the members there in Boston, as
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'e say in our report to the chamber, were satisfied that something
ught to be done and could be done.
Senator Hollis. You know, of course, we have in New England

ery advanced laws, especially labor laws, and the manufacturers in
ur part of the country suffered somewhat in comparison with others,

ecause there was so much restriction. Do you not think the same
hing applies to a restriction of stock exchanges, that while they
light be imposed on Boston for the benefit of the community, still ft

light hamper that exchange in Massachusetts more than other ex-

hanges elsewhere, and therefore it would be better for you if you
lad a nation-wide restriction to put them all on a level ?

Mr. Jackson. I certainly do. That suggestion, made by you,
>6hktor Hollis, is a suggestion that I hear almost every day, because
ny main interests, so far as capital is concerned, are in the cotton
tianufacturing mills. There is a difference between our law and the

aws of other States that is a constant hindrance and barrier to suc-

essful work.
The Chairman. The representatives of the stock exchange are hers

o present their aspect of it. Are you gentlemen working in conjunc-

ion with them?
Mr. Jackson. Our only authority is as a committee from the cha,m-

;

,

)ei* of commerce ; but, as you will note from the report, we have ven-

;ured to state that we thought the members of the exchange are in

iccord; and I might say that individual members, prominent in au-

;hority there, have said practically what we say there, that reason-

ible, proper regulation ought, after all, to be welcomed.

The Chairman. Can we rely upon you to work out these sugges-

ions and let us see what your view is in a concrete way?
Mr. Jackson. I shall certainly be glad to lend every aid I can.

Senator Nelson. Would it not be well to lay down general rules

-n this subject that would be comprehensive, and not go too much
into minutiae? You know how dangerous it would be to define all the

statutes of fraud; would it not be well to lay down certain compre-

tiensive general rules, broad enough to cover all cases of fraud?

Mr. Jackson. I think that is the only safe way.

Senator Nelson. That occurred to me. Then we have there a very

swift remedy, because these sales go on from day to day, and unless

you can apply the remedy immediately it would not do much good.

Mr. Jackson. That is the way our committee feel. That is one of

the reasons we would like to niaintain the existing discipline if you

will back it up with your power.
_

Here, Mr. Chairman, is a brief statement of conclusions which we

reached, which I will give to you if you desire.

Senator Nelson. I ask to have that all incorporated in the record,

Mr. Chairman.
The Chairman. Without objection, that will be done.

(The statement of conclusions referred to by Mr. Jackson is as fol-

lows :)

(1) stock exchanges are necessary and advantageous.

(2) Government regulation is inevitable and desirable.

(3) Federal regulation is preferable to State regulation.

(4) Such regulation should be adequate to correct evils and susceptible ot

change to meet changing conditions.
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(5) It is not tbe function of ttie Boston Chamber of Commerce specifically

to frame such legislation.

(6) If the goAerning boards of the two principal exchanges will not formally
give such aid there are plenty of high-minded able experts on such boards and
among the members who will honestly and fairly assist in framing proper and
adequate legislation, and no action should be taken until use has been made of
such assistance.

(7) If Federal regulation can only be accomplished through the medium of
regulating the mails and wires such method is not objectionable.

(8) The matter of Incorporation is incidental only. There appear to be more
disadvantages than advantages to be derived from corporation. On the other
hand, if, after due study, it seems to be a wise step in the accomplishment of
the general scheme there appears to be no vital objection to it.

In general it is believed that the specific things that exchanges
must and must not do had best be written into the law and penalties

provided for the breach. Withdrawal of the mail privilege by the

Postmaster General, subject to court review, would not be objec-

tionable as one means of enforcing compliance.
If the regulations are not to be crystalized into law but left to be

made or approved from time to time by some governmental authority,

it is suggested that some nonpolitical existing Federal board or com-
mission be given this power instead of the Postmaster General.
In any event cooperation with men thoroughly conversant with

the problem and whose public spirit is above question should be
sought before regulations are adopted.
We urge a forward movement, but one that is careful and sure,

one that will not disturb the delicately adjusted business of the

country or weaken the efficiency of these exchanges in their proper
service.

STATEMENT OF GEORGE J. RICH, MEMBER OF THE BOARD OF
GOVERNORS OF THE BOSTON STOCK EXCHANGE.

Mr. EicH. Mr. Chairman and gentlemen of the committee, I rep-

resent my associates in the Boston Stock Exchange. In coming here
my object is a simple one. It is to give to the members of this com-
mittee such information as I can regarding the methods by which
business is conducted on an exchange smaller than that to which
you have been giving your attention. Of course, we recognize we are
all a part of the same fabric, and for that reason I hope I can show
something of the efforts that are being given by the members of an-
other exchange to the promotion of the practices of fair and equit-

able dealing and for the protection of the interests of the public.
Before I speak of this matter, I would just like to supplement Mr.

Jackson regarding the legislation in our State of Massachusetts.
We have a very comprehensive bill. It is the so-called bucket shop
bill. That bill is designed to prevent and punish all fictitious trans-

actions. That law applies against the members of the stock ex-

change as well as against any other individual. On the stock ex-

change itself we have a number of by-laws that particularly specify

certain actions which are of this fictitious nature. The Massachu-
setts Legislature has not passed any bill specifically directed against

the members of the stock exchange as members of the stock exchange.
It has passed this one bucket-shop bill. My explanation of the fact

that none directly against the stock exchange has been offered is this:

Laws are not passed unless a demand for them exists. So far as

I know, certainly there has been no sufficient demand for them as
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against members of the stock exchange that we have specific laws
directed to the proceedings of the stock exchange of the character
of the bills recently passed in New York, although our bucket-shop
bill covers transactions such as they intended to cover there.

Senator Holus. Is not this a fact, that members of the stock ex-
change in Boston might, if they desired, have bills put through the
legislature or, having that power and recognizing the ability, they
can put them into their stock-exchange rules just as well, and there-
fore the same body of men really control it in a different way.
Mr. EiCH. Control it in a general way, and the public, to our minds,

are satisfied we are controlling it for the reason that there have been
no efforts made at the legislatures to secure these measures.
Of the bills pending before our legislature at the present time

there are no suggestions of that kind. The principal measures up
there relate to securities, transactions of the nature of the so-called
" blue-sky " laws, the laws under which securities are to be issued
and the sales of them to be conducted on outside matters. That is the
only legislation relating to securities.

Senator Pomeeene. Have you a " blue-sky " law in your State?
Mr. Rich. We have none such as you have.

Senator Pomerene. There was one just recently adopted in Ohio.
Mr. Rich. No ; we have not any at all.

Senator Nelson. These " blue-sky " laws provide they must make
application to some board or tribunal before they issue stock.

Senator Pomerene. Something of that character.

Senator Nelson. They must get authority from that board or tri-

I'unal before they can issue stock.

Mr. Rich. Yes. It is more comprehensive in some States. Of
course, many of the securities are issued under our Massachusetts
laws ; the conditions under which they are issued are already provided
for. But there are certain securities issued by corporations outside

of our State which are sold within our State, that the securities them-
selves do not meet with their own local laws, and that is the intent

of such bills as we have pending at our legislature.

If you will permit me, I would like to say a word about the Boston
Stock Exchange itself.

The Boston Stock Exchange is second, in point of position, in this

country. In point of formation, too, it is one of the oldest stock

exchanges. Its organization dates from 1834, and it has maintained

a continuous market place for a selected list of securities from that

time to this. This list of securities includes the bonds and stocks of

most of the New England railroads, of the larger public utilities and
industrial enterprises, and of many of the larger undertakings of

similar character beyond the confines of New England territory in

which New England capital is particularly interested.

To be specific. There are listed upon this exchange 18'2 different

issues of bonds, having a par value of $2,181,665,100. This par value

does not include certain bonds of eastern railroads issued to French

investors, which amounts to 695,000,000 French francs. This latter

listing, I may say, is to meet the French requirements that American
bonds sold in France to French investors must first have been listed

upon some American stock exchange of recognized position.

In addition, in its stock department, the shares of 195 different

companies are listed, having a par value of $4,130,187,95.5. Note
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should be made, however, that the par value of the Boston stock
underestimates, rather than overestimates, the money value involved
in the daily transactions on the floor of the exchange, for the reason
that a considerable number of these stocks represents the shares of
copper properties, the par value of which is rarely $100, but more
commonly ranges between $5 and $25.

Senator Hodlis. On the other hand, are not most of the manu-
facturing stocks worth a great deal more than par value ?

Mr. Rich. And these copper stocks also. For example, Calumet &
Hecla, selling around 440, has ;a par of 25 ; Calumet & Arizona, sailing

around 65 ; and Chino, around 40, each have a par of $10 ; while Utah
Copper, selling around ,55, and Nevada Consolidated, around 1,6, each
have a par value of $5.

These are the securities for which the Boston Stock Exchange
affords a market place. To show something of the volume of its

business, I may say that the average annual transactions, based on
the business of the past 10 years, amounts to $18,542,300 in the bond
department, and to 11,350,024 shares in the stock department.
The Boston Stock Exchange is a voluntary association, with a

membership limited to 150. It has no affiliations with ^ny other

similar organization, though many of its members are members of

other trade and stock-exchange bodies. For instance, 20 of its jnem-

bers are members of the New York Stock Exchange. This is a

recognition of the fact that New York is the primary market for a

large part of the securities of general distribution and ownership.

On the other hand, there are 13 firms that maintain no Boston office

and yet have membership in the Boston Stock Exchange. Of this

number nine are houses outside of New England in centers like New
York, Pittsburgh, and Chicago. This investnient on their part is a

recognition of the fact that this Boston market is one of more than

local position and character.

Senator Hollis. Some stocks are listed both on the Boston Ex-
change and the New York Exchange?
Mr. Rich. Yes. Within the last few years New York, as a center,

has taken more interest in copper properties, and in some of the

southwestern properties they are common to both of us. In the oil

days, you will recall, that it was New England through its stock

exchange that did so much and had so much to do with the pioneer

financing of the Chicago, Burlington & Quincy, the Atchison, Toneka
& Santa Pe, and the Union Pacific. Those stocks are listed on both

exchanges. The New Haven, to which reference was made so fre-

quently, is a stock in which New England is very largely interested.

It is a stock also listed on the New York Exchange. Stocks of that

character are common to the two exchanges.
Senator Hollis. What is the value or a seat on the Boston Stock

Exchange ?

Mr. EicH. The value of seats on the Boston Stock Exchange
fluctuate according to activity of business. The prices h^ve ranged

in the last 15 years between '$15,000 and $38,000. The price at the

present time, or at the time of the last sale of a seat, my impression is,

was $15,500.

Senator Pomerene. Are your regulations similar to those of the

New York Exchange ?
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Mr. Rich. I will ask permission to give you a copy of those rules
as a matter of record.
The results of that experience are embodied in certain rules and

regulations which I would ask permission to file with this committee
for its examination. These papers include

:

First. The constitution and by-laws of our exchange.
Second. The sworn statement of previous business experience and

financial resources which is required from every applicant for mem-
bership previous to the consideration of his admission to it.

Third. The scope of the information required from all companies
prior to the listing of their securities upon the exchange.

Senator Pombeene. Is your membership limited ?

Mr. EiCH. Our membership is limited to 150.
I also wish to file with the committee, if I may have its permission,

a blank form for application for the listing of bonds and also for the
listing of stocks.

Senator Nelson. These should all go into the record in full, Mr.
Chairman.
The Chairman. Yes; they may be incorporated in the record.

(See Exhibits R, S, T, and U, Appendix.)
Mr. Rich. These rules are not perfect, and do not always attain

all that is to be desired under all possible circumstances. They are
not submitted to you for that reason—perfection—but for this

reason: They embody the results of progressive experience of 80
years and they are the best practical expression that we, as a body,
have been able to give to them. Further experience may enable us
to improve upon them ; it probably will.

I should like now to say a word regarding the spirit in which these
rules have been adopted. Whether this statement is or not by the
rules themselves, your examination will show. The statement I
desire to make is this

:

The interests of the members of the Boston Stock Exchange are

identical with the interests of the public which they serve. The
prosperity of the public in following any wise advice that we may
be able to give them in the matter of their investments redounds to

our own profit in our own business. Any scheme that we or anyone
else takes part in to deprive them of their money in any fraudulent

way reacts upon our business. I do not put the basis of these rules

upon any ground that pure selfishness, though I firmly believe myself
that there are other and higher reasons for it, because I believe the

members of our exchange are good citizens, both of our State and of

our country.

Senator Pomekene. Would you have any objection to these rules

and regulations being put in the form, for instance, of a statute in

your State?

Mr. Rich. Not at all, if they would give us the power to control

our members, which we regard as a very important matter.

Senator Pomeeene. What do you men when you say " control your

members " ?

Mr. Rich. I mean the disciplinary powers we have over them. I

want to call attention to some of the features we have in that way
and some of the action taken.

The Chairman. You have the right to expel and suspend ?
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Mr. Rich. Yes; we have the right to suspend and expel; and we
have access, in cases of suspicion, to their, books and papers.

Senator Pomerene. Are you objecting to incorporation, as some
of the other gentlemen did ?

Mr. EioH. We are objecting to incorporation of the exchange for

this reason, that we believe one of the most salutory powers we
possess is the power to discipline our members.

Senator Pomerene. I agree with you that is very important.

Mr. EicH. We believe that so far as the publicity is concerned,

the need of information, publicity, and regulation of securities of

interstate corporations, there is reason and good reason why we
should have more information of that kind; that that information

should be given which, you may say, enables the public to have a

better basis for judging of the values of the security. We believe

that the control we now possess over our members is of very great

importance, and the only argument that should be brought forward

that would lead us to change that would be the argument that we
had not lived up to our duties.

Senator Pomerene. I agree you should have the power to discipline.

But no one has yet shown to mewhy that same power to discipline may
not be retained in a corporation that you now have in your asso-

ciation.

Mr. Rich. You do not discipline a man very often but that it

leaves with him an impression that he may not have been treated

justl}', because we discipline the members for things that do not

come within the purview of the law.
Senator Po^ierene. That is all true. The same things happen

whether you are in form a corporation or not. I do not see why you
should not have the same power over your members if you were in-

corporated that you have now. Looldng at it from the standpoint
of a lawyer, I do not see how it is possible to draw a line of dis-

tinction there. We had a very ingenious argument here to-day, but
I must be pretty obtuse, I can not see it.

Mr. Rich. We would have no guaranty that whatever was given
to us at the first would continue.

Senator Pomerene. You have no guaranty now except that which
is in your own sweet will.

Mr. Rich. Except in the maintenance of the standard which we
try to maintain.
With reference to the listing of securities, and coming to the bill

before this committee, let me speak first of those sections relating to

the listing of securities. I do this for a particular reason. Judged
by some newspaper reports of this hearing an impression has been
created that the smaller stock exchanges are not a rigorous is their
listing requirements as they ought to be.

_
I hold in my hand a copy of an application blank for the list-

ing of a stock on our exchange. That blank contains a statement of
the legal documents and information that are absolutely required
before such an application will be considered by our listing com-
mtitee. Among those requirements are certified 'copies of the com-
pany's charter or articles of incorporation of its by-laws, of the
last report of its treasurer or directors, a full description of its

property, a detailed statement of its present financial condition, in-

cluding debts and resources, certified by a duly authorized public
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accountant, and the number of its shareholders duly classified, show-
ing the number of holders of 1 to 25 shares, of 26 to 50! of 51 to

100, etc. The purpose of this classification is to assure the distribu-

tion of the stock before it comes to hare a trading place upon the floor

of the exc];iange.

In addition, the company must agree to certain things, among
which are these two. First, that it will furnish upon demand any
reasonable information of its general condition as may be required;
and, secondly, that it will publish, at least once every year, on or be-

fore the date of its annual meeting, a detailed statement of its physi-

cal and financial condition, together with an account of its income and
expenditures, and a balance sheet, and also an income account and
balance sheet of its subsidiary companies.

Senator NELSOisr. That is something the New York Exchange does

not have, is it not ?

Mr. Rich. I am not familiar with their listing requirements. We
have succeeded, as we have amplified our requirements, in securing

a statement of these matters under oath, signed by the president and
the secretary of the company. These requirements are the progres-

sive results of the past 15 years' experience, developed and amplified

to meet changing needs, and compare with a condition prior to that

time, in Boston at least, when the signatures of two members of the

exchange was the only requirement for listing.

Senator Pomerene. It never occurred to your Boston Stock Ex-
change that an oath could not be made to such a statement as this,

did it? I judge, from some things said here on behalf of the New
York Stock Exchange in their objections to this bill, that it would

be impossible to make oath such as is required by this bill. I say it

never occurred to the Boston Exchange that they could not make
such an oath ?

Mr. Rich. We do not ask for values. We ask for particulars. I

think there is nothing on values, just a financial statement, a balance

sheet

Senator Pomerene (interposing). You ask for a balance sheet?

Mr. EioH. Yes.

Senator Pomerene. That embraces values?

Mr. Rich. Yes.

Senator Pomerene. There is no question about it at all. I welcome

a solid objection, but I do not like one that is merely captious. That

does not refer to you ; I am referring to the other exchange.

Mr. Rich. You will note that these requirements go far toward

meeting the conditions imposed upon the exchanges under article 1,

section A, of this bill, but that they fall short of article 2, section A,

and of section B. That is, that they do not provide for a declaration

of promoter's fees, charges, and contracts, etc., and they do not

insist on the filing of annual returns and corporation contracts and

agreements of an internal character, either with the exchange itself

or with any officer of the Federal Government.

Now the members of the Boston Stock Exchange are far from

holding that information of this character might not be of decided

public benefit. But they do believe that the provisions of the bill, as

at present drawn, would prove absolutely unworkable in the sense ot

accomplishing the end that is aimed at the safeguarding ot the pub-

lic I will refer only to those obligations which it imposes directly
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upon the stock exchanges. In the first place, the stock exchanges
might not be able to obtain this information. There is no obligation

imposed upon the corporations to list their securities. There is a big
market for stocks outside the exchanges. The amount of securities so

dealt in by individuals—that is, nonmembers of any exchange—is

A'ery large every year, and it occasions great lockups of money and
frequently serious losses. Corporations failing to comply with our
demands, therefore, would find a market place for their securities

outside, where no stringent regulations of any kind prevail and where
even the degree of information and publicity which the exchanges

are able to insist upon is lacking. It does not seem to us that the

public good will be in any way served by this. Indeed, it seems that

it would work a serious injury to it.

But, in the second place, assume that the corporations comply
with ovir demands on these open points. In that event, -we do not be-

lieve that the stock exchanges could care for the intelligent handling

of the mass of material that would be poured into their oifices. Nor
do we believe that they could properly classify all of these returns

or know at all times that the corporations were complying with the

law. It is a requirement, the supervision of which could be efficiently

carried out only by an officer of the Federal Government, for the

stock exchanges could be only partly successful in it, having no
power to compel the acquiesence of the corporation. This would
tend to lead to less rather than to greater publicity in stock transac-

tions and of information regarding the character of the securities

themselves.

Unadvisability—or to put it stronger, inability—on the part of the

stock exchange to assume these additional functions, however, does

not mean that our members are not alive to the need of some cIosot

supervision of the issue of securities and of some fuller and more
regular information regarding the business of corporations.

Any suggestions that we may make are made with all due defer-

ence. However, it has seemed to our members that for a more com-

prehensive control and knowledge of the securities dealt in, both on

the exchanges and in the outside markets, to the end that the interests

of the public might be more thoroughly protected, the Federal Gov-

ernment should pass a law requiring all corporations doing an inter-

state business to file periodical returns, giving such information as

was deemed essential by Congress for this purpose. That these re-

turns should be filed with a properly authorized officer or bureau at

Washington or in the several States in which the companies are

incorporated.

I would like to speak next of the matter of striking stocks from the

lists.

Senator Pomerene. Before going to that subject, Mr. Rich, let me
ask this question: You spoke of additional regulations with refer-

ence to the issuance of stocks.

JNIr. Rich. And for periodical information.
Senator Pomekbne. Yes. But what objection is there to additional

regulations of the market place where these stocks are sold or addi-

tional regulations of the selling of the same? Let us go back, for

example, to the manufacture of food products. The manufacture of

impure foods would not result in any wrong if they were not mar-

keted, and they could not be marketed if they were not made. So,
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in fill 'the States, as well as m the Federal Government, we seek to
control not only the majiing of theni, but tlie marketing of them.
Why does not tljat same principle apply with equal force to stocks
and Jaonds and other securities which are issued ?

Mr. EiCH. you mean the power of the Goyernment to regulate?
Senator Pomeeene. To regulate the sale of those stocks and bonds.

I mean reasonable regulations; I do not mean this particular bill, but
I am trying to get a* the principle that ought to govern hpre. You
h9,ve said $,nd the Ne\v Yorkers h.ave said, " We think that the issu-
ance of stocks by corporations ought to be regulated." The purpose
of this bill is to get be;7ond that and say, " We think the sale ought
to be regulated." My judgment is there ought to be regulation not
only of the issuance of them but of the sale quite as well.
Mr. Rich. Personally, and I speak now without committing my-

self to any plan >rh,atey^r, I pan see no objection to a supervision or
regulation of the marlfpt plac.e, providing that the regulation or
supervision is not of such character that wojild injure or destroy the
valuable functions of, or the market place itself.

Senator Pomerenb. That is, legitimate business ?

Mr. Rich. Yes.
Senator Pomeeene. I do not think you and I will quarrel on that

point at all.

Mr. Rich. I am spealpng now as an individual.

Senator Pomeeene. I understand that. We like your individual
views.

Senator Hollis. We have liked them all so far.

Mr. Rich. Gentlemen, you understand what I am trying to do is

simply to give you information as to the practices that prevail on the

floor of the Boston Stock Exchange.
The next matter which I wish to discuss briefly is the matter of

striking stocks from the list.

iSection (c) of this bill fixes the conditions under which stocks once

admitted to the exchange can be denied quotation thereon after-

wards. In actual practice, on the Boston Stock Exchange, stocks

are stricken from this list for only one reason; that is, when the

nupiber of outstanding shares becomes so small that it would make
it possible for those familiar with the situation to take advantage of

the ignorance of others and manipulate the prices to public detri-

ment. ^Vhen that point is reached—and there can of necessity be

no hard and fixed rule as to the exact number of shares, for what
would prove a dangerous minimum for one stock might not for an-

other—^the stock is summarily stricken from the list so that no ad-

vantage may be taken of the situation.

I do not know whether you gentlemen care to hear the rule. If

you do, I will read it. It is a brief one, and reads as follows

:

JiP^henever It shall appear to tie committee on stock lists that the outstanding

amount of any security listed upon the stoclJ exchange has become so reduced

as to make inadvisable further dealings therein upon the exchange, the said

committee may direct that such security Shall be tfiken from the list and

further dealings therein prohibited.

I may say, however, that when a stock is stricken from our list,

trapsactions in it upon the floor of the exchange are not prohibited,

but they are not given a public quotation. This permission of trans-

actions is for the convenience of outstanding holders, as affording
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them the readiest place where a private market might be found for
such shares. It happens in most cases that a stock becomes a minor-
ity stock or such a small minority stock because it has been absorbed
by some other corporation, and chances are the shares of the larger

corporation are already listed and traded in on the floor of the ex-

change. Giving it this unquoted market place for that security

enables the holder to secure the proportional price that the price of

the absorbing company would warrant them in having. That has
been the practice with us in the manner of striking stocks from the

lists.

The Chairman. That is the New York practice, is it not?

Mr. EicH. I am not familiar with their practice.

Senator Hollis. Have you known cases where that worked to the

great disadvantage of the holders of the stock? For instance, a man
had a loan, with a stock up as collateral ; if that stock were stricken

from the list, it would not have a market value, and the banks would
not loan on it, would they?
Mr. Rich. I know there are no such instances on our exchange.
Senator Hollis. So far as you know, you have seen no places where

that rule worked badly?
Mr. Rich, You see, where they have no public quotations we afford

the convenience of a market place, and there is some convenience in

that market place where people have been accustomed to go with their

shares.

Senator Hollis. A bank holding that stock as collateral would in-

form itself, if it cared to, as to what was going on, and probably
would continue the loan just the same?
Mr. Rich. Yes.
Senator Hollis. And of course banks do loan on a good deal of

stock that is not listed or quoted ?

Mr. Rich. We prohibit public quotation because it might reach a

department of the public or some innocent party who saw the quota'

tion and did not understand the situation. The small number of

shares might make it possible to make the price larger than it should
be, and one seeing it would be deceived by it.

I have already spoken of the question of incorporation. I want to

caJl your attention now to one or two things we have done under our
disciplinary power.

This bill prohibits the use of the mails, the telephone, and the tele-

graph to members of stock exchanges which have not been incorpo-
rated under the laws of the States or Territories in which their busi-

ness is conducted, or unless the laws under which they are organized
shall contain regulations and prohibitions satisfactory to the Post-
master General.

I have stated already that, so far as our exchange is concerned, we
are now and have been observing many of the regulations which these
sections call for. I have also stated the reason of our inability to

comply efficiently with certain of the other proposed requirements,
but I have indicated the opinion of our members as to how these
latter ends may be best attained.

_
With such_ publicity of corporation information secured, the ques-

tion then arises as to what advantages would accrue to the public
through the incorporation of the exchanges? From the position of
the investing public, would the integrity of these exchanges be better
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maintained and higher standards of business conduct prevail thannow with voluntary associations ? On that point we most thoroughlv
believe that incorporation would weaken the morale and strength of
the exchanges. But one of the most vital factors in the maintenance
ot a high standard of business conduct is the absolute power of the
exchanges over their members, and the completeness and celerity with
which discipline can and is administered to those who transgress the
principles of equitab e and honest conduct in their dealings, both on
and off the floor of the exchanges. This control extends not only to
members but. to the public. These transgressions are not confined to
act that come within the purview of the law. As to how compre-
hensive it IS, I should like to call attention to an item in our by-laws
which IS the article reading as follows

:

Any member committing any act to the best interests of the exchange.

Under this provision it is possible to discipline a member without
having to prove some specific wrongdoing. When acts of a detri-
mental character appear in a way to suggest repetition, specific by-
laws are framed. But this general authority enables the exchange to
provide against the unforeseen.
Let me illustrate something of what I mean by acts that do not

come within the purview of the law. I will take a matter that does
not come within the purview of the law. I mean brokers' advertis-
ing. We can all readily understand how powerful advertising is, the
advantages of it, and we also can recognize some of the disadvantages
that would follow from unrestricted advertising. We have a general
by-law to this effect covering advertising:

In future the publication of an advertisement of other than a strictly legiti-
mate business character by a member of the exchange shall be deemed an act
detrimental to the interest and welfare of the exchange.

That is the old by-law. Conditions have changed. The market
letter or circular afterwards came into existence, and so, later—tjiis

was on May 4, 1910—the governors of the exchange adopted this
resolution

:

That in future all advertising in the public press or by circular, ofCering to
buy or sell bonds or stocks which are listed on the exchange, must first be
referred to the committee on commissions for approval.

That was designed for the purpose of getting a fresh line, con-
sidering the changed conditions, on the character of advertising that
the members of our exchange were sending out. Having gotten a
line on that advertising and finding nothing in it particularly repre-

hensible or reprehensible at all, on June 1, 1910, this vote was passed

:

The resolution adopted by the governing committee on May 4, 1910, making
it necessary for members to submit for approval to the committee on commis-
sions all advertisements and circulars, is this day suspended. It is felt that

this rule has fulfilled its purpose in emphasizing what the committee believes

to be for the best interests of the exchange, and that hereafter the matter can
be left to members, subject to rule " advertising," page 73 of the constitution.

That was in 1910. During the three years since that other changes

have taken place in the publicity department of the stock-exchange

houses. It was felt again that the matter should be looked at more
closely, so on January 7 of this year, 1914, the following action was
taken

:

That in future a copy of all general circulars relative to securities or methods

of dealing in securities shall be sent to the secretary of the exchange at the

time of issue.
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I cite these by-laws to show you the character of the work that we
are trying to do under what I have described as acts that do not
come within the purview of the law.

Let me illustrate this power by another reference, another refer-

ence that relates to access of the exchange to the books of meihbers.

This is covered by rule 7, Article XVII, which reads as follows:

The governing committee may, by a two-thirds vote of its members present,

require that a member of the excliange shall submit to the governing com-
mittee or any standing or special committee," for examination, such portion of

his books or papers as are material and relevant to any matter undSr investi-

gat4«m by said commitee or by any standing or special committee.

That is the power under which our exchange, through its govern-

ing committee, has acted from time to time'. It is a power under
which the committee has acted at least three times within the past

year. The results of that action have been to restore and correct

situations that, if they had been left untouched, might have proved

a public disaster.

I instance those two cases to show our power as it is now and
express my own fear, despite some things that have been said, under

an incorporation exercising powers of that rather extreme character

a sentiment would be bound to grow up that sooner or later would
produce changes in our charter and by-laws that would result that

the permanency of our history and of our action as is shown by our

records of the past would change; that the responsibility which is

UQW resting on the members themselves would become a divided

responsibility; that there would be an internal and external au-

thority, and that the elimination of that duty, that personal duty of

responsibility would be a loss to the exchange itself and would be a

decided loss to the public in their acts and dealings with the public.

There is one other by-law that we have on this very matter of non-

incorporation, etc., that I would like to read to you, because it shows

that we give the complaining public or customer an opportunity to

appear before us against any one of our own members.
Article XI provides as follows

:

The arbitration committee, to consist of five members, shall investigate and

decide, when properly brought before them, all claims and matters of difference

arising from contracts subject to the rules of the exchange, between members
of the exchange, or, at the instance of a nonmember, between members and
nonmembers.

In other words, we give the outsider who has a complaint against

one of our members, an opportunity for a hearing before the same
governing committee that the members have the right to have their

cases heard.
My attention is called to the fact that I have already presented to

you the by-law by which the governing committee has access to the

books and papers of the members. In that way the outsider who
has a complaint against a member of the exchange has an indirect

way of getting, if he has any legitimate reason for it, direct informa-
tion from the member's books.

Senator Pomeeene. By "outsider," do you mean a man who has

been buying or selling ?

Mr. EiCH. I mean if you are a broker and I am a customer of your
firm, and I think you are violating my contract, I can enter complaint
to the governors of the Boston Stock Exchange.
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Senator Pomebene. Or, if you felt I had not made a proper ac-
jounting ?

Mr. EicH. That I could ask the governors to give me a hearing as
;hey would give a hearing if a matter should arise between two of
;heir members.
Senator Nelson. Mr. Van Antwerp, has the New York Stock Ex-

jhange such a provision?
Mr. Van Antwerp. Yes.
Mr. EicH. I desire now to say a word with reference to the lending

if securities and our practices in that regard.
Section (/) forbids members of exchanges from lending securities

pledged with them and from making any agreement with customers
with respect thereto.

The statement has been made, I believe, that such borrowings of
stock are necessary to the conduct of the so-called odd-lot business

—

bhat is, amounts less than 100 shares—and therefore any curtailment
of the privilege would be of serious import to the public. This would
aot be true, in any large sense, of the transactions on the floor of the
Boston Stock Exchange. The reason for this is that the volume of
business in what one might call the retail and the wholesale sides of
the market are very nearly equal. That is, the total of the day's busi-
ness in lots of less than 100 shares bears a very large ratio to the
business in lots of 100 shares and over. The result of this is that
buyers and sellers of 100-share lots are generally willing that their
brokers shall execute their orders as a whole or any part. As a con-
sequence, the odd-lot customer in our market has nearly always the
benefit of the same prices as those which prevail for the round-lot
customers; that is, for the market unit of 100 shares. But if any
change should arise, if the ratio between the retail and the wholesale
sides of our market should change, then it would be absolutely essential

for us to have some way of borrowing stock to give the small buyer
the same advantage that we are able to give him now. But I do not
offer that as our objection to the bill, because, as our market stands

at the present time, we are largely a retail market.
But the direct ways in which such a regulation would work many

times very disastrously are these

:

First. In the sales of stocks for customers who are at a distance

from our offices and who are not able to get their certificates to us

for several days. The rules of the exchange require the delivery of

certificates on the day following their sale, and it is absolutely neces-

sary that some opportunity be had for the temporary borrowing of

them. And this is a situation that confronts most members of the

exchange not once but many times every day.

Second. In the case of sales of stocks for those living abroad. The
effect of such a rule would be to prevent the holders of our stocksi

abroad from getting the benefit of the prices prevailing at the time

of their decision to sell. They would first have to forward their

stock and accept the price of a week or 10 days hence. Their posi-

tion would be even more aggravated than that of the home seller.

In the case of the home seller, it seems to us decidedly unjust that

he should not have the benefit of the prices prevailing at the time

which he elects to accept them. In the case of the foreign seller, the

same injustice would be done. But from that injustice other very

serious results would follow. That is, it would tend to lead foreign
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holders to withdraw their capital from this country when they are

deprived of the benefits of an immediate market.

The partial closing of these reservoirs of foreign capital to us, to

our minds, would be a matter of more serious import to the country
than it could possibly be to any broker or group of brokers.

Of course, it may be urged that such a general prohibition is neces-

sary in order to reach the situation created by the so-called " short

selling " of stocks. I am not going to discuss the merits or demerits

of that question. It has been thrashed out so thoroughly that I do
not care to devote any time to it at this time. I do want to call your
attention to one concrete illustration as to the market in which there

is no trading or speculative interests, an experience that we have
in Boston. 1 want to call your attention to the effect that it has not

only in advancing prices sharply between transactions but in sup-

pressing them sharply.

We have certain stocks in Boston that are tax exempt. They are

incorporated under our laws, and as the tax period approaches,

which is the 1st of April, there is an unusual demand for those stocks.

The supply has not increased. The result is that during the month
of March the fluctuation—that is, the difference between successive

transactions—is very large, and up to tax day the prices are very

high as compared with the range of one or two months before. Fol-

lowing that tax day, when the demand is over, those prices drop
quickly again. Some of our stocks of that Massachusetts character

are large corporations in which there is a trading interest, and these

sharp changes between transactions are not so apparent.
I want to call your attention on the other side to wide fluctuations

between successive transactions on the downward side. We in Bos-
ton have happened to have in the past few months a very trying

experience with some of our investment stocks, particularly that

class of stocks known as the leased lines of the Boston & Maine.
Those stocks have all been regarded as of a very high investment
type. The interests in them have been almost wholly an investment
interest. Certainly the stability of those leases was questioned, and
the result was that a number of selling orders came into the market
from holders. What was the result? There was a market for the

stocks that could be sold on the day the order came there. But at

what prices? I am going to take the concrete example of the Ver-
mont & Massachusetts Railroad. That is one of the best leased lines

stocks. It is an integral part of the main line of the Fitchburg
system.

Senator Hollis. What are its termini ?

Mr. Rich. It runs from Fitchburg to Greenfield. If that were
eliminated it would split the Fitchburg system into two parts,

neither one of which has any connection. That stock has a guarantee
dividend of 6 per cent. It has been one of the stocks that has been
regarded as particularly strong by the trust companies that act as

trustees for estates.

Senator Hollis. Is it a legal investment for savings banks?
Mr. Rich. It is. And yet, as strongly positioned as that stock was,

a broker, on the day of this fright, had an order to sell something
like 30 and 40 shares, and he took nearly five hours of the business
day to get the best price that was available for that stock, and at

the close of the day he had succeeded in selling only 10 shares at a

decline of 21 points between that sale and the previous transaction.
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Senator Pomeeene. Was that about the time these exposures came?
Mr. EicH. It was latter ; it was about six months ago.
Senator Hollis. Senator Pomerene, it is not a part of the New

York, New Haven & Hartford. There has been no exposure in con-
nection with the Boston & Maine.
Mr. KicH. No.
Senator Pomeeene. I understood it was a part of that system.
Mr. Rich. I said the Boston & Maine.
Senator Pomeeene. I understood you to say that.
Senator Hollis. Those leases have been under fire for a number of

years in New England.
Mr. EiCK. I cite this one as a particular case, because you know

there has never been any question as to the stability or value of that
VermcnJ & ISJassachn setts line, or the value of that lease, or that it
was an exorbitant rate.

Senator Hollis. It is like our Boston, Concord & Montreal.
Mr. Rich. Yes. That stock did not fall as sharply, because there

IS more wide interest in it ; but it did fall, I think, about five points.
I will take another one that was entirely separate and yet showing

what will happen when investors are frightened and throwing their
stocks on the market for sale. The Boston & Albany, which has
nothing to do with the New York, New Haven & Hartford or the
Boston _& Maine systems, is a case in point. There was a 10-point
decline in the Boston & Albany simply because investors were fright-
ened as to the Massachusetts

, leases and guaranteed stocks. That
lead to some selling, and it lead to an absolute refusal on the part of
investors, except at very materially declined prices, to come in ajn'

take the stock that was offered there in the market.
Senator Hollis. These are the facts. What is the moral?

_
Mr. Rich. My moral is this : It is not possible so long as specula-

tive short selling has existed always and as a factor of speculative
markets, in markets of active trading stocks, to tell you by concrete
example what would happen in those widely distributed stocks if

short selling was prohibited. I could not give an illustration by
reference to an actual instance. I took the next best thing I could, a
market in which such things did not exist, and I tried to show you by
the first example what happened in that market when there was an
unusual demand for it and what happened when there was an un-
usual supply.
My deduction is not in such wide differences between transactions,

but that in the markets of the more active stocks wider fluctuations

would exist if short selling and speculation were not permitted. In
other words, the upward movements would further and the down-
ward movements would go farther 'down.

Senator Hollis. A short selling actually takes the sharpness off

of it?

Mr. Rich. Yes. It distributes losses over a period of time, if it

is on the downward side. If it is on the upward side, it enables

a person who wishes to come in and become a holder of the se-

curity to get a supply.

The next question which I wish to consider briefly is the proper

amount of margin. I want to mention that because we have a by-

law on that feature.

30578—14 29
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S' ct ion (/t) of this bill forbids the purchase of stock imless there has
been had in advance from the customer a partial cash payment of
not less than 20 per cent of the market price of such stock on the day
of its purchase. This matter of margin is one in ^vhich the mem-
bers or the exchange are as keenly interested as is the public. Self-
protection, in most cases, dictates adequate action. But the minimum
amount of margin that should be insisted upon is a matter of in-

dividual credit. There are customers whose accounts no member
of the exchange would accept upon an initial deposit of only 20 per
cent. Thi-, refusal might be due to either one or both of two things.

First, because it was known to the broker that the resources of the
customer were not such as to enable him to further protect his pur-
chase in case of a market decline, or, second, that the customer lived

at such a distance from the broker that prompt response could not be
made to calls for additional deposits. Stock exchange houses do
not transact business for strangers, particularly of a marginal char-

acter, and their knowledge of the financial resources and character
of their customers is bound to be, and should be, a factor in deter-

mining what was adequate protection in those respects.

Then, again, there are stocks upon which 20 per cent of the pur-
chase price would not be sufficient initial protection; that is, stocks

which sell at a low price and have little or no collateral value,

where the one-half and one point fluctuations bear a high ratio to

the full price of the stock, and stocks of an investment or inactive

nature where the fluctuations between transactions vary widely.

Banks are not compelled by law to exact any specific collateral mar-
f!li), though I believe the general practice is 20 per cent. But the

most of their loans are on mixed collateral, while brokers' books show
many accounts with the collateral of only one or two kinds.

The members of the Boston Stock Exchange, however, are not un-

mindful of the fact that instances do arise in which members, through
keen competition or careless methods, do transgress the principles of

sound business, and to meet that we have this rule:

That the acceptance and carrying of an account for a customer, either a

member or a nonmemlier, without proper and adequate margin, may constitute

an iict detrimental to the interest and welfare of the exchange, and the offend-

ing member may be proceeded against under section 8 of Article XVII of this

constitution.

And this rule is one under which the governing committee, with its

absolute powers, has proceeded, where suspicions of such practices

have arisen, and such practices can not long continue without the

active members of the exchange becoming cognizant of them. As a

proof of this, we have in the past year acted in two cases and were
enabled to rectify the situation, because the committee deemed the

marf;;ins were not sufficient.

Senator Hollis. How was that brought to your attention?
Mr. Rich. If you are a member of the exchange, acquainted with

the stre<'(, you have an idea as to the financial strength of the houses;
at least you think you have an idea. You are familiar with their

activities on the floor of the exchange. Boston is a small city, and
you become rather familiar with the character of customers, etc.

There are circumstances that arouse suspicion in your mind. I do

not know that in the other cities it would be true, but I know it is

true with our smaller exchange of 150 members, where the average
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attendance on the floor is probably 80 or 90. Where 80 or 90 men
are associating with one another, day in and day out, year after year,
you become pretty thoroughly familiar with their practices and what
they would and would not do ; so under our restrictive conditions wo
are enabled to keep pretty close watch on one another.
In this same connection I want to call your attention to another

by-law that we have on this matter of margin accounts

:

That the taking or carrying of a speculative account, or the making of specu-
lative transactions In which a clerk of a bank, trust company, civ iiimrauce com-
pany Is directly or Indirectly Interested, without the consent In writing of
the employer, shall be deemed an act detrimental to the interests of tlie

exchange.

I have left with you these matters of our rules and regulations

and made these few suggestions and given this information regard-
ing our procedure. That is all we had in mind in coming to you,
that the gentlemen of this committee might knoAv how we conduct
the business upon the Boston Stock Exchange, an exchange that is

smaller than the one to which you have been gixing your attention,

and your examination of the papers themselves will prove whether
we have carried them out in the spirit we claim.

The Chaieman. You heard our talk with Mr. Coolidge and those

who were with him, did you not?
Mr. EicH. I did.

The Chairman. Would you have any objection to having seme of

your friends cooperate with them in making suggestions on this bill ?

Mr. Rich. None whatever. Let me tell you this, Senator Owen:
In the last few years there have been in different paj t=' of the country,

in different States, legislative efforts and legislative successes toward
handling this matter of securities, promotions, etc., and Ave in Mas-
sachusetts in some respects have been in advance of the other States.

It is a matter in which we are keenly interested. It is a matter in

which not only the members of the exchange, but members of other

trade and commercial organizations are interested. Boston is a

small city and we are all acquainted with one another. When we
meet we discuss these things. We will be glad to cooperate with

anyone, as you suggest.

Senator Hollis. I would suggest that you make specific sugges-

tions; give us concrete suggestions. Take the bill and say, for in-

stance, in line so and so strike out certain words or insert certain

words. Give us specific suggestions of that nature.

The Chairman. And give us your reasons, too.

Mr. Rich. Mind you. Senator Owen, I could not say that the mem-
bers of the chamber of commerce and the members of the Boston

exchange could agree on the exact language.

Senator Pomeeene. Give us your ideas as fully as you can, any-

way.
Senator Hollis. Agree as far as you can, and where you do not

agree give us your different ideas.

Mr. Rich. We will agree as far as we can.

The Chairman. When you disagree, let that appear, and also give

us any additional suggestions you have that do not seem to be covered

by the bill. We want the best thing for the country that we can

oet. The committee does not pretend to know everything about

The matter, by any means. We want to ascertain what the truth is
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and what ought to be done, so as to preserve and increase the welfare

of the country without doing harm.
Mr. Rich. We came here, as I stated, with the object of giving you

such information as we could regarding the methods in which we
conduct our business. I will be very glad to have the Boston Stock
Exchange cooperate, as you have suggested.

The Chairman. As one member of this committee, I have very

much appreciated the tone of representatives here from Boston, and
their attitude in looking at this matter in a patriotic way, with a

view of trying to accomplish some good. The committee so often

meets with mere negation, being told how not to do it, that they

appreciate a disposition to go into the question of how it might
possibly be done.

Mr. Rich. I wish to thank you, on behalf of the Boston Stock Ex-
change, for this opportunity.

The Chairman. "We are very pleased to have heard you.

Senator Pomerene. Mr. Chairman, T have three letters here, voic-

ing some objections to this bill along the line of those offered by the

New York Stock Exchange representatiA^es, from Cinciimati. I

would like to have these go into the record.

The Chairmax. Without objection, the letters will be incorporated

in the record.

(The letters are as follows:)

[Murray & Co., 16 Union Trust Building.]

CiNciKNATi, Ohio, Feinuiru ?', 1914.

Hon. Atlee Pomekene,
Washington. D. 0.

Dear Sik : Replying to yours of the 3(1 instfint, regarding Senate bill 3895,

our principal objection is to the part reading as follows

:

" Tli:it no orders, direction, or offer to purchase the securities of any corpo-

ration or .loint-stock company shall be accepted or executed by any member of

such exchange unless the broker sPall at the time of such order or previously

thfreto have received from the customer a partial payment in cash of not less

tD-in 20 per cent of the market price of such stock on the day of purchase"

—

this proposing an unnecessary interference with our business, and one that

does not apply to any other form of business, viz, prepayment of 20 per cent

on orders.

A part of our business is transacted by telephone or telegraph. A customer
calls up the office, asks price of street railway. If the price i^ satisfactory, we
get the order to buy 100 shares, or possibly 10 or 25. The stock is bou.sht, we
mail our bill that night, and receive transfer instructions, customer paying
for the stock when transferred to his or her name. Or, a bank located in

another city may give us an order to buy a lot of bonds at a stated price. It

may take four of five days to find we can get the bonds at price named. We
can uot ask the bank to deposit $3,000 or $4,000 against the order, particularly

as thoy may have given a similar order to a broker in another city, the execu-

tion depending on which broker gets them iirst at the price named.
This again brings up another question. We find the bond's price satisfactory.

Under the proposed law we would have to advise our customer that we could

get the bonds, and they must remit 20 per cent before we could complete the

order. This might take one, two, or more days ; in the meantime, the man who
has the bonds to sell has to take his bonds off the market for that time while

we are collecting the 20 per cent, and possibly lose a sale to some one else at a

higher price. Under existing arrangements, if we are satisfied of the respon-

sibility of our customers, we advance the money, take over the bonds, ship

them to our customer, and he or they remit.
Yours, truly,

Chas. 0. Mtjerat & Co.
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.
^,'l,,^„troSl^i:Al%Z'il,^^^^^^ Wa,nut S.eet,

Hon. Atlee Pomebene,
Cincinnati, Ohio, February !). 19V,.

United States Senate, Washington, D.

ii.^fetteforC2ofh^,^u^
^°-"" ^^^^''"^ed favor of the 6tb instiiut in ans^ver to

specific obfectionf''
""'"'° ^" '''''''''' '' t^'^ O^^" bill, in which yovrnsTfo?

yonrt^iLTeS havTn^^e^dXft^:^^^^^^^^^^^ '"^"'^^ "^^ ^-"'^ - -
Exchange have stated I wish to ^nwL??^?^""'*'^^^ °* tl^^ New York Stock
and embody my objections ^ *^^* ^^''' arguments represent my views

a taK'ref'efence^to 'thirm"tter\n'"'^^^ "' ''''''' ^""^ ~'^"^- *" ^^ave

lt\Z^% ""'' 1° ^°.^ ,*^' ''•'^t '""l^^t whir'e the quotaHons are regn Ited by
K.J Sr^'SPy.^'^'^ demand. If he receives an order for securities tsted in

there .^Pi''^?"'^'^'
^^'''^^''' '"^^^ Francisco. New Orleans^r any Pia^e where

executfon of^^l^at ordef"'if"'.""''^""^?,; \' '"^^ ^*'<="'-« ^ <!'"* and c'reMexecution of that order. If, however, the drastic legislation proposed bv theOwen bill should become a law, it would drive these regularly organized martits

f.lf.'^Xf° ^^"f-'""'
"'

f"^'"'y
^'^ ^"'°P^- ^^-i tl'e marketable indqToab Iva ues of securities would be at such differences that there would be no sta-

ganiz^d condn'ion'
' ""'' '"'*°""'" ^""^'^ ""' ^* *^^ '"^''^y °* t^*^ d''*'"

A stock exchange is simply a meeting plnce where men may buy and sell witha feeling of security as to the stability of prices.
Another very forceful reason why the disciplinary conditions of a ptock ex-change are better under the provisions of the exchange itself is thiit all ex-

changes have arbitration committees, where disputes or differences both between
brokers themselves and between customer and broker are amicably adjusted
and the final decision made binding on all parties concerned. If, however the
stock exchange would be subject to the ordinary and regular processes of the
courts the litigation would be long drawn out, and before a final decision could
be reached the real object to be attained would be lost and the result would
be unsatisfactory and perhaps wide of the intention.
A very harmful provision in the bill is the one providing complete censorship

by the Postninster General, as far as transmission of mail and the use of tele-
phone and telesrraph is concerned. Any investor in securities or contemplating
investor, in consulting the daily papers, onn see at a glance the condition of the
market and the quotations, which are made reliable by the careful supervision
of an organized stock exchange. What reliance would an owner of securities
have if there would be a difference in quotations so wide that his feeling would
be one of suspicion and distrust.

One of the most important matters to be safegu-irded hy fixed and stable
quotations is the safety of collateral loans. Jloney is loaned on securities ac-
cording to the quotations established by stock exchanges. When a customer of
a bank or financial institution desires to borrow money on collateral, the lending
institution fixes the amount of the loan and the conditions attached according
to the marketable value of the security offered as collateral. You can readily
see how important it is to have reliable quotations established in markets safe-
guarded by thorough discipline.

The present standing of a member of a recognized and a regularly organized
stock exchange is such that the mere sending and receiving an order lay tele-

phone or telegraph is immediately accepted. In fact, it is proverbial that there
is no higher integrity among business men than that which exists between
broker and broker. The mere word of mouth or the making of a memorandum
sufiices to secure and close a contract, no matter how large or how .small.

I think if you will look back upon the history of the various tr;insactions which
have caused or been the means of bringing about the recently proposed legisla-

tion you will find that all the flagrant violations of decency and law have been
committed by men outside of what is so generally termed " the Wall Street

district."
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In talking over this proposed legislation recently, I do not find any particular
interest in it on the part of the public, and I have made it my business to

speak to men who not only invest in stocks and bonds, but those who occasion-
ally deal, so that I can not see where there is any public demand for such
legislation ; in fact, it seems to nie that the whole proposition emanates from
certain quarters only.

I take it, therefore, dear Senator, that you, in your privilege as a member of
the committee to which this bill has been referred, wish to give due considera-
tion to those who have had the experience of many years and are therefore
qualified to explain the difficulties which win arise from hasty and injudicious
legislation.

Yours, very respectfully.

Edward L. Heinsheimek.

[Anderson & Powell, bankers and stock brokers, Traction Building, Fifth and Walnut
Streets. Telephone, Main 2050.]

Cincinnati, Ohio, February i), Wllf.

Senator Atlee Pomekene,
Washington, D. 0.

Deak Senator Pojiekene : Vt"e thank you for the courtesy of your reply to

our letter in regard to Senate bill 3895, known as the Owen bill.

Without rehearsing the unreasonable features of the bill, which we feel must
be apparent to every one who views the matter justly, it appears to us that the

regulation of the listing securities on the exchanges in the hands of a commis-
sion created for that puipose would promptly correct the abuses complained of

and would give our securities markets a substantial basis such as every con-

scientious broker is most heartily in favor of.

You may be very sure that it is no pleasure for the broker to see securities

decline in quoted value ; you may be equally sure that it is a pleasure for him
to see them enhance in price; and he would welcome most sincerely any
measure that would tend to place securities upon a substantial basis or that
would place his business (which he feels is one of service) upon a basis not of

sufferance, but of right.

Sincerely, Andebson & Powell.

The Chairman. Mr. Milbiirn has left with me a list headed " Quo-
tations at the New York Stock Exchange, Monday, February 2,

1914," which he asked to have incorporated in the record. This
will be printed in the record of Mr. Milburn's request.

(See Exhibit V, Appendix.)
The Chairman. The committee will now adjourn until further

notice.

(Thereupon, at 5.40 o'clock p. m., on Thursday, February 12, 1914,

the committee adjourned until further notice.)
(The following additional statement of Mr. George H. Kendall,

president of the New York Bank Note Co., was sent to the committee
February 19, 1914, with the request that it be incorporated in the

record. It is inserted by direction of the chairman.)

ADDITIONAL STATEMENT OF GEORGE H. KENDALL, PRESIDENT
NEW YORK BANK NOTE CO.

I wish to be heard in reply to Mr. Milburn to that part of his

speech that relates to the bank-note business. His particular argu-
ment seems to be that Eussel Sage is reported to have said that I was
a bad man. This, as Mr. Sturgis, president of the stock exchange,
said is a moral, not a stock exchange, issue. I am glad Mr. Milburn
has raised it and I shall answer in kind, besides in more solid con-

clusions. Suppose it were true. What answer is it to the 11 other

bank-note companies that I represent to this committee, whose pros-
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perity has been stolen and whose reasonable .profits have been con-
liscated by the New York Stock Exchange through their monopoly
which they preserve to one company through dictating to every cor-
poration, interstate and otherwise, that they can not have their
securities dealt in in Wall Street unless they 'have them printed by
the concern in which many of their members' are interested. At first
blush this would appear to be petty larceny, since it might be in-
ferred that 5 cents per certificate added to a reasonable price of 5
cents, making 10 cents, could not amount to much, but when you
analyze the assets of the American Bank Note Co. and find that it is

$5,000 a day, it would seem that the rake-off was the grandest kind
of larceny, and the perquisites of stock-exchange membership might
easily be more profitable than regular business. Ne.Av York City,
Kansas City, Denver, Chicago, San Francisco, Galveston, St. Louis,
and Boston have concerns that, if permitted to engrave stocks and
bonds, would be competitors for the trade that would bring the price
of these, the highest products of the reproductive art, to reasonable
figures.

But let us pay our respects to the moral issue and be done with it.

That of the exchange, as set forth by Mr. Sturgis, president, gov-
ernor, and member for one of the longest terms, in his testimony
before the Pujo committee, wherein Mr. Untermyer asked:

Do you not tliink there is rather a disproportion between siispending a man
for ?,0 days for engaging in that sort of a transaction, meaning the Rock Island
manipulation, as against expelling him or suspending him for iive years for
giving away part of his commissions?

and Mr. Sturgis replied

:

I will answer that in this way, Mr. Untermyer : Mr. Ch.npin's firm violated
no fixed rule of the exchange, except in so far as his conduct was subversive
of good order and decorum and conduct by v^hlch the good repute and welfare
of the exchange might suffer. The violation of the commission law we regard
as one of the most infamous crimes that a man can commit against his fellow
members in the exchange, and as a gross breach of good faith nnd wrongdoing
of the most serious nature, and we consider it a crime that we should punish
as severely as, in the judgment of the governing committee, the constitution
permits.

My moral code, and I have one, I am proud to say, is different from
this. I would be ashamed of such a one, and I beg to say that if Mr.
Milburn will adduce a single represensible act of my own, or my
company, or any one connected with it, I will withdraw my ap-

pearance before this committee, and I challenge him so to do. Mr.
Milburn has said that we did not deliver goods up to the samples
shown to the stock exchange. Here is what the exchange did to us

during the five years that any of our work was accepted for listing.

They passed one rule saying that we should deliver no goods to our

customer until we had submitted samples to them which met their

approval. Then they withheld announcing any decision until the

position became intolerable to our customer, and we could not hold

his trade or keep our contracts. Some of the issues they have not

passed on to this day, and they were sent to them 20 years ago. Then
they made a rule saying we should deliver our orders and they would

pass on them afterwards. And they did. But how? If they were

printed in green, they demanded that they be printed in brown, and

they did not like the lettering. So that the issues had to be done all
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over again, and thus for one frivolous excuse or another they fleeced

us of our money.
Passing from such despicable situations as this to serious argu-

ment, is it for a moment supposable that in a business as profitable as

ours, in which we have such a large investment, that we would do
otherwise than deliver the best that money can buy? That is pre-

cisely the case. It is true of us, and true of the American, and if

either of us could improve any detail of the trade, the other would
never rest until it equaled it. All other talk is mere dust in the

public's eyes. Mr. Milburn says that about the time the stock ex-

change threw us off it gave a star-chamber hearing to two of our

directors, Messrs. Sage and Grace. I never heard of it until the time

of the Pujo investigation. But unfortunately for Mr. Milburn's

accuracy, he does not know that Mr. Grace was not a director for

several years previously, and never has been since. Another unfor-

tunate slip up that Mr. Milburn must encounter through more
chronology. He gives as a reason for throwing us out, that we
changed our corporate existence to a West Virginia $5,000 000 capi-

talization. This item of our history did not occur until a year after

the event for which he adduces it as a reason. Summing up the

stock-exchange position reminds me of ^sop's wolf, who saw a lamb
drinking in r brcok, and said, " I will eat j^ou." The lamb said,

" What for ? " and the wolf replied, " Becauseyou are muddying the

water where I am going to drink." " But the brook runs from you

to me," said the lamb, and the wolf answered back, " I will eat you

anyway."
Again must I prove Mr. Milburn's careless misstatements through

differences in dates when he answers your committee regarding my
statements concerning names and number of members of the stock

exchange interested in the American Bank Note Co.. and the amount

of stock-exchange business done by that concern, contained in the

summons and complaint of the New York Bank Note Co., sworn to

and served in 1910. He read to you out of the 1912 repcirt of the

American Bank Note Co., two years later, which shows the greatly

diminished number of members that were American stockholders.

Of course what he read you was true. The answer is that they had

transferred their stock. When, in a corporate sense, a burglar is

caught in the other m:m's vault, he promptly transfers his stock.

And that was what was done in this case. All of this goes to show,

not f:nly the willingness of tlie exchange to dupe the public by getting

it to put up a margin in money, wash down the quotations, and steal

the little lioard that ambitious human nature is always ready to in-

crease bv speculation, but to deceive your committee by other devices.

Furthermore, Mr. Milburn put forth a ycvj misleading inference

to you in stating the proportion of the American sales that were

stock-exchange printing. The fact is that the American is an im-

mense concern, employing, I believe, some 3,600 people, more or less,

according to the state of the trade, but by far the larger part of them
are engaged in the tyjie, lithograph, and other industries, in which it

is also a large concern, all of which industries are in nowise con-

nected with the bank-note business. While it doubtless is true that

only about 8 per cent of the American Bank Note Co.'s business is

strictly stock-exchange engraving, it should be pointed out that this

small percentage is by reason of the fact that there are only about
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550 different stock issues and less than 1,500 different bond issues
listed out of all of the corporations of the entire United States and
the world, and many times that number are engraved, so that they
may be listed if and whene\^er it is desired. The engraving of much
other work is influenced to the American Bank Note Co. by reason
of all underwritings specifying a " listable bond," so that we believe
it a fact that this connection furnishes 75 per cent of the American
Bank Note Co.'s paying business.

But why continue? If in this world there is ever tainted money
it is the graft filched by the stock exchange from the corporations
through the engraving business. And it comes in large amounts.
United States Steel, in their short existence, have paid $1,000,000. A
single Mexican railroad $600,000 for one new suit of securities, and
so on ad infinitum.

My sworn complaint in your hands shows 15 governors of the ex-
change stockholders of the American Bank Note Co. ; and, mark you,
in 20 years, although there are always 40 governors of the exchange
and 5 stock-list committeemen, there have only been 115 of the former
and 15 of the latter in that period. As testified before you in this

room, their terms are four years, which is practically self-perpetu-

ating, and their nominating committee was self-perpetuating until

recently.

I stand before you as a man fleeced of the reward of 37 years' hon-
est and intelligent industry, with a plant capable of employing 500
people cut down to 15 through the exchange's monopolizing my voca-

tion and without practical power in our courts to obtain any redress,

principally up to this date through the fact that the exchange is un-
reachable through its being unincorporated, for which incorporation I
respectfully ask your committee's recommendation in such form as

you deem best to the Congress of the United States.

TUESDAY, MABCH 10, 1914.

Senate Committee on Banking and Currency,
Washington, D. C.

Pursuant to call, the committee met at 10.30 o'clock a. m.
Present: Senators Owen (chairman), Hitchcock, Eeed. Ponierene,

Shafroth, HoUis, Nelson, Bristow, McLean, and Weeks.
The Chairman. The committee will come to order. The com-

mittee, having under consideration Senate bill No. 3895, will be

addressed at this time by Mr. Samuel Untermyer, of New York.

FUETHER STATEMENT OF SAMUEL TJNTEIIMYER, NEW YORK,
N. Y.

Mr. Untermyisr. Mr. Chairman, as I was unable to coniplete my
argument before the committee on the last occasion on which I had
the pleasure of appearing before you, I was glad to be able to avail

myself of the very kind request of the chairman that I should come
before this committee and complete the discussion that was then

under way at the time I was called away to go south.
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You have been furnished with a very elaborate argument on the

question of the constitutionality of this bill in its present form. I

do not care to discuss that before you, because it is very fully dis-

cussed
The Chaieman (interposing) . I think it is hardly necessary to go

into that.

Mr. Unteemyee. It is very fully discussed in the report of the

Pujo committee, and the matter was submitted to a number of lead-

ing lawyers, and there seemed to be no doubt in the minds of any
of them as to the constitutionality of this bill.

Senator Weeks. Who were those lawyers ?

Mr. Untbemyee. I should rather not say, Senator Weeks.
Senator Weeks. Were they lawyers of wide reputation as consti-

tutional lawyers ?

Mr. Unteemyee. Yes ; some of them ; and there were a number of

good lawyers upon the committee—the Banking and Currency Com-
mittee of the House. Among other men to whom I submitted the

bill, I might say I submitted it to my former partner, Mr. Louis
Marshall, of New York, who, I believe, is recognized as one of the

great constitutional lawyers of the country, if I may say so, a man
concerned in many of the great constitutional questions that have
been before the courts.

I think the purpose of this bill has been very much misunderstood
and misrepresented. This is not a bill to regulate stock exchanges.

It is not a bill that has anything to do with the censorship of the

press or with the liberty of the press.

Let VIS see what the bill does. It does two things, or is intended

to do two things. It provides that the Postmaster General shall

examine the charter and by-laws of every incorporated stock ex-

change whose quotations are sent tlirough the mails. No public

security market can have its quotations taken through the mails unless

its charter is in a given form with respect only to one subject, that

dealing with the distribution of its quotations. All other provisions

of its charter are left absolutely to the determination of the State.

Its internal affairs are not sought in any way to be affected or inter-

fered with. But before its quotations can go through the mails its

charter must contain certain regulations intended to safeguard the

genuineness of these quotations. If the Postmaster General, upon
looking at that charter, finds those regulations in it, that is the end
of his duty. It is not for him to determine whether or not the ex-

change is obeying or whether it is violating the provisions of that

charter. That manifestly is nothing but a plain ministerial duty.

Senator Weeks. Mr. Untennyer, some time will you discuss the

desirability of putting in the hands of a public official the power
which you instance in this matter ?

Mr. UNTEEJrYEE. Yes.
The second duty and right of the Postmaster General is to ex-

amine the books of the members for the purpose of determining
VFhether or not any member is engaged in manipulating the quota-

tions that are being carried through the mails. If he finds there

has been manipulation, he has no further duty with reference to it.

He can not even cancel the charter ; he can not then deny the use of

the mails to the exchange. All he can do is to get the information
and pass it on to where it belongs—to the Department of Justice.



BEGULATIOIT OF THE STOCK EXCHANGE. 459

That seems to me a very much more limited power than any that
has ever been given to the Postmaster General in connection with
the duty of looking after the purification of the mails against fraud
and deception.

Senator Beistow. Let me understand you, Mr. Untermyer. Do I
understand the Postmaster General can not issue a fraud order and
bar these people from the use of the mails until the courts first have
passed upon the matter ?

Mr. Unteemyee. The Postmaster General can not issue a fraud
order when he finds there has been manipulation of securities, for
the reason that that manipulation may be between one or two mem-
bers of the exchange, and does not affect the entire exchange. When
he finds that the charter safeguards those quotations against fraud
and deception and imposition upon the part of the public, the first

part of his duty is^done.

Senator Shafeoth. Then you rely entirely upon the action of the
exchange as against the individual member when he does such an act

as that ?

Mr. Unteemyee. That is our entire reliance, and the bill is most
moderate in that respect.

Senator Beistow. He makes a finding that this charter is not in

cofaformity with the law, is that the idea ?

Mr. Unteemyee. Yes. He makes the finding that the charter re-

quirements do not safeguard the securities in the manner the Con-
gress demands they shall be safeguarded.
Senator Beistow. How can that be tested ? Suppose he holds that

it is not within the provisions, and they contend that the charter is

within the provisions of the law, how is that to be tested ?

Mr. Unteemyee. In the first place, the bill prescribes in great

detail what those provisions shall be. In the second place, I have
suggested an amendment to the bill whereby there shall be a right

of review.

Senator Beistow. By the court ?

Mr. Unteemyee. By the court; yes. I think you have that, Sen-

ator Hitchcock.
Senator Beistow. That might be very desirable in this kind of

cases, but I do not think it ought to be universal. You just deal

with these in your right of review ?

Mr. Unteemyee. We simply deal with this particular case. On
page 7 of the bill, in line li, I have suggested that there be in-

serted after the words " shall not " the words " have complied with,"

and that there be insertions made in lines 12 and 13, so those lines

will read as follows

:

Which shall not have complied with the requirements specified in sec-

tion 1 hereof as to incorporation and regulation, or that have failed to en-

force such requirements, shall, after notice to the exchange and after affording

the later an opportunity to be heard, make a written finding to that effect, and

shall thereupon instruct the Postmaster General, etc.

Senator Beistow. That does not cover the right of review, though.

Where is that covered ? ^ ^ .

Mr. Unteemyee. That is what I had reference to. Senator Bris-

tow. I do not think there is a right of review covered. That is, the

right of a hearing, I meant to say, rather than the right of review.
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Senator Beistow. A hearing? I have had some experience with
those hearings, and sometimes they are very brief.

Mr. Unteemyee. I can see no objection to a right of review.

Senator Beistow. The right of review, I thinii, would be vital.

Mr. UnteemtlTee. Of course the duty here imposed—

—

Senator Pomeeene (interposing). Do you mean destructive to the

service ?

Senator Beistow. This putting into the hands of an executive

officer, without giving the opponent a day in court if his business is

destroyed.

Senator Pomeeene. Some people have had some experiences in re-

cent years on that very subject.

Mr. Unteemyee. There is no very great power given in this bill

to the Postmaster General. The bill says that there shall be certain

provisions in the charter intended to safeguard these quotations

against fraud, and it specifies in great detail what those provisions

shall be, so that they could be put literally into the charter. With
those provisions in the charter, all the Postmaster General has to do

is to look at the charter. Still, I can see no possible objection to the

right of review. The absence of the right of review is one of the

evils that has been complained of, and an abuse that is sought to be

remedied by this bill is that of refusing to list securities or striking

them from the list without a right of review, and the bill provides

for such a right of review ; and so I can not see any reason why the

bill should not provide for a right of review of the action of the

Postmaster General in determining that the charter does not con-

form to the bill.

Senator Weeks. Let us look at this question of the relative effi-

ciency of the right of review. If j'ou follow the course which j'ou

are outlining, a member perpetrating fraudulent transactions would
be proceeded against by the action of the Postmaster General, and

he would demand the right of review, would he not ?

Mr. Unteemyee. No ; that is not the idea. Where it is ascertained,

as a result of investigation of the member's books, that he has been

guilty of manipulating quotations, the Postmaster General has no

further duty with respect to that, except to pass it over to the De-

partment of Justice. Avhich deals with that case. It is made a crime

or misdemeanor under this bill.

Senator Beistow. Then it is a question of proof on the trial ?

Mr. Unteemyee. Yes. The exchange ought not to be punished

because one member may be guilty of manipulation. It can not be

responsible for_ that. The only purpose of the bill is to discover it,

so that the guilty person may be pursued, and not in any way to

penalize the exchange by reason of the act of 1 member out of 1,100

members. That seems to me a very moderate point of view. There-

fore, as I have said, I think the bill is very much misunderstood. In

other matters the Postmaster General has an autocratic power, far

more autocratic than some of us think ought ever to be given him.

Such is the power to issue fraud orders and to censor all matters

that go through the mails, and to determine \vhat is obscene literature

and to determine a number of other subjects that may be very much
on the border line, and do so without the right of reiiew. Those

are all matters that look like subjects of arbitrary official government,
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md there are many of us who are not in sympathy with that sort of
;hing.

In the preparation of this bill I think every conceivable effort was
made to avoid getting anywhere near any such border line.

But the great evil of the stock exchange is in the manipulation of
the quotations of securities. As we go on a little this morning, I
am going to take the liberty of pointing out to you something of the
Bxtent of that evil.

The Chairman. We would be glad if, at your convenience, you
would give specific instances of those manipulations and what they
really mean to the country.
Mr. Unteemyee. I believe a large number of the vast fortunes of

this country have been made in that illegitimate way, and it is time
we should put a stop to it.

Senator Hitchcock. What do you mean by "illegitimate way"

—

frauds on the people?
Mr. Untermyee. Frauds on the public always.
Senator Hitchcock. Mr. Chairman, I am going to bring up a mat-

ter at this time which I think Mr. Untermyer ought to take up per-
sonally. He has written me a letter—in fact, he has written me two
letters—resenting some questions that I put to him here in the com-
mittee. He has stated in his letter to me that what I had was mis-
information. I would like to have him to explain to the committee
exactly what the transactions were in that Kanawha Railroad case

under which he sold, either for himself or for some others

Mr. Unteemyee (interrupting). Do you suggest I sold for myself?
Senator Hitchcock. I will finish my statement.

Some 2,000 or 3,000 shares of stock in the railroad company, at some-
thing more than double the price at which other stockholders sold, to

the company which had acquired the control and ownership of the

road. I asked him to state those transactions. I asked him to state

how much he received for the stock. I asked him when the trans-

actions occurred. I asked him, and I ask him again, what other

stockholders received for their stock, and he had no memory of that.

Mr. Chairman, I am perfectly willing to have Mr. Untermyer come
here as a witness to give testimony and submit to cross-examination,

but I am not willing to have him come here as counsel and adviser

of this committee until the committee votes to employ him. There
are some matters in Mr. Untermyer's life which have been the cause

of comment, and some question, which may legitimately be raised,

as to his motive in coming before the congressional committee as a

sort of third house of this Congress to procure legislation against cer-

tain interests. I submit that when he comes here he should come as

a witness, and he should submit to cross-examination and he should

answer questions. That is what I would like him to do to-day.

The Chairman. I would like to state to the committee that Mr.
Untermyer was invited to appear before the committee and to com-

ment upon this bill and to give his view, because he was employed by

the committee of the House of Eepresentatives, the Committee on

Banking and Currency, or a branch of it, in which, as counsel, he

conducted the so-called Pujo investigation, and he practically wrote

the report of the Pujo committee, so called, showing the enormous

concentration of control of the wealth of the country in compara-
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tively few hands, through the various transportation and industrial

companies of the United States, banking houses, trust companies, etc.

Because of his expert knowledge he was invited to appear before liis

committee and defend this bill, which he practically drew as counsel

for the committee of the House of Eepresentatives. The chairman
thought that he had a perfect right to invite Mr. Untermyer to ap-

pear in that capacity, and he extended him that invitation and
has felt grateful to Mr. Untermyer for his interest in it and for his

disinterested, patriotic service, as the chairman understood it.

Senator Hitchcock. Mr. Chairman, I am perfectly willing to have

Mr. Untermyer come here,. as an exjiert, if you please; but I want him
to submit to questions, and I want him to answer proper questions

without writing to members of the committee letters which impugn
their motives and question their right to put him on the witness stand.

That is what I want. I want that as a member of the committee, and

I think other members of the committee want the same thing.

Mr. Untermyer. I very much regret, for the sake of this legisla-

tion, that this persistent attempt is made to inject personal matters

into this debate, the only effect of which can be to divert the issue

which is really here before you. At the same time there has been so

much said and so many misrepresentations have been made and
there has been so much veiled hostility by reason of this proposed

legislation that I rather welcome the opportunity of making the very

fullest statement of all I know concerning the Kanawha & Michigan
transaction, which was one of the greatest outrages perpetrated upon
minority stockholders by the controlling interests.

The misfortune is the raising of any such issue as this which

Senator Hitchcock has repeatedly attempted to raise at every stage

of the proceedings. His hostility to the bill was shown before we
hardly began to discuss it, but why it should take the form of per-

sonal hostility I have never been able to understand. I did not

come here as a witness. I am not here as a witness. I am here be-

cause I have been asked to come here for the purpose of explaining

a very technical and highly specialized subject. Without this ex-

planation this committee Avould not be in possession of the facts

that were before the Pujo committee, when, after months of de-

liberation and the taking of hundreds and thousands of pages of tes-

timony, it reported this bill and urged its passage through 10 of the

II members of the committee, including three of the four Eepublican
members.

Senator E,eed. Mr. Chairman, I would like to interrupt. Mr.
Untermyer says he is not here in the character of a witness. In

what capacity is he here ?

The Chairman. I explained the capacity just a few moments ago.

Senator Eeed. I understood the chairman's statement and I under-

stood Mr. Untermyer's words, but Mr. Untermyer must be here in

the character of a witness, as we have used the term; that is, any-

body who comes to explain a subject comes in the character of a

witness, as we have been using the term, although they have not

been sworn. There is only one other capacity in which I know a

man could come here, and that would be as counsel for the committee.

Does Mr. Untermyer mean to say—and I am only interested in get-

ting it cleared up—he is not here simply to state the facts and give

his opinion and, like any other person who might come on the same
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subject, to answer any questions of a proper character to be put to
iiim?

Mr. Unteemyee. I am here in the same capacity, for instance, in
svhich Mr. Milburn came before you, although Mr. Milburn came
fiere as counsel for the stock exchange; but he made certain state-

ments and made certain arguments. I have come here to make cer-

tain statements and arguments. I am more than glad and have been
from the beginning to answer any questions that may be put.

Senator Weeks. Before you go on, Mr. Untermyer, during the
previous hearing you did decline to answer questions put to you,

and you have declined this morning to give the names of certain

lawyers whom you have quoted as passing upon the constitutionality

of this bill.

Mr. Unteemyee. Yes. Everybody who comes before a committee
Dr anywhere else reserves to himself the right not to disclose certain

things. For instance, when it came to a question of professional

propriety—that is the subject we had under discussion at that time

—

I said I did not care to disclose the names of my clients or my clients'

affairs, and I do not care to do so now.
Senator Pomerene. I take it the committee would hardly expect

any witness to disclose information which might be purely confiden-

tial or which may be in his possession in a professional capacity. I

am sure I would not do it, and there is no power on earth that

could compel me to do it.

Mr. Unteemyee. No; and I do not think that any right-minded

man would suggest it.

This is the situation. Senator Reed : I went into the employ of the

Pujo committee—and the members of that committee will tell you

I did so reluctantly. I had twice declined to do so.

Senator Reed. You went into the employ of that committee as

attorney ?

Mr. Untfjimyee. I went as counsel for the Pujo committee. I felt

that there was a great public work to be done there. I felt the con-

centration of the control of securities in great enterprises in the city

of New York and in the great cities was becoming one of the greatest

dangers that threatened our institutions. I have had an experience

of 25 or 30 years as a lawyer with corporations, and I was very

familiar with the methods, with which very few men outside of New
York are familiar. I was finally urged, and did consent, to act for

the Pujo committee. I asked the committee to allow me, when I

finally concluded to act, to act without compensation. I said I did

not want my motives questioned. I was prepared to do this public

service, and I knew it would arouse for me the hostility of the most

powerful men in the world if it was thoroughly done, but that I felt

grateful for the prosperity that had come to me and was willing to

do the work.
For eight months I devoted myself almost entirely to the work of

that committee. We did not proceed upon hearsay; we proceeded

upon documents. We did not call people to muckrake men m the

financial world. The evidence is all taken from the men themselves,

from their own lips. There never was an investigation conducted

so close to the rules of evidence as was that investigation.

Senator Nelson. Will you speak a little louder. Mr. Untermyer?

I did not catch your last statement.
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Mr. Unteemybe. I say there never was a legislative investigation

conducted so close to the lines of the rules of evidence as was that

investigation. I had always thought these legislative inquiries did

great injustice to people by reason of the fact that they indulged in

hearsay evidence that aifected people and did not allow those people

the opportunity to reply. I asked the committee to permit me—and
they did permit me—to make it a rule that whenever a witness was
called to testify to a fact affecting any particular interest, that inter-

est should first be notified and have the opportunity of being present

at the time and of going upon the witness stand and presenting its

answer without waiting for a day to elapse; and that was done
throughout that inquiry. I think you, as a lawyer, looking through
this record, will find that it is more free than has ever been in the

history of legislation of anything approaching hearsay or secondary
evidence.

Senator Eeed. I certainly have not criticized the Pujo committee.

Mr. Unteemyee. Throughout that investigation there was an in-

spired and virulent press bureau at work that misrepresented every-

thing that was done, and it was quite a successful press bureau, too.

I could refer you to a dozen transactions that were spread over the

country while the investigation was in progress, going to show how
that press bureau was conducted. At the beginning the country was
flooded with suggestions that there was friction between the commit-
tee and myself. There never was any friction between any member
of the committee and myself, either Eepublican or Democratic mem-
bers. "We did not know in the committee whether there were Eepub-
licans or Democrats. That was not recognized. When they got to-

gether to ni:'.ke their report, and up to within an hour of making
the report, it was supposed that everybody was going to sign that

report.

Senator Weeks. That was due to the fact that the members of the

committee had effaced themselves, was it not?
Mr. UNTEE:\iYEr;. You are mistaken about that. You have fre-

quently said that. The members of the committee did not efface

themselves. On the contrary, they took part in the putting of ques-

tions, except that they put them in writing and they conducted the

proceeding in a way in which, before long, every congressional pro-

ceeding, in my judgment, will be conducted.
Senator Weeks. But, Mr. Untermyer, members of that committee

have said to me that they did submit questions to the chairman,
that they were referred to you, and that the questions were not asked.

Mr. Unteemyee. I do not think. Senator Weeks, that you are

properly informed. I do not think that you will find that any mem-
ber of that committee ever submitted a question that was not asked.

Senator Weeks. I will say now, Mr. Chairman, that if this com-
mittee wants that evidence I will produce it at any time there are

members of that committee who are now in the House.
Mr. Unteemyee. I think it would be a very advisable thing to do,

because before we separated the Repuldican members of that com-
mittee, as well as the Democratic members, joined in a statement to

the effect that it had been conducted with great fairness and im-

partiality. Every one of these men made a speech at the time and
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expressed his feeling as to the fairness of the manner in which the
investigation had been conducted.
But as the thing went on as I say, there never was any friction.

When the committee decided, against the view of the chairman and
myself, to go down and examine Mr. William Kockefeller and we
went down under the instructions of the committee, against our own
view, and Mr. Rockefeller's physician assured us that he did not con-
sider his patient was in position to be examined and stated what he
thought about his condition, we turned back and were immediately
met by statements through the newspapers of the country that Mr.
Rockefeller had had a spasm and had nearly died, and that we had
nearly killed him.
Senator Hitchcock. What has all that Pujo matter to do with this

case?

Mr. UNTEEinf-ER. It all bears upon this attempt to bring in personal
matters for the purpose of obscuring the merits of this bill.

Senator Hitchcock. You are the proponent of this bill. You are
one of the authors of this bill. If a question is asked you tending to
question your motives in drafting the bill and in pushing the bill, that
is a proper question, is it not?
Mr. Untermyee. I think it is, Senator Hitchcock, and I am per-

fectly willing to meet anything in your mind, but let me tell you why
I am here. You have stated your proposition. Please let me state

mine.
The Congress expired the day after the Pujo report and this bill

were presented. The chairman of that committee went out of Con-
gress. He did not stand for reelection. There was no one to press

this legislation. I was asked to do it, and it seems to me it was no
more than part of the duty I had assumed that I should press this

legislation when asked by your chairman to assist him in doing so

after he introduced the bill.

Among other things it was stated on the floor of the House by
some Member

Senator Weeks (interposing). Who asked you to press the legis-

lation ?

Mr. Untermyee. I was asked to press the legislation by men who
were in the committee. Some of them introduced the bill them-

selves. I was also asked by Senator Owen to come before you and
make the argument in support of the bill.

Senator Weeks. You have just said the chairman got out of Con-

gress and there was no one left to press the legislation.

Mr. Unteemyee. Yes. What I mean is that the committee itself

disbanded and the Congress expired. Some of those men are still

in the House. Those men recommended this bill, and, notwithstand-

ing all the efforts to assail me, I am going to continue to present the

merits of this bill so long as it is the desire of your chairman or any

other Member that I do so.

Senator Hitchcock. That is all proper enough.

Senator Shafeoth. Mr. Chairman, can not Mr. Untermyer make
his statement, and then if anybody wants to impugn his motives, they

can do it. We have been here over half an hour and made no prog-

30578—14 30
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ress at all by reason of questions that do not relate to the bill, but re-

late to something on the outside.

Senator Hitchcock. Mr. Untermyer has written me a letter prac-

tically questioning my motives in asking him certain questions which
he did not answer.

Senator Shafeoth. Why not bring that in later ?

Senator Hitchcock. When we adjourned we were on those ques-

tions, and I want him to take up where that matter was left, and
state what the facts were regarding the transactions involved in the

sale of this railroad stock. Let us get that.

Mr. Untermtee. Mr. Chairman, have you a copy of that brief that

I gave you before you went away?
The Chairman. Yes.
Mr. Unteemyee. May I have that—the one I gave you before I

left? I have in there a statement which I finally took out of the

brief because I did not want to have any extraneous matters discussed.

In answer to Senator Hitchcock's question, I want to read into the

record, first, a 'letter which I wrote to Mr. Milburn, counsel for the

stock exchange, after Senator Hitchcock asked these questions; and,

second, a copy of Mr. Milburn's reply. I sent copies of these letters,

or a copy of Mr. Milburn's reply, to Senator Hitchcock at the time

I asked Senator Hitchcock or intimated that he ought to withdraw
any intimations that were embodied or were involved in his questions.

The letter which I wrote to Mr. Milburn is as follows

:

The Bbeakees,
Palm Beach, Fla., Felirvary 22, 191.'i.

John G. Milbuen, Esq.,

54 Wall Street, New York City.

Deab Mb. Milbuen : In confirmatiou of the complaints I have repeatedly-

made of the press bureau that is being conducted by Mr. Van Antwerp I send
you herewith a clipping from the Cincinnati Enquirer of February 13 and call

your particular attention to the gross misrepresentations contained in it and
which I know to have been inspired by the representatives of the exchange who
were present at the hearing. I am aware of the fact that they "filled up"
Senator Hitchcock with the misinformation on which he undertook to question
me upon this subject that the story printed here was subsequently given to the
papers.

I am calling your attention to this occurrence because I am satisfied that
you are not a party to them and that you will do whatever lies in your povret

to discredit that disreputable sort of warfare. It is bound to react and to do
the exchange incalculable harm.
This is only one of a long series of like performances for which Mr. Van

Antwerp is primarily responsible and for which, I believe, in due time. his

colleagues will hold him responsible. If these gentlemen had any such story
to tell they should have done so in a decent, open, responsible way. It is, in
fact, a lie out of whole cloth from beginning to end, and I shall take occasion
to bring it to the attention of the committee.
The suggestion that any of my clients operated in this stock upon the ex-

change or that their transactions had anything to do with striking the stock
Off the list is peculiarly dishonest.

I think you will agree with me that I am entitled to have either an unquali-
fied withdrawal or a repudiation of this story.

Please return me the clipping.
Very truly, yours.

Senator Weeks. There is one point in that letter I would like to

ask about. You say you Imow the article in the Cincinnati paper
was furnished by Mr. Van Antwerp or representatives of the ex-
change ?
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Mr. Unteemyer. I did not say that I knew that it had been fur-
nished by him. This is what I said

:

Which I know to have been inspired by the representatives of the exchange
who were present at the hearing.

Senator Weeks. How do you know that?
Mr. Untermyek. Because nobody else knew anything about those

facts, as you will see by reading from the clipping. Nobody else

could have conceived of them.
I will read Mr. Milburn's answer

:

New York, February 26, 1914.

Mt Dear Mr. TJntermyer : Your letter of the 22(1 instant, with its inclosure,
has just come into my hands at my house, where I am working, and it so hap-
pens that Mr. Van Antwerp is with me when I receive it. We have read the
clipping from the newspaper together. He tells me that he never heard of the
Kanawha & Michigan Railroad matter until Senator Hitchcock mentioned it

at the hearing; that he had no conversation then and had none at any other
time about it with any newspaper man or any Senator or anybody else; and
that he is positive that no member of the library committee has talked with
any newspaper man about it. He says that he has never heard anybody sug-
gest that there was any manipulation of the stock of that company in aid of
any controversy between the holders of the outstanding minority and the par-
ties, whoever they were, that acquired the majority interest. In the broadest
way he disclaims any responsibility for the article.

I think the probable explanation of the matter is that, as you will remem-
ber, when I was speaking in the morning in discussing the striking of securi-

ties from the list, one of the reasons that I gave for it was that a small
amount of outstanding stock could be manipulated in aid of litigation, and the

Cincinnati Enquirer man may have put what I said in the morning with Sena-

tor Hitchcock's talk with you in the afternoon to make what they call a story

for his paper. I had no particular instance in my mind when I said what I did

on this subject in my address, and did not know of the Kanawha & Michigan
Railroad matter until Senator Hitchcock mentioned it at the hearing.

I regret very much the appearance of such an article, but I have found from
experience that one can not be engaged in matters of such public interest with-

out being subject to some misrepresentation or other by the press, not inten-

tionally in most instances, but in the eagerness to say something personal or

sensational.

I have told you before what my position is and has been with respect to

attacks on you personally; and I know that no member of the exchange with

whom I come in contact would encourage It for a moment. The fact is that I

now hear no expressions of any desire to attack you in my very close relations

with the members of the exchange.

I return the clipping. With my regards.

Sincerely yours,
John G. Milburn.

Senator Hitchcock. T did not mention the name of that railroad.

It was you that mentioned it.

Mr. TJntermyer. You mentioned the facts of the transaction.

Senator Hitchcock. I did hot mention the name of the road.

Mr. Untermyee. Furthermore, this article appeared in not only

the Cincinnati
Senator Hitchcock (interposing) . I am asking you the tact.

Mr. Untermyee. I do not think you did.

Senator Hitchcock. I did not mention the name of the road, b«.

cause I did not know it.

Mr. Unteemyer. But you mentioned all the facts.

Senator Hitchcock. And you mentioned the name of the road.

Mr. Untermyer. Is not this your paper published at Omaha—the
World-Herald—that published this story that appeared m the Cin-

cinnati paper?
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Senator Hitchcock. Yes. I do not know whether it is the same
story ; I have seen neither of them.

Mr. Unteemybe. These two papers published them, and were the

only ones in the United States that published them. I understand

they have the same correspondent here in Washington.
Senator Weeks. After that statement of Mr. Milburn, do you

think you were mistaken in saying that the article was inspired by

the representatives of the stock exchange?
Mr. Unteemyee. Not at all. Mr. Milburn has been misled.

Senator Weeks. In other words, you think he has been lied to ?

Mr. Unteemyee. I think Mr. Milburn has been grossly misled.

Senator Weeks. What does that mean; that he has been lied to,

does it not ? '

Mr. Unteemyee. Yes.

Senator Weeks. By members of the exchange?
Mr. Unteemyee. Yes. I do not see why you should precipitate

that sort of an issue; but since you ask me the question, that is my
answer.
Let me call your attention to this clipping. It is headed, " Griev-

ance against Wall Street."

By the way, I have no grievance against Wall Street or against

the exchange or against any of its members, and have ne\er had
any litigation with them. Some of the dearest friends and some of

my clients I liave are among the membership of the exchange, and

I have ne\-er even had controversies in a professional way with

members of the exchange. Until I took up this fight—and the stock

exchange was only an incidental part of the Pujo investigation,

being one of 27 subjects—there was not a rift in the relations between
the exchange or any of its members and myself, in my business

with the members or my conduct with them personally; and, as I

say, I have many friends and clients among them. So that this idea

sought to be circulated that there was a grievance, because I am
trying to do an unpleasant public duty, and propose to do it so far

as I can, is just a part of the game. The following is the newspaper
article referred to:

GEIEVANCE AdAlNST WALL STREET HINTED AS MOTIVE FOB TJNTERMYEK'S ACTIVITY

IN BEHALF OF LAW REGULATING THE EXCHANGE ; BUT ONLY CLIENTS WERE EF-

FECTED, HE DECLARES—BILL WILL BE AlIENDED TO APPLY DIRECTLY TO FICTITIOUS

QUOTATIONS, BUT MAY NOT BE REPORTED.

Washington.—The acquisition of the Kenoshii & Michigan Railroad by tlie

Toledo & Ohio Central Railroad, .'ind the connection of Samuel TJntermyer, of

New York, with the case formed the central theme of discussion before the

Senate Committee on Banking and Currency during the discussion of tlie

Owen stock-exchange bill at the late session to-day.

You notice the " central theme of discussion." I came to discuss

the bill.

TJntermyer h,id asserted th;it the newspapers had treated him unfairly and
imputed prejudice to him which he did not hold.

" I do not know that jMr. Untermyer's motives have anything to do with this

case, but I have heard that iir. I'utermyer had exjierieuces with the stock

exchange which embittered him," interjected Senator Hitchcock, of Nebraska.

I want to say right there I have never had any experience with

the exchange, I never speculated in my life, and I never sold a share

of stock short in my life, and have never had anything to do with
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operations upon the exchange. I did not make any money on the
exchange and never lost any there.

Untermyer replied that he had no personal experience with the exchange
but that what he had learned about it he had gleaned from clients.
"You are strongly opposed to the right to strike stocks ofe the exchange

list," continued Mr. Hitchcock. " Have you had clients affected thereby? Have
their holdings been depreciated by such a course?"
That he had clients who had been affected, TJntermyer admitted.

I said I had been making this fight against the exchange and had
been complaining to them lor j^ears before this transaction had ever
come up on this subject of striking stocks from the list.

But he said that they had not been injured, In his opinion, although it was a
difficult question to answer, inasmuch as there was no standard by which to
judge the value of their holdings after the stocks had been stricken from the
list.

" Was it charged that the stocks were being manipulated?"
" No such claim has ever been made by anyone," replied Mr. Untermyer.

Mr. Milburn's letter that you have just read confirms that statement.

That is what Mr. Milburn says.

" If you have been so Informed from members of the stock exchange, you have
been grossly misinformed."
Untermyer then referred to the Kenosha & Michigan Railroad as one in

which his clients had been interested.

By the way, this transaction must be almost 10 years old.

Senator Hitchcock. Are you sure of that ?

Mr. Untekmyee. I think so ; I do not know.
Senator Hitchcock. When did you sell your stock?

Mr. Untermyer. When did I sell my stock ?

Senator Hitchcock. Yes.

Mr. Untermyer. I did not have any stock to sell.

Senator Hitchcock. You did not ?

Mr. Untermyer. No, sir.

Senator Hitchcock. When did you sell your client's stock?

Mr. Untermyer. I think it must be somewhere in the neighborhood

of about 10 years ago, but I really do not know. My clients were

cheated into selling their stock.

Senator Hitchcock. To whom did you sell it?

Mr. Untermyer. I am going to come to all that. You will find

it all set forth here in print. The next time anybody gives you any-

thing of that kind, I think he ought to give it to you straight.

Senator Hitchcock. I have some very pertinent questions I am
going to put to you about that matter.

Mr. Untermyer (again reading from the clipping) :

Untermyer then referred to the Kenosha & Michigan Railroad as one in which

his clients had been interested. He declared that about 6,800 shares of its

stock were still outstanding when the New York Stock Exchange, on the rep-

resentation that 2,000 odd shares only remained out, struck the stock from its

list

"There wn=! a vast amount of litigation in the courts of Ohio," he explained.

He conld not recall what his clients received for the stock, although he admitted

that they received more for their Kenosha & Michigan stock than they paid

for it.

That is not true either. On the contrary, I stated that my recol-

lection was they received less; that some of them had owned it for

20 years.
, , ,

,

• j o

Senator Hitchcock. Will you state now what they received i
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Mr. Unterjmyer. I do not remember. I think it was 160 or 170.

That is my present recollection, but it was about 10 years. If you
have data

Senator Hitchcock (interposing). Can you tell the price paid for

the rest of the stock ?

Mr. Untermteh. The rest of what stock ?

Senator Hitchcock. That the same railroad paid for the rest of

the stock ?

Mr. Untermter. I am going to give you all that.

Senator Hjtohcock. Can you tell it now ?

Mr. Unteemyee. I am going to show you what was paid. You
will get it all; don't worry—so far as I can remember it. I went
from the last session here to Florida, and am now on my way North.

I have not been to New York and have had no access to my papers,

nor have I given the subject any thought.

Untermyer was plainly annoyed by tlie interruption, and at the first oppor-
tunity, on the plea that his time was limited, proceeded with his reply to the
members of the New York Stock Exchange, who have said that the Owen bill,

which he drafted, was bad, full of mistakes, and unconstitutional.

This is the part I am referring to particularly

:

Members of the stock exchange declared afterwards that Senator Hitchcock's
questions bore on a case in which they declared the facts to be these.

The members of the stock exchange who were here that day were
Mr. Van Antwerp, Mr. Pomroy, and Mr. Mabon, and this appeared
in Senator Hitchcock's paper and in the Cincinnati Enquirer the

following day

:

Members of the stock exchange declared afterwards that Senator Hitchcock's
questions bore on a case in which they declared the facts to be these : That the
Toledo & Ohio Central acquired all but about 3,000 shares of stock of the
Kanawha & Michigan, but under the laws of Ohio was estopped from taking
over the road until it had obtained all the stock, although it had purchased
control. The clients for whom Mr. Untermyer acted as counsel held the out-
standing stock, and when the Toledo & Ohio Central found itself in a position
where it had to obtain the remainder of the outstanding stock, the clients

began operations on the Xew York Stock Exchange calculated to drive upward
the price of the stock which they held.

That is absolutely false, as Mr. Milburn has stated in his letter.

No stock exchange man ever heard of any such thing or ever claimed
any such thing. There were no operations on the exchange in the
stock; there was never any activity in it and it is not true that the
Toledo & Ohio road or any other" road or person had to have the
stock for any purpose so far as I ever heard until this article ap-
peared. It is pure fiction.

This was done, it is declared, for the purpose of either compelling the pur-
chasmg road to take OAcr the stock in order to save itself against further rise
in the quoted price or to fl.\ a price upon the exchange which could be used in
pending court proceedings as a basis on which the courts would be required to
assess the amrjunt to be paid by the purchasing companv. Under these condi-
tions, according to the members of the exchange, the stock was stricken from
the list and the alleged manipulation was defeated.

Not one of my clients ever bought or sold a share of that stock on
the exchange while that litigation was in progress. The suits did
not involve any fixing or assessing of the value of the stock. The
sole purpose of the litigation was to prevent the further oppression
of the company by the controlling interests that were using it for
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their own purposes and destroying its value and earning powers.
[Eeading :]

Subsequently, however, by private arrangement the clients whom Mr. Unter-
myer represented sold out their remaining shares at a price far iil)ove par and
much higher than they had purchased them.

You know that there was no such testimony.
Here are the facts: During the discussion of this subject before

your committee Senator Hitchcocl?:, who has been frankly hostile to

this bill since the hearings began, put certain questions from which
it became at once apparent that the industrious press bureau of the
exchange had been again busily pursuing its usual plan of cam-
paign of spreading scandals and misinformation as to the motives
of those who are endeavoring to perform the public service of pro-

moting this legislation, as though the merits of an important eco-

nomic policy depended upon the motives of its supporters.

The tale that was whispered into the ear of Senator Hitchcock
and on which he confidingly based his questions had no possible

relation to the merits of the bill. But the questions put, supple-

mented by a story from the press, served the purpose of disseminat-

ing throughout the country a newspaper account insinuating that

I had been actuated in proposing the provision of the bill forbid-

ding the striking of securities from the list by an experience on
behalf of clients who had protested to the exchange against that

action and had failed to secure redress, and that I had accordingly

a personal grievance. If the knowledge of an existing abuse is based

on personal experience, one would imagine that would serve to

strengthen the argument, rather than as a reason for rejecting it.

But it was not true that there was a personal grievance involved.

You now know the facts from the record and how baseless was the

insinuation, but you do not know the anonymous story that was put
out to accompany it, and which I have now read.

In view of these attacks I am sure you will pardon this personal

explanation of the reason underlying the questions which were

asked by Senator Hitchcock and which it afforded me pleasure to

answer at that time.

The instance referred to by Senator Hitchcock furnished another

striking object lesson of the necessity for a review of the action of

the exchange in striking securities from the list. I refrained from
referring to this aggravated case, both before the Pujo committee

and in the discussion before you, because of my professional rela-

tions to the transaction and the desire to avoid the appearance of

injecting a personal issue. The securities in question were those

of the Kanawha & Michigan Eailway. The control had been ac-

quired by the Toledo & Ohio, Avhich was in turn controlled by the

Hocking Valley
Senator Weeks (interposing). Where does that road run?

Mr. Untermyeb. It runs from the Ohio Eiver, the southern border

of Ohio, up to a connection with the Toledo & Ohio; I forget just

Avhere. It has been a long time since I had anything to do with it,

and I do not really recall. I think it must have been 10 years smce

this thing was completed. It may be much less, but that is my general

recollection, which is very vague as to the time.
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The control had been acquired by the Toledo & Ohio, which was

in turn controlled by the Hocking Valley, a parallel and competing

line. This road was, as is not unusual in such cases, being used as

a mere pawn in the game of the controlling road. The firm of J. P.

Morgan & Co. were the bankers and dominating spirits in the Hock-

ing Valley, and the throttling of the independence of the Kanawha
& Michigan was accomplished under their benign influence. Prior

to its subjugation, and while it was an independent property, it was

successful and of great promise, but under this oppression it was

fast losing its value. I acted for a protective committee of stock-

holders of representative men who decided to appeal to the courts to

liberate the road from this intolerable and ruinous thralldom. Some

of my clients had owned their stock 15 or 20 years. They had

bought it when it was a promising independent property and pay-

ing dividends, which stopped shortly after it came under control.

One of them had been one of the builders of the road—the largest

holder of stock on the protective committee.
Senator Weeks. Was it a dividend-paying proposition ?

Mr. Unteemyer. No; but it had, I think, been a dividend-paying

proposition until it came under the control of the Plocking, and

from that time it did not pay dividends.

Senator Hitchcock. What dividends did it pay?
Mr. Untermtee. It had paid dividends, but I do not know what

they were.

Senator Hitchcock. Can you give the maximum?
Mr. Untbemyee. I do not recall.

Senator Hitchcock. How long had it been without paying divi-

dends ?

Mr. Unteemyee. Some years.

Senator Hitchcock. The year you sold it for about 170 or 180?

Mr. Unteemyee. Yes; and I think it sold for about $170 a share,

and I think it was worth two or three times that. I am told that

since it has been released from the thraldom of the Hocking and is

again operating independently it is again paying large dividends.

Senator Hitchcock. That is a pretty good price for stock that pay?

no dividend.

Mr. Unteemyee. No; it depends upon what the property is. I

can tell you plenty of properties that are under the throttle and con-

trol of some other property which, if they were liberated, would be

worth three times what they cost. My clients, some of them, had
paid over par for that stock over 20 years ago. Mr. Gould, I think,

was the name of one of them who told me at that time that this stock

had cost him, with interest on his investment, about $300 a share.

Mr. Stratton, I think, was another of my clients who had also owned
the stock many years.

Senator Hitchcock. What dividend was it paying then?
Mr. Unteemyee. When he paid over par for it?

Senator Hitchcock. Yes.
Mr. Unteemyee. I do not remember the amount. You must not

forget. Senator Hitchcock, that in a busy professional practice a man
does not remember all the hundreds of cases he has over a series of

years.

Senator Hitchcock. I do not think I am forgetting as much as

you are.



REGULATION OP THE STOCK EXCHANGE. 473

Mr. Ujjteemyee. I do not know if you ever knew anything to for-
get. That is easy.

Senator Hitchcock. Try to recall it. I think I have a right to

know these facts.

Mr. Untermyer. If you know any facts why do you not go on and
state them ?

Senator Hitchcock. I am asking you. You are a witness before
the committee, and the questions I asked you at the time were merely
incidental, and I had no idea of pressing them any further than I

did had you not written me as you did
Mr. Untermyer. They were not incidental. They were offensive.

Senator Hitchcock (continuing). In the letters which questioned

ray motive.

Mr. Untermytsr. The questions were distinctly offensive, and they

must have been based upon some information that somebody gave
you and filled you up with, or you would not have asked those ques-

tions. The story that was put out to accompany them was an out-

rageous libel and was perpetrated by your own paper, and it was not

right. I thought when it was called to your attention you would
make the proper withdrawal.

Senator Hitchcock. No ; on the other hand, I am disposed to say,

now that you call it to my attention, that I want to go into some other

of your transactions.

Mr. Untermyer. You can not go into any too many for me.

Senator Hitchcock. I want to know something about you and

your activities.

Mr. Unterslyek. I do not know whether the committee will allow

me to finish mv statement?

The Chairman. I think the committee ought to be allowed to hear

a discussion of this bill before the hour is entirely gone.

Senator Weeks. Mr. Chairman, I think before Mr. Untermyer

goes on, we had better have an understanding that he is not to make

offensive remarks to members of the committee.

Mr. Unterjiyer. If I have made any offensive remark. I want to

withdraw it, but I do not think I have.

Senator Weeks. You have just stated, Mr. Untermyer, that Sena-

tor Hitchcock's paper, presumably with his knowledge, had published

something about you that was an offensive libel.

Mr. Untermyer. I have just read it.

Senator Weeks. I do not think it is an offensive libel. It did

not strike me that wav at all. I know we read in newspapers similar

statements about men and things almost every day.
, , -^ t

Mr Untermyer. It mav be that I am hypersensitive about it. i

did not want to be offensive. A short time after this incident hap-

pened, I wrote Senator Hitchcock that I believed he was being mis-

informed, and I think my letters to him were polite. I think there

was nothing in them. Senator Hitchcock, at which you could take

offense? . • i j? ^i •

Senator Hitchcock. I resent a witness coming before this com-

mittee and then questioning the motives of the member who asks

perfectlv proper questions.
x- j 4.i,„

Mr Untermyer. I did not question your motive I questioned the

motiv'e of the men who had given you this misinformation. I want

it understood in the most distinct terms that I do not for a moment
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believe that you had any motive other than that of getting at the

facts that had been given to you, but they were not facts ; they were

not the truth ; that is all.

May I finish this statement ?

Senator Bristow. Just before you proceed, Mr. Untermyer, let

me ask you a question. Senator Hitchcock apparently wants to ask

some questions in regard to certain matters, and it seems to me you
are presenting an answer to what you anticipate he possibly might
ask.

The Chairman. He is answering the first question that was asked

him.
Mr. Untermyer. I am answering the question with reference to

the stock of the Kanawha & Michigan, about which he inquired.

As I said, this Kanawha & Michigan stock was selling in the mar-
ket for less than 2.5 per cent of what it had cost some members of

this protective committee. The minority, which was then repre-

sented by a New York banking house, had for years previous to

the formation of the protective committee been vainly pleading

with Morgan & Co. that the road should either receive just treat-

ment or that the Hocking Valley should acquire the minority in-

terest if it wanted to continue the use of the property as a mere
buffer in their railroad game. The banker who assumed to speak

for the minority apparently dared not incur the displeasure of Mor-
gan & Co. by beginning legal proceedings, although he repeatedly as-

sured my clients, who were then cooperating with him, of his intention

to do so unless dividends were resumed and the rights of the minority
recognized. Finally, worn out by years of disappointment and
fearful of offending Messrs. Morgan by enforcing his rights, this

banker advised his friends to accept for their stock a fraction of

what it was worth. My clients refused to be driven into sacrificing

their stock and this protective committee was accordingly formed.
Senator Nelson. Was that the Hocking road?
Mr. Untermyer. No; that was the Kanawha & Michigan, which

Avas acquired by the Hocking.
Senator Hitchcock. You just stated the stock was selling in the

market for less than it cost. What was it selling for in the market?
Mr. Untermyer. At that time?
Senator Hitchcock. Yes.
Mr. Untermyer. I think 70 or 80, or something like that.

Senator Hitchcock. To Avhat time are you referring ?

Mr. Untermyer. I think this statement goes into it all.

Senator Hitchcock. To what time are you referring when it sold

for 70 or 80?
Mr. Untermyer. I think it was sold for that when the old pro-

tective association disbanded.
Senator Hitchcock. "What year was that?
Mr. Untermyer. You will find all that in this statement I am about

to make.
Senator Weeks. Do you mean by " cost " the cost paid for the

shares, or the cost with interest?
Mr. Unterm^-er. The cost with interest.
Senator Weeks. Who was the banker who controlled that minority?
Mr. Untermyer. It was Mr. Donald McKay. He used to be a

member of the firm of Vermilion & Co. You remember him ?
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Senator Weeks. I do not recall him ; I knew the firm.
Mr. Uni^ekmyee. He has died since.

As I say, this banker advised his friends to accept for their stock
a fraction of what it was worth. That was the time when part of
that stock was sold to the Morgans, or through them to their clients,

for something between $70 and $80 a share. That is my recollection
of it. My clients refused to be driven into sacrificing their stock,

and this protective committee was accordingly formed. Suits were
begun attacking the Hocking Valley control as being in violation of
the Sherman law and for an accounting of the unlawful acts charged
against the management. The Federal Government subsequently
attacked the control on the same ground and succeeded in dissolving

it. Thereafter the road resumed payment of dividends.

Meantime, my clients, who had owned their stock for years^

awoke one fine morning to find that it had been stricken oil the list,

and that it accordingly no longer had a public market and was not

available as collateral in the banks.
Senator Weeks. What was the total capital of the road, do you

remember ?

Mr. Untermtee. I do not remember.
Senator Weeks. Do you remember how many shares were out-

standing not controlled by purchasers of the road ?

Mr. Unteemtee. I think they had gradually gathered in all ex-

cept something like 6,800 that we know of.

Senator Weeks. Have you any idea what the total capital was?
Mr. Unteemtee. I do not remember.
Senator Weeks. I am asking these questions because I do not

recall.

Mr. TJnteemyee. I do not remember it.

Senator Weeks. Were 6,800 shares 5 per cent of the total capital,

or 3 per cent?

Mr. Unteemtee. I do not think it was ; I do not really remember.

I had had an idea there were 90,000 shares, but I may be mistaken.

It may be more. I really do not recall. The whole thing is very dim

in my mind ; that is a long, long while ago.

The result in all such cases is to relegate the stockholder, who has

thus had his listing taken from him, to the majority owner, who is

thus able to fix his own price. On inquiry it was found that in

striking from the list this stock that had been for many years a listed

security, and was such when my clients purchased in reliance upon

that fact and which, I understand, has been restored to the list after

squeezing out my clients, the exchange had acted without notice to

anyone and upon the irresponsible and unsupported statement that

there were only 2,200 shares outstanding, when m point of fact^

there were at that time 6,800 shares in the hands of the committee

and outstanding to its knowledge. There were no active dealings

in the stock, and there could have been no reason for reinoving it

from the list whilst the minority were battling for their rights other

than that of destroying its market and thus discouraging the fight.

Finally worn out W the delay and expense of litigation, and in

sheer desperation, the committee surrender to its adversaries and

sold their stock, although their contentions were afterwards sus-

tained by the courts in the Government suit.
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I will be glad, Senator Hitchcock, to answer any questions you

want to put to me on that subject.

Senator Hitchcock. What time was this pale made of your

clients ?

Mr. Unteemyee. I really do not remember. I think it must have

been about 10 years ago. You may have it; I do not know.

Senator Hitchcock. It was not March, 1910
?_

Mr. "Unteemyee. Oh, no. 1910? I do not think so. It may be,

but I would be very much surprised if I found it was so.

Senator Hitchcock. The price was about 180?

Mr. Unteemyee. I think it was about 170.

Senator Hitchcock. The stock paid no dividends?

Mr. Unteemtee. Not at that time.

Senator Hitchcock. How long had it been without paying divi-

dends ?

Mr. Unteejiybe. I really do not remember, but the stock, I always

contended, was worth $300 or $400 a share.

Senator Hitchcock. To whom was the sale made?
Mr. Unteemyee. It was made to the majority interests. I think

the Chesapeake & Ohio had acquired the Hocking Valley, but I

think it was made either to the Hocking Valley or the Chesapeake &
Ohio, to the people who controlled the rest of it.

Senator Hitchcock. They bought the rest of the stock at $70.60,

did they.

Mr. Unteemyee. No; they bought it at all sorts of figures. At
one time I think they had it squeezed down to $40. They ground the

stockholders whenever they got a chance.
Senator Shafeoth. What was the value of this stock?
Mr. Unteemyee. I think it was $100 par value, but it cost some of

my clients nearly $300.
Senator Hitchcock. Suppose it had not been stricken from the

list, would you have sold for a higher price?
M]-. Unteemyee. In that particular case, as I told you the other

day, I do not believe the striking of the stock from the list happened
to have any effect whatever on the transaction, because my clients

were not people who had borrowed money on their stock. If they had
been borrowers on the stock, the striking from the list would have
resulted in throwing the stock out and maldng them take up the loan,

or if they had been speculators in the stock, the striking of the stock

from the list would have hurt; but we did not know, I did not know,
until sometime afterwards that it had been stricken from the list.

It was the principle involved that led to my protest, as I had pro-

tested before where I was not personally' or professionally con-

cerned.

Senator Hitchcock. Why did you make such emphasis in your
statement on the fact that your clients woke up one morning to find

their market had been destroyed?
Mr. Unteemyee. It was simply another means to discourage them.
Senator Hitchcock. Do you mean to say the market was not de-

stroyed ?

Mr. UNi'EE:\rYEE. If they wanted to sell their stock ; but no stock-

broker could have dealt in that stock because it was not listed.

Senator Hitchcock. The fact is it was not destroyed?
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Mr. Untermyeb. The fact is it was destroyed.
Senator Hitchcock. You finally found a market?
Mr. Untermyee. We found a market where every oppressed mi-

nority stockholder finds a market when his stock is off the list^-at the
price the majority holder chooses to put upon it.

.
Senator Hitchcock. Suppose that stock had been left upon the

list with only a few thousand shares outstanding, and your clients
owned practically all of it, what would have been the price upon
the market?

Mr. Untermybr. I do not understand you. If my clients had
owned the stock?

Senator Hitchcock. Yes.
Mr. Untermyee. And there had been only a few thousand shares ?

Senator Hitchcock. Yes; and they bought and sold it to each
other, could not they have raised it to a very high price? Could not
they rig it up to a very high price ?

Mr. Untermyee. They could rig it up anyway, whether there was
any stock out or not.

Senator Hitchcock. If there was not a stock market ?

Mr. Untermyee. Let me show you how fallacious that idea is.

Mind you, my clients bought this stock when it was listed. They
were not responsible for it being taken from the list. They did not
sell it to the other people. One of the main advantages of a stock
that is listed is that it is good as collateral. Why should I buy a
stock that is listed on the stock exchange and wake up some morning
and find my market gone because somebody else has acquired the con-
trol of it?

Senator Hitchcock. I asked you the question, if your clients had
2,900 shares of the stock and thei'e were only about that number of
shares outstanding, whether, by buying and selling that stock to each
other, on the stock exchange at a constantly rising price, that would
not in a little while establish a high market value which could be used
in court as evidence—because you have said these stock-exchange quo-

tations are used in court as evidence of value ?

Mr. Untermyee. On the contrary, the company or parties that

had all the remaining stock would pick it up every time they offered

lo sell a share.

Senator Hitchcock. But their stock was off the market.

Mr. Untermyer. Why was it off the market?
Senator Hitchcock. You have said they took it off the market to

impound it, and that under the law they had to get every share of

stock?

Mr. Untermyer. Who said that ? That is not true.

Senator Hitchcock. What is not true ?

Mr. Untermyee. That they have had to get every share of stock.

I do not know why you said I said so.

Senator Hitchcock. I understood you to read something of the

kind.

Mr. Untermyer. I never said anything of the kind.

Senator Weeks. Did you not say that before the Hocking Valley

or the other road could take over the control of the Kanawha &
Michigan and operate the road under the laws of the State of Ohio,

it was necessary for them- to own all of the stock ?
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Mr. TJxTEKMYEE, I ncvftr said ariythinir 'f the kind. On the con-

trary, I read that sratwnent from this newspaper clipping, and it is

T,r>t true and never was true.
^> r.^itor Hnr ucocjL. That is not the law of Ohio.'

Mr. UxTEE.^fYEK. On the contrary, the Kanawha & Michigan had
been operated and controlled bv the Toledo Sc Ohio and by the

Hockinr^ Valley for years, with all this sff>ck out. There was never

any reason, so far a- I know or ever heard, for their endeavoring to

get all the stock, and T understand that there is considerable of it

still outstanding.

Senator IIiTcifcocK. Then, what purpose had thes« railroad own-
ers in paying.' your clients S170 a .share for stock when they had
only paid $70 a share for the rest of it?

Air. T7N7XRMyKR. They tried, apparently, to get all the stock they

could as cheaply as they could.

Sf:r]ator Hitchcock. They practically got it all

Mr. TJxTEEMYEE (interposing) . They did not practically get it all.

Senator Httchcock. They had practically all the stock, as shown
here, except what your clients owned?

Mr. T^NTERMYF-R. I do uot know that they had.
>eriatf)r IIitcttcock. Do you dispute that?

Mr. \':sTT:n?.jYT.R. I do not know. How should I know? I under-

stand they never acquired it all.

Senator Hitchcock. Of course, I do not know, either. I supposed

you would be able to state the facts.

Mr. Unteemyee. All I know is our protective committee, composed
of representative men who had owned their stock some 15 or 20 years,

had Mnd knew of 6,800 shares. That is over a million dollars in value,

yon know.
Senator Reed. Mr. Untermyer, what was the motive or reason for

striking this stock from the exchange list under the circumstances

which you have detailed? Frankly, I do not understand it.

Mr. TJxTERjryER. That is because you have not been at the hearings.

One complaint that is sought to be corrected by this bill is the

striking of stock from the list by the stock exchange after it has been

listed. It has been said to be a great hardship upon the minority

and independent stockholders, and it is said to answer the purpose
of forcing a small minority, by losing its market for the stock, to

t!il<e whatever the majority wants to oner.
Senator Reed. Ts that, in your opinion, the motive and reason for

striking!; this stock from the exchange?
Mr. Unteemyer. That is what we believe to have been the motive.

Senator Reed. Did you ever make any inquiry to find out who it

was that promoted or caused the striking of this stock from the

exchange?
Mr. Untermyer. Oh, yes. The exchange gave us no information

except thiit they understood there were only 2,000 shares out, and

th;it it was their custom, when there was only a small amount of

stock out, to strike it from the list, for fear there might be a corner

in the stock.

Scuiator Reed. They told somebody representing your committee
Mini, (hat was the reason in this case?
Mr. UN'raRMYER. T thirtk so; I do not know.
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Senator Eeed. If I undei-siand you, the position taken by the stock
exchange management in this case was such as they had taken in
other cases—that there being but a small amount of stock out the
holders of that stock would manipulate the market? That was the
reason they gave?
Mr. Untermtek. That was the reason they gave, and that is the

reason I have discussed.

Senator Reed. Has that been done in other cases besides this ?

Mr. Untermyer. You mean manipulating the market?
Senator Reed. No ; striking off stock in order to prevent manipula-

tion.

Mr. Untermyer. It has been done in other cases. Senator Reed.
I discussed that the other day. I say it should not be done and that
it is a very wrong practice.

Senator Reed. I am trying to get at—if it had been done ?

Mr. Untermyer. Yes ; it has been done.
Senator Reed. So the amount of it is that in this particular case

the board pursued its usual course or, at least, a course that was not

at all unprecedented?
Mr. Untermyer. It was not an unprecedented course, but it was a

course that always had the effect of playing into the hands either of

speculators or the majority.

Senator Reed. Do you say, Mr. Untermyer, that when there is a

small amount of stock outstanding that the market price can be

manipulated and interfered with by a small amount of stock?

Mr. Untermyer. No; because there is the larger amount. Who-
ever holds the bulk of the stock ha?, control of the man who holds

the small amount.
Senator Reed. You think the man having t'le larger amount of

stock, when the market advances, could immediately pull it down by
throwing part of his stock on the market?
Mr. Untermyer. Certainly.

Senator Reed. On the contrary, when the stock dropped to a low

point, he could buy?
Mr. Untermyer. Yes.

Senator Reed. But is not this also true : Suppose you were engaged

in getting the principal ownership and control of a company, and, we
will say, it has 10,000 shares of stock, and your object and your in-

terest is to get it all, let us say, at a fair price ; and if I hold one-

tenth of that stock I can go on the market and offer that stock at a

low price, and it immediately affects the value of the nine-tenths

which you hold ? Is not that true ?

Mr. Untermyer. It depends upon whether you want to hold it or

not.

Senator Reed. It affects its price on the market, does it not? The

quotations of that stock affect the value of your stock, do they not?

Mr. Untermyer. The power always lies with the big stockholder

to fix the value.
.

Senator Reed. I understand : but it would affect it, would it not i

It would be affected unless you met it by throwing your stock into

Mr. Untermyer. No
;
you could buy that which was offered.
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Senator Reed. Suppose I had put a high price on, you would not
want to buy mine?
Mr. Unteemyer. Suppose the minority holder, as you say, put

a low price, the majority stockholder buys it at that low price.

Senator Reed. Suppose he then puts it up ?

Mr. Untermyer. Then the majority holder can sell it to him.
Senator Reed. So that the minority stockholders in that event

could do two things, could they not? I am sure you want to be
frank about this, and I want to get the facts. I do not know any-
thing about stock exchanges. I am almost as ignorant about that as

I am about other matters of high finance. It is a great value, is it

not, to the owners of a railroad that has stock out, to keep that stock

at least at its par value in the quotations on the markets?
Mr. Unteemyer. That depends upon what their purpose is.

Senator Reed. Suppose he has an honest purpose ?

Mr. Unteemyee. If he has an honest purpose, that should be his

purpose; yes.

Senator Reed. If a man holding a minority of stock wants to drop
the price, it would depress the market on all of it, would it not?
Mr. Unteemyer. No ; because the other man can buj^ it.

Senator Reed. But suppose he is not in a situation to buy it?

Mr. Unteemyer. He is much better off than the minority holder

who is helpless, Senator Reed. You want to look at the minority
position.

Senator Reed. Suppose he is not in a position to buy it. Suppose
there are just a few shares thrown out. It would go over the country

at once that the stock was quoted at a certain price on the stock

exchange ?

Mr. Unteemyee. But you can do that, no matter whether you have

the majority or the minority. If the stock is scattered among 10,000

holders you can do that.

Senator Reed. I am not asking how you can do it, I am asking if

this is not the effect?

Mr. Unteemyer. Not because there was only a small amount of

it out.

Senator Reed. I am just asking whether the power would not exist

in the men who held some of this stock to depress the market by

making an offer?

Mr. Unteemyee. No more than if there were 100,000 holders of

the stock.

Senator Reed. I did not ask whether it was more or less. I just

asked you whether that power would exist in a minority stockholder?

Mr. Unteemyee. Yes : or in a majority stockholder, or any kind of

a stockholder.

Senator Reed. The minority stockholder would have that power?
Mr. Unteemyee. He would have no more power than any other

stockholder.

Senator Reed. I am not trying to argue this with you. I am trying

to get you to make a plain statement of facts. I have not any in-

terest in this matter one way or the other.

Mr. Unteejiyee. I understand that.

Senator Reed. I want to get at the fact, and I believe that you

could say that a minority stockholder would have the power to de-
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press the value of all the stocks by offering his minority stock at a
low price.

Mr. Ukteemyer. But is not that a little misleading, because it is

a thing that is common to all stocks held anywhere?
Senator Kebd. Very well. But the minority stockholders could

do that?

Mr. Untermyee. He could do it just like anybody else could do it.

Senator Eeed. I knew you would say that.

Mr. Unteemtee. Ijet me explain that
Senator Reed (interposing). No; let me proceed in my own way.
If a man owned 90 per cent of the stock of a company and there

was 10 per cent outstanding, it would be to his interest to prevent
the fluctuation of values by the offering of this minority stock on the
market, would it not ?

Mr. Unteemyee. No; it depends upon what he wants to do. If
he wants to buy, it would not.

Senator Reed. Suppose he simply wants to hold his stock and go
on with his own road and keep his stock standing before the country
as a good stock. It would be to his interest, would it not? •

Mr. Unteemyee. It would be to his interest to have the stock

stable always.
Senator Reed. And it would be to his interest, therefore, to have

the stock stricken from the board, would it not ?

Mr. Unteemyee. Not for that reason ; no.

Senator Reed. That is the very reason it was done in this par-

ticular case, is it not?
Mr. Unteemyee. No; I think not.

Senator Reed. What was the reason ?

Mr. Unteemyee. I think the reason was to destroy the market for

this stock, because none of our people had been dealing in it. There
had been practically no dealing in this stock.

Senator Reed. Is it not a fact that it is understood among these

men who trade in stocks and who control these great concerns that

when there gets to be a small amount of stock only outstanding, the

rest of it being in the hands of the men who want to conserve the

stock and hold the control, in the majority of instances they do strike

the stock from the list?

Mr. Unteemyee. No ; that is not the rule.

Senator Reed. Is it done frequently or infrequently?

Mr. Unteemyee. We put in evidence before the Pujo committee

every instance in which it had been done, and it had been done in

some instances, but we put in proof to show why it was done.

Senator Reed. I just asked if it was frequently done.

Mr. Unteemyee. I forget how many instances there were. Let

me instance one case in which it was done.

Senator Eeed. I think we would lose time by going into these in-

stances. I wanted to ask you this question. I would have been

through long ago if you had not argued the question with me, be-

cause I do not want to argue. Do you claim that in this particular

case which we have been discussing there were motives other and

different than those ordinarily obtaining when the same course is

followed?

30578—14 31
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Mr. Unteemyee. Yes; I claim that in any number of cases the

stock exchange has been used by certain large interests for the strik-

ing of stock off the list in order to destroy their market.

Senator Eeed. I ask if you claim in this case the motive was other

or different than usually obtains in cases of that kind ?

Mr. Unteemter. I do not know.
Senator Reed. You do not know ?

Mr. Unteemyee. No.
Senator Reed. Did you ever try to find out ?

Mr. Unteemyee. Yes; I have talked with many of the men.

Senator Reed. In investigating this particular case to who did

you go to inquire why the stock had been stricken from the list ?

Mr. Unteemyee. I spoke with Mr. Pomroy, who has been a witness

here.

Senator Eeed. What did he say about it ?

Mr. Unteemyee. He said there was a small amount—they were

told there was a small amount of stock out, and so they struck it off

the list.

Senator Eeed. Who told them that?
Mr. Unteemyee. That I do not know.
Senator Reed. Did you not try to find out if there had not been

some evil-minded man who had induced the stock exchange to do

this, or did you just satisfy yourself with that casual inquiry?

Mr. Unteemyee. I did not try to find anything; I spoke of this

casually. I did not make any specific complaint about this case, and
I never referred to this case in my discussion. This case was brought

up through Senator Hitchcock's question.

Senator Reed. Who were your clients in this particular matter?
Mr. Unteemyee. It was a protective committee. I think one was

Mr. Stanton and one was Mr. Gould
Senator Eeed (interposing). What Gould was that; one of the

well-known Goulds?
Mr. Unteemyee. No ; he was an old investor in the road when it

started, I believe. Mr. Stanton took part in building the road orig-

inally or in reorganizing it, I forget which, and had held these

stocks throughout all these years.
The Chaieman. It is after 12 o'clock. Had we better take a re-

cess?

Mr. Unteemyee. I have not begun a discussion of this bill yet.

The Chaieman. Had we better not meet at 2 o'clock to complete
this matter?
Mr. Unteemyee. May I have 10 minutes on this question of strik-

ing stocks off the list ?

Senator Weeks. I want to ask some questions, Mr. Chairman.
The Chaieman. I am quite willing to continue now.
Mr. Unteemyee. I would like to say then, about striking stocks

from the list, that that is a subject I have been discussing for years

with the stock exchange (long before this case ever arose) and in re-

gard to which I have told them I thought it was simply playing into

the hands of speculators ; that the ground they offered for so doing,

that a stock could be cornered—that is, sold short when there is little

of it out—was no ground at all, because there was no reason why the

investor in stock, who bought it when it was quoted lowest, should

lose his market because some speculator sells short what he has not
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got a^nd can not get, that that was protecting gambling and not pro-
tecting the investor.

Then I referred to the case of the American Tobacco Co. The
American Tobacco Co.'s schemes were made possible, in my judg-
ment, by reason of that rule of striking stocks from the list.

Senator Eeed. It may be a very wicked thing. I do not know
anything about it.

Mr. Untermyer. All this bill provides. Senator Reed, is that there
shall be a right of review in the courts of the action of the exchange
in striking the stocks from the list.

In the American Tobacco Co.'s case the facts were these: There
were two companies, the American Tobacco Co. and the Continental
Tobacco Co. They were earning very large dividends. They were
paying one of them 8 per cent and the other 4 per cent, but they were
earning very much more. The insiders of the American Tobacco Co.

made up their minds that it would be a good thing to get the equities

from these stockholders on their stocks, so they organized what was
known as the Consolidated Tobacco Co. with an authorized capital

of $30,000,000, of which 25 per cent was paid in by them, and paid
out to them in dividends almost immediately—within the year.

Then, they said to the stockholders, " You American Tobacco Co.

Btocknolders put your stock into this new company and we will give

you a 4 per cent collateral trust bond at 200 for it, charged upon your
own stock—a lien upon your own stock." And to the other man—the

Continental stockhcSders—they said :
"We will give you a 4 per cent

bond at par for your stock, charged upon your own stock, and we
will take the Consolidated stock, which will own the stocks of both

companies." Both of these concerns were earning large sums of

money. They got in a lot of stock on that basis, and then, when
there was something like, I think, between 11,000 and 15,000 shares

of the old tobacco companies stocks out, representing $2,000,000 or

$3,000,000, they had that stock taken off the list. What was the re-

sult? That stock had no market. The only place the people could

go to sell it was either to go to the curb, or go to them and sell it to

them. The same thing has been done in a great many other cases.

Senator Weeks. At what price was the American Tobacco stock

selling when this operation was conducted ?

Mr. Untermyer. I do not know.

Senator Weeks. At what was the Continental stock selling?

Mr. Untermyer. I do not know at what figure it was selling.

Senator Weeks. What did the minority stockholders get for their

stocks when they finally settled?

Mr. Untermyer. All I know is this

Senator Weeks (interposing). Did not they get twice as much as

the stockholders who took bonds for their stock?

Mr. Untermyer. Yes; but they got, in my opinion, about one-

third of what it was worth, because their stock was intrinsically

worth over $1,000 a share, and those people got the equity for noth-

ing. The point I make is. Why should that stock he takenfrom the

list? Why should not those people who bought it when it was on

the list retain that right ?

Senator Eeed. Was it worth a thousand dollars a share ?

Mr. Untermyer. I think it was.

Senator Eeed. Because of its manipulated earning power ?
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Mr. Unteemtee. I do not know. Probably that is the reason.

Senator Eeed. You know there was no 10 to 1 put in there of good
money ?

Mr. Unteemxee. No; but I know the earnings were fabulous.

Senator Reed. Because they had established a monopoly?
Mr. Unteemyee. I have no doubt that is the reason.

Senator Reed. If the whole crowd of them that were in there had
been brought to the bar of justice and sent to the penitentiary it

would have been better than protecting them on the stock exchange
and off, would it not ?

Mr. Unteemtee. Yes ; but the idea is that the stock-exchange ma-
chinery made that combination possible.

Senator Reed. I am not saying the stock exchange is right; do not
get that idea.

Mr. Unteemyee. Nine out of ten trusts in this country would not
have been formed except for the stock-exchange machinery.
The Chaieman. Gentlemen, we will take a recess until 2 o'clock

this afternoon.

(Thereupon, at 12.10 o'clock p. m., the committee took a recess until

2 o'clock p. m.)

AETEE EECESS.

The committee met at 2.30 o'clock p. m.
The Chaieman. The committee will come to order. Mr. Unter-

myer, we will hear you.

STATEMENT OF SAMUEL UNTEEMYEE—Continued.

Mr. Unteemyee. Mr. Chairman and gentlemen, the main evil of
the stock exchange is that of the manipulation of securities, and
that is a much more deep-seated evil than anybody who is not
familiar with the practices there ever conceives.
The Chaieman. By "manipulation" you mean selling on a scale

up and a scale down ?

Mr. Unteemyee. There are various forms of manipulation.
The Chaieman. Will you explain, generally, what the various

forms of manipulation are?
Mr. Unteemyee. Yes. I do not think that can be better done than

by quoting from the report of the Hughes commission.
The Chairman. Yes.
Mr. Unteemyee. You will remember that in 1909 Gov. Hughes

appointed a commission.
The Chaieman. Read that, then, for us.
Mr. Unteemyee. That commission made an examination into the

stock exchange. That was not an official commission. It had no
appropriation. It did not take evidence. It was composed of men
who lived in New York, and who were supposedly familiar with con-
ditions there. Two of the members of that commission have ap-

£eared before you. One was Mr. Horace White, and the other was
[r. Page. You may remember Mr. Page making the illuminating

statement that watered stock was a good thing.
The Chairman. Yes ; I recall it.
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Mi\ Unteemter. And that it performed useful functions. Now,
the Hughes commission had what would seem to me some very sur-
prising ideas on manipulation, to which I will refer; but here are
some of the things it has said as the result of this investigation

:

It is un-questionable that only a small part of the transactions upon the ex-
change IS of an investment character. A substantial part may be characterized
as virtual gambling.

Under the heading " Patrons of the exchange," it says this

:

The patrons of the exchange may be divided into the following groups :

(1) Investors, who personally examine the facts relating to the value of
securities or act on the advice of reputable and experienced financiers, and
pay in full for what they buy.

(2) Manipulators whose connection with the corporations issuing or con-
trolling particular securities enables them under certain circumstances to move
the prices up or down, and who are thus in some degree protected from dangers
encountered by other speculators.

(3) Floor traders who keenly study the markets and the general conditions
of business, and acquire early information concerning the changes which affect
the values of securities. From their familiarity with the technique of dealings
on the exchange, and ability to act in concert with others, and thus manipulate
values, they are supposed to have special advantages over other traders.

(4) Outside operators having capital, experience, and knowledge of the gen-
eral conditions of the business. Testimony is clear as to the result which, in
the long run, attends their operations; commissions and interest charges con-
stitute a factor always working against them. Since good luck and bad luck
alternate in time, the gains only stimulate these men to larger ventures, and
they persist in them till n serious or ruinous loss forces them out of the
'• Street."

(5) Inexperienced persons, who act on interested advice, "tips," advertise-
ments in newspapers, or circulars sent by mail, or "take flyers" in absolute
ignorance, and with blind confidence in their luck. Almost without exception
they eventually lose.

Under the head of " Manipulation of prices " the commission said
this:

A subject to which we have devoted much time and thought is that of the
manipulation of prices by large interests. This falls into two general classes:

(1) That which is resorted to for the purpose of making a market for issue
of new securities.

(2) That which is designed to serve merely speculative purposes in the en-
deavor to make a profit as the result of fluctuations which have been planned In
advance.
The first kind of manipulation has certain advantages, and when not accom-

panied by " matched orders " is unobjectionable per se. It is essential to the
organization and carrying through of important enterprises, such as large cor-
porations, that the organizers should be able to raise the money necessary to
complete them. This can be done only by the sale of securities. Large blocks
of securities, such as are frequently issued by railroad and other companies,
can not be sold over the counter or directly to the ultimate investor, whose
confidence in them can, as a rule, be only gradually established. They must
therefore, if sold at all, be disposed of to some syndicate, who will in turn pass
them on to middlemen or speculators, until in the course of time they find their

way into the boxes of investors. But prudent investors are not likely to be in-

duced to buy securities which are not regularly quoted on some exchange, and
which they can not sell, or on which the can not borrow money at their pleasure.
If the securities are really good and bids and ofllers bona fide, open to all sellers

and buyers, the operation is harmless. It is merely a method of bringing new
investments into public notice.

The second kind of manipulation mentioned is undoubtedly open to serious

criticism. It has for its object either the creation of high prices for particular

stocks in order to draw in the public as buyers and to unload upon them the
holdings of the operators or to depress the prices and induce the public to sell.

There have been instances of gross and unjustifiable manipulation of securities.
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as in the case of American Ice stock. While we have been unable to discover

any complete remedy short of abolishing the stock exchange itself, we are
convinced that the exchange can prevent the worst forms of this evil by exer-

cising its influence and authority over the members to prevent them. When
continued manipulation exists it is patent to experienced observers.

You will notice what the Hughes commission says, among other

things, as to one form of ma^nipulation, that is that for the introduc-

tion of new securities, to make a market for them, that it " is resorted

to for the purpose of making a market for issues of new securities,"

and that it " has certain advantages, and when not accompanied by
' matched orders ' is unobjectionable per se. It is essential to the

organization and carrying through of important enterprises." I say

that it is nothing of the kind ; that it is distinctly disreputable, ana
that the exchange will shortly be made to see it. It is, incident to

the introduction of a new security on the market, where in order to

give an appearance of activity to the market they give buying orders

to one set of brokers and selling orders to another set of brokers, and
the public is led to believe that there is great activity in those securi-

ties, and in that way the prices can be moved up and moved down.
It is said that it is a way of introducing a new security. It seems to

me that it is a very dishonest way of introducing a new security, be-

cause the transactions are not genuine transactions; they are pre-

tended transactions in order to create an appearance of activity.

Senator Weeks. That is not quite true, Mr. Untermyer, and I do

not think you ought to say it without making some qualifications.

Mr. Untermyer. I am about to discuss that, if I may.
It has been in the past resorted to a great deal, but my contention

is that when a banking house or anybody else wants to introduce a

new security, it should do so by circular, over its own name, that it

should advertise or circularize the public, tell them what the security

is, tell them its merits, tell them that they are interested in it, and
induce them upon some such responsible representations as that, if

they can, to go in and support and make the security active.

Senator Nelson. Ought we not to do with them as we do in the case

of merchants who seek credit? They are required to disclose their

resources, and what they have, and if they make false representations,

we hold them responsible. Ought we not to do that with regard to

these people, if they make false representations in floating new se-

curities—make them responsible?
Mr. Untermyer. I do not think these issues of new securities that

are put upon the market by reputable and responsible banking houses

are ordinarily accompanied by any false representations, except this,

that the very condition of the market, the very statement implied in

the quotations every day that so many shares have been dealt in at

such a price, and so many at such a price, that to my mind amounts
to a false representatiori. It seems to me that if I were to try to sell

a security to-day by going out and advertising under my own name
that this security is active, that so many shares are dealt in, so many
have been bought, and so many have been sold this day and that day
and the other day, and induce people to buy it on that representation,
when it transpires that I had a pool that was working for me and
had conducted most of those transactions, buying and selling to make
the stock appear active when it was not, and had made most of the

transactions myself, it would be most distinctly disreputable.
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The Chairman.'. Did you not in the Pujo investigation gather the
evidence as to the extent of the sale of these stocks ?

Mr. Unteemyer. We did not as to the new issues. We did as to
some of the worst forms of manipulation, as I contend; that is,

manipulation of known and active securities that are on the market

;

that is, the getting together and having a pool manager, and accumu-
lating large amounts of stocks when they are low, or getting them
low frequently by rumors and in other ways, depressing the stock
by selling more than the pool buys, and then when they have ac-
cumulated a large amount of stock, starting with the same pool to
advance, to manipulate, lifting the price of the stock, and when they
have done that, then unloading upon the public. During the Pujo
investigation a number of such instances were proven, and all the
statistics relating to them were put into the record and are here
embodied in the report.

The Chairman. I should like to have those.

Mr. Untermyee. I should like to have the patience of the com-
mittee for a while, while I refer to some of these tables. I think they
will show, more clearly than almost anything else can, what is the

extent of manipulation. A good deal of this is speculation. A good
deal of it, as you will see from the figures, to my mind, is manipu-
lation.

The first of those tables of statistics will be found at page 1120

of the record of the Pujo committee proceedings. It relates to stock

of the Reading Co., and it gives here the tables, month by month and
year by year, beginning with 1906 and ending with October, 1912.

Senator Nelson. The stock of the Reading Terminal, you say ?

Mr. Unteemter. No; the stock of the Reading Railroad. It is

the Reading Co.—the holding company.
Senator Nelson. Yes.

Mr. Unteemxee. The total outstanding stock of that company,

common stock, was 1,400,000 shares.

There were bought, and an equal number sold, during the year

1906, 43,764,840 shores of that stock.

The Chaieman. About 30 times the total amount of the stock?

Mr. Unteemtee. Yes; just about that.

Senator Hitchcock. Is that a speculative stock?

Mr. IFnteemyee. That is a speculative stock, too ; but you will see,

if you look from month to mdnth at the prices and at the sales, that

it is perfectly apparent what part of it is honest .speculation and what

part of it is' dishonest or manipulative speculation.

Senator Weeks. How is that apparent?

Mr. Untermyee. That is apparent from the transactions, to my
mind.

Senator Weeks. In what way?
Mr. Untermyee. Let us go over the figures and see.

Senator Shafeoth. Do you mean that the capital stock of that

company is only $1,400,000?

Mr. Unteemyer. No; there are 1,400,000 shares of the common
stock.

-, -, , 11 a

Senator Shafeoth. One million four hundred thousand shares {

Mr. Unteemyer. Shares.

Senator Shafeoth. You are dealing in shares now?

Mr. Untermyee. Yes. The next year, 1907
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Senator Weeks. Tell us how it is apparent to you that it is manipu-

lation ?

Mr. Unteemyee. From the prices, in the first place, the range of

prices. The great sales took place at the high prices. There is an
apparent accumulation of stock as the prices go up with large sales,

and when the prices go down the sales of the stock are comparatively

small.

Senator Weeks. Is there anything in the table to show that the

great sales were at high or low prices?

Mr. Unteemyee. These tables show the price each month, the

high and low price each month, the number of shares transferred on

the books, and the number of shares sold, etc.

Senator Weeks. Would that indicate that the majority of the sales

were made at high prices?

Mr. Unteemyee. Yes ; for instance, the high sales

Senator Weeks (interposing) . Take one month.
Mr. Unteemyee. The highest sale of any one month of that stock

was in September, 1906, as I see it now. In tha-t month there were

5,523,220 shares sold.

The Chaieman. Four times as much as the entire capitalization?

Mr. Unteemyee. Four times as much as the entire capitalization.

In that month the highest price was 155^. I think that is the highest

price that the stock reached. That is the highest month's sale.

Senator Weeks. What is the lowest price?

Mr. Unteemyee. When you give the high price and the low price,

the mean price is between the two. When you take it month by
month and year by year you do not get a mathematical demonstra-

tion every time of how much of the stock is manipulated. People

who are familiar with the business of the stock exchange, and even

people who are not, know that when you find 11 billions of dollars in

maket values of those securities dealt in in two years on a capital of

only 140 million

Senator Weeks (interposing). Shares?
Mr. Unteemyee. No; dollars. 1,400,000 shares and $1,400,000,000.

Out of $140,000,000 par value of issued stock, there are $11,000,000,000

of sales in those two years.

Senator Weeks. The only safe conclusion that you can draw from
these figures is that Eeading is a highly speculative stock, dealt in

by all kinds of people who are speculating ?

Mr. Unteemyee. Senator Weeks, I think that you know—I am
sure you do

Senator Weeks (interposing). I would not be saying that if I did

not know.
Mr. Unteemyee. You know that in the manipulation of pools that

have been formed from time to time •

Senator Weeks (interposing). I do not know anything about

manipulating the pools to which you refer.
Mr. Unteemyee. There have been pools in Reading from time to

time, and mere speculation would not stimulate it so as to bring about

the sales of $1,000,000,000 shares in two years.
Senator Weeks. That is mere assertion.
Mr. Unteemyek. The same thing in 1908 and 1909. In 1908 there

were 36,000,000 shares dealt in. In 1909 there were 20,000,000 and

odd shares. In 1910 there were 25,000,000 and odd shares dealt in.
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In 1906 and 1907, the months in which there were 6,533,000 shares
dealt m, as I say, the stock reached the high point of 156.
The Chairman. How low did it drop in the next year or two ?

Mr. Unteemyek. Within the next year it dropped to 90. In Sep-
tember, 1906, it reached 156|. In November, 1907, it reached 90.
That was the panic year. But before the panic it had been going
down until, in April, 1907, it was 114. In May it was 115. In June
it was 107. July it was 108, and so on down to 90.

Senator Weeks. That would be true of all active stocks on the
stock exchange, would it not?
Mr. Untermyee. Not to that extent or anything like that.
Senator Weeks. Not quite so wide a fluctuation, but the same

trend.

Mr. Unterjiyee. The daily and monthly fluctuations in this stock
were enormous.

Senator Nelson. It was a dividend-paying stock?
Mr. Unteemyee. Yes, sir ; I think it was.
Senator Weeks. It is now; I do not know whether it was then

or not.

Mr. Unteemyer. I think it was a dividend-paying stock in 1906.
Senator Nelson. It must have been to pay up to 155.

Mr. Untermyer. There may have been other considerations, you
Iniow. There might have been rumored divisions of stock. What
the facts are I do not know.

Senator Hitchcock. Have you not organized companies yourself,
when stock has fluctuated a great deal more than that that has never
been on the stock exchange at all?

Mr. ITntermi-er. I have acted as lawyer in organizing a great
many corporations, but I do not know how stocks can fluctuate very
widely unless they are on the stock exchange.

Senator Hitchcock. Did you not organize yourself a paper com-
pany in 1892 and your stock turned out to be absolutely worthless ?

Mr. Unteemyer. If you want to divert to those personal matters, I

will be very glad to go into them if the committee has time to listen

to them. That was 23 years ago. I was employed by Mr. Stokes
and Mr. Philo D. Beard, of Buffalo, who was then president of a

bank in Buffalo, to draw certain options for a company. I drew
those options and handed them to them. I did not then organize the

company. They went away and secured the execution of the options

and came back months later, and our firm formed the company for

them. They at that time said they had raised money that was needed
to avail themselves of the options, about a million dollars in cash,

on the bonds. They afterwards found out that they had not raised

the money ; that is, "that they could not get the money. The bankers

who had promised to buy the bonds failed to do so. We had noth-

ing to do with securing the options. It was months after we drew
the documents when they came back to us. We had not seen or heard

from them meantime. I bought some of those bonds for myself and'

my friends, and we, unfortunately, lost a great deal of money. We
lost between $300,000 and $400,000 of our money. I do not see that

that has anything to do with this committee.

Senator Hitchcock. You are speaking of fluctuation of stock.

Mr. Unteemyee. That has nothing to do with fluctuation. The
securities were never listed on any exchange. We were tlie only
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losers. I was a young man and lacking in experience. Mind you,

that was 23 or 24 years ago. I was a younger man than I am to-day

and was more easily taken in, and I and my friends were taken in for

$300,000 or $400,000. We had our experience and paid for it.

Senator Hitchcock. Do not the court records show that you
organized the company; that your employees were dummy directors

of the company ; that you were one of the promoters of the company

;

and that you sought to unload
Mr. Unteemyer (interposing). The records show nothing of the

kind. I never unloaded or got rid of a single share or a single bond.

On the contrary, I retained everything—never disposed of a dollar

of my holdings. I put up more money to operate the company,
and I and my partners lost between $300,000 and $400,000. I have
the securities to-day as souvenirs.

Now, I want to tell you, Mr. Hitchcock, as to that decision that you
are speaking of that has been exploited periodically for the last 15

years whenever I have attacked the big interests in public movements
to reform financial abuses. In was absolutely answered in 1906, and
I will put the answer in the record now, if you please. At the time

(1906) I was conducting the fight against the old management of

the life insurance companies of New York the same old story was
exploited again. Let me say this, in connection with that: If you
insist upon diverting

Senator Hitchcock (interposing). I understood you to say that

you were only the attorney.

Mr. Unteemyer. I was the attorney, and I made a large invest-

ment in that company; but it was an unfortunate one.

Senator Hitchcock. Did not Mr. Justice Pitney, now a Supreme
Court justice of the United States
Mr. Untbrmyer (interposing). He is not. No; it is his son who

is a justice of the Supreme Court.
Senator Hitchcock. Did not he say in that New Jersey equity case

that the whole transaction was planned by Stein, Beard, and Samuel
Untermyer? That "they three certainly occupied the position of

promoters of the corporation, and at the same time as vendors to it?

"

Mr. Unteemyer. Yes, sir. Let me answer you in this way: In
the first place that is not an opinion, and it has no place in the official

records. It was handed down by Vice Chancellor Pitney, who was
then somewhere between 75 and 80 years of age, I think, six weeks
after all the parties had settled that controversy. The plaintiff in

the controversy was the receiver of the corporation, Mr. See, and
wanted to settle that controversy. Being a receiver, the vice chan-
celler had to approve the settlement. That was done. An order
was made to that effect by Vice Chancellor Pitney, and the money
was paid in settlement of the controversy. It was six weeks or two
months after that order was made, and the settlement fully consum-
ma,ted, when Judge Pitney handed down what appeared to be an
opinion. All the counsel in the case on both sides of the case went
to him, protested against action, and said :

'' This case is settled, and
you settled it. You signed the order settling it, and why do you
now hand down what purports to be an opinion in a case that was
settled by your order ? " They said it was not right. My clients and
I said, " We want our money back, if you are going to hand down an
opinion. This is a settled case. We want our money back i'n order
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to appeal the case." But they were told that the money had been
distributed—" all the plaintiffs have got their money. Your clients
can not get back their money. It is all settled. You can not appeal

;

you can not get back your money
;
you can not do anything."

The sum and substance of that old story that has been exploited on
every occasion for the past 20 years is that I and my associates lost
$300,000 or $400,000 in that straw-paper company. The bonds were
bought upon false representations through the vendors, and we were
cheated. That is all there is of it. We did not part with our securi-
ties. We were the only victims of the fraud.

Senator Hitchcock. You organized that company for $5,000,000?
Mr. Untekmter. I did not organize the company. I acted as

counsel for the organizers and bought part of the bonds with a stock
bonus.

Senator Hitchcock. It is stated in this case that you organized it,

that the men in your office were the dummy directors, and that under
your instructions agreed to a contract by which 39 paper mills were
turned over to the company for $5,000,000, and the owners of the
paper mills only got a little more than half of that, and that the
rest of the stock, about $2,700,000, more than half of it went to you
and your two or three associates. It did not go to the owners of the
mills at all, and you and your associates owned it?

Mr. Unteemyee. That is not true.

Senator Hitchcock. Do you think that the Supreme Court re-

port
Mr. Unteemyee (interposing). Just a moment. Mr. Chairman,

may I go on and complete this statement?
The Chaieman. I think that we ought not to be diverted from the

merits of this bill.

Senator Shaeeoth. I think, Mr. Chairman, that if Senator Hitch-
cock wants to ask him a question he should wait until he gets through.
Then, of course, he may ask him anything he wants to.

Senator Hitchcock. Did not Mr. Justice Brown, in the one hun-
dred and seventy-sixth New York report, use this language:

It thus appears that the syndicate [that is, the 39 paper mills] received
3,788 shares of preferred and 14,751 shares of common stock from the treasury
of the company, aggregating 18,459 shares of the par value of $1,854,900. As it

took about $1,187,000 of the stock at par to acquire the paper mills, this leaves

$258,100 unaccounted for. This is explained in the testimony of Sherwood when
he says this stock went to the promoters and their friends. Add this $258,100
to the $1,854,900 above stated, and it amounts to $2,113,000, which is the total

capitalization of $4,000,000, less the $1,887,000 that went to the mill owners.

Then, did not Mr. Justice Brown say, in the same case, speaking of

Stein and yourself
Mr. Unteemyee (interrupting). I do not find any reference to my-

self in the opinion.

Senator Hitchcock. There was one. Mr. Justice Brown delivered

it from the bench.

Mr.' Unteemyee. There was not.

Senator Hitchcock. Do you not know that there was ?

Mr. Unteemyee. No, sir.

Senator Hitchcock. Do you not know that you went to him to

get him to strike your name out of the record,

Mr. Unteemyee. I know better. I never saw Mr. Justice Brown
in my life. I do not know him, and I was not a party to the suit, or
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a witness, nor in any way concerned in the action. None of our firm

were parties to the suit. It was a suit by a trust company to fore-

close a mortgage given to secure an issue of bonds, part of which I

and my friends have purchased under false representations.

Senator Hitchcock. Did not Mr. Justice Brown say in this case:

The opinion shows clearly that it was intended to turn the proposition over to

the new corporation. For these properties they agreed to pay $2,788,000, part
In cash, $766,000; part in preferred stock, $620,000; part in common stock,

$1,258,000 ; and part in notes, $135,000, of the new company, the payments thus

aggregating $1,887,000.

Is it a fact that those mill owners only received $1,887,000 of the

stock and you and your associates received the rest?

Mr. Untermter. It is not. I want you to understand that we
were not parties to that litigation and had nothing to do with it.

Now, I will tell you the facts. I insist upon doing so and I am
very glad of the opportunity to do so, if you will give me five min-

utes for that purpose, Mr. Chairman—that is, if Senator Hitchcock

will listen.

Senator Hitchcock. Yes; I will listen.

Mr. Untermter. In 1891, I think it was, about 23 years ago, I

was practicing law with my firm, as I have been since, until De-
cember 31, 1912. I was retained by Messrs. Stokes & Beard, who had
gotten together options on these mills, to draw options and to organ-

ize a company. We drew the options and they went away. I sup-

posed that was the last I would hear of it. Months later they came
with options signed and asked us to organize the company for them.

We had nothing to do with fixing the amount of capital or bonds.

They had arranged that apparently with the various vendors, whom
we had never met. There were to be $1,000,000 bonds, $1,000,000

of preferred stock and $3,000,000 of common stock. Bonds were to

be sold for cash, with a bonus of preferred and common stock. I

think 25 per cent of preferred stock and 50 per cent of common
stock, but am not sure. Then they asked us to raise the million dol-

lars or thereabouts with which to pay these owners the million or

thereabouts in cash which the owners were to receive. They were
also to get an equal amount in preferred stock and twice the amount
in common stock. A million was all the preferred stock there was to

be issued. I think the mill owners were to get a little less than a mil-

lion, between $900,000 and a million, and they were to get some-
where between $1,800,000 and two million out of the three millions

of authorized common stock. Part of the balance of the common
stock was to go to raising the million dollars in cash as a stock bonus.
They had arranged with the firm of Poor & Greenough, bankers,

New York, to take this $1,000,000 of bonds with the stock bonus,
when they (Beard & Stine) came back to us with the signed options
from the mill owners. We were retained to organize the company
under their instructions. I think Senator Weeks recognizes Poor &
jareenough as well-known bankers. They had financed many lead-

ing industrial corporations at that time, and were among the best

known men in that line of business. They had agreed to buy these

bonds and they fell down upon the purchase. We were then 'for the

first tirne asked if we would interest ourselves in the purchase of these

bonds in the form in which they had undertaken to buy them.
Thereupon I went in and, with some of my friends, subscribed
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$550,000 of that million dollars of bonds, for which we paid $550,000
cash with a stock bonus. The rest of that $1,000,000 Mr. Beard,
the promoter, sold in Buffalo to his friends there.

Senator Hitchcock. To go back to those bonds
Mr. Untermyer (interposing). Just one moment, if you please.

Let me finish.

Senator Hitchcock. How does that court-
The Chairman (interposing). Let him finish. Senator.
Mr. Untermyee. I am going to tell you the whole story. , I was

not a witness in the Supreme Court case and had nothing to do with
it. I did not take the whole $550,000 of bonds, but I and my friends
whom I induced to go with me took those bonds. Soon after we had
bought the property we found that the thing had been grossly mis-
represented; that the mills were not prosperous as they were rep-
resented and were not in good physical condition, or worth anything
like what they were said to be worth. They were not making money.
It had been represented that they were making money, but they were
losing money. The representations on which I acted were' made
by Stein & Beard and were in writing. We never made any represen-
tations and had no occasion to do so. We were the unfortunate
investors.

Then I sought to rehabilitate the company in some way, and per-
sonally put in $12,000 or $15,000 of my own money, without security,
in the hope of being able to do something with the property. We
were not able to do anything with the property. We lost our new
money. I and my partners lost between $300,000 and $400,000 of
that money, besides $12,000 or $15,000 that I subsequently put in
and the money of a few friends whom I had induced to go in with
me. I took their bonds myself, a part. Some of them would not
let me take back their bonds, but those who would let me take them
back I took, young fellow, as I was, at that time, because I felt that
L was responsible for it by reason of my carelessness in not having
sufficiently investigated the representations that were made to me.
My firm took $50,000 in bonds in lieu of cash for their services, in-

volving many months of services in various States, and we lost that
money and never received any pay.
When I undertook to act for a committee of policy holders of

the Mutual and New York Life Insurance Companies, of which Mr.
Richard Olney was chairman, and the then governors of 8 or 10

States of the United States and a dozen other men of national repu-
tation were members, the life insurance companies started, in 1906,

to exploit this old story and I answered them then. I would like to

put in the record, if I may, the answer that was then made and pub-

lished in the New York paper that had printed this so-called

opinion.

[Extract from New York , Aug. 20, 1906.]

STOCK DEALS DENIED BY MB. TJNTEEMYEB—DECLARES HE MADE NO PROFITS OUT OF

LITIGATION IN CASE OF SEE V. HEPPENHEIMEK—GIVES HISTORY OF THE CASE

—

SAYS JUDGE PITNEY'S DOCUMENT IN STRAW-PAPER TRANSACTION WAS IN NO SENSE
AN OPINION.

To the Editor:

I note from to-day's Issue of your paper that In connection with the insurance

controversy you have given up two entire columns to the publication of what
purports to be part of an opinion in a transaction 15 years old, entitled " In the
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case of See v. Heppenheimer," in which it is implied that I made large profits

out of that transaction, which I was required to refund.
The implication is grossly mitrue, and yon are perhaps not aware that in

making that publication you are not protected in it as being the record of a
judicial proceeding.

I accordingly herewith ask that you publish this letter. The suit in question
had been settled between the parties, with the formal approval of the court,
the appropriate order had been entered and the money paid for more than
two months before this document was prepared and sent by Judge Pitney for
publication.

It was in no sense an opinion In a pending litigation over the subjects dis-

cussed insofar as we were concerned. All the parties to the adjusted contro-
versy protested against the filing of that document, mcludmg our opponents in
the litigation, as It had been clearly understood by all parties that the case
would not otherwise have been adjusted, since no liability was recognized.
All these facts and negotiations were known to Judge Pitney, who was a party
to the settlement, having approved It on behalf of the receiver fully two months
before he placed this document on file.

The result of filing that paper months after the case had been settled, and
against the objection of all parties concerned, was to deprive the defendants of
the right to appeal. An attempt was then made to get back the money or to
obtain the right of an appeal, but the answer was made that the case had long
since been settled and discontinued and there was therefore nothing from which
to appeal.
The true facts as to the controversy are, briefly summarized, as follows: In

1891 my firm was retained by Messrs. Beard & Stein to prepare certain papers
In the form of options on straw-pai)er mills. We were told that Messrs. Poor
& Greenough had agreed to finance the required money by the purchase of an
issue of bonds with a bonus of stock. Some months later we were Informed
that Messrs. Poor & Greenough had been unable to market the bonds, and we
were persuaded to do so on the faith of certain written representation^ which
we subsequently discovered were grossly inaccurate.
My partners and myself bought a large part of the bonds, and the bulk of

the balance was taken by our friends.

It is not true that any of us ever made a dollar of profit out of the transac-
tion In any form, directly or Indirectly. On the contrary, we lost over $400,000
of our own money, of which my personal loss was over -5150,000. We never
received a dollar of compensation for our services or otherwise, but put large
additional moneys of our own Into the property in an attempt to save our
friends, whom we did not ask to contribute.
The ground on which a stock liability was sought to be enforced did not

involve any claim of wrongdoing. It was a purely technical statutory claim,
based on the claim that the bonus stock which went with the bonds was charged
with a liability. This was disputed. On the one hand it was claimed that the
property was not worth the amount of stock that had been Issued for it We
claimed, on the other hand, that we bought the bonds believing that the bonds
had that value, and that we had been deceived as to the facts.
There is nothing In the record of the case to support the assumption that

anybody concerned with the transaction made a dollar out of it.

It is with great reluctance that I have departed from my rule not to permit
the great issues involved in the insurance controversy to be obscured by answer-
ing personal attacks that have no relation to that subject. I have, however,
felt that as this was represented to be a judicial determination in an actual
controversy it might be Inferred that I could have appealed if It was wrong.

SAiTCEL ir:5TEBirTEE.
New Toek, August 19, 1906.

The Chaiem.^x. Without objection, that will be permitted.
Mr. Unteeiitee. That is aU there is to that story. The tale has

often been attempted to be exploited—that tale of 23 or 24 years ago.
I am glad of the opportunity of being able, in a resjwnsible way, to
state what it really was.
By reference to the lawyers in the case, in Xew York and >'ew

Jersey, who were on the other side of the case, every one of the coun-
sel in the case will tell you that they all protested against Vice Chan-
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xUoT Pitney attempting to put on record tliis document a~ an opinion
in the case, which he had settled six weeks before and which gave
nobody the right to appeaL We could not get our money back; we
coold not appeal, because our ease had been settled on the docket,

and imder his order the money flistributed, so that there was no vray

of getting it back.

If I may. ilr. Chairman, I would very much like to go on with the

subject matter for which I am here for the third time.

Senator Httchcock. You may put in your statement here, but I

do not want to have you leave that until I call your attention to what
the judge said in this case.

Mr. U>TEKiiTEB. What judge?
Senatr Hitchcock. Judge Pitney. If you dispute the statement

that was made by the justice of the ,-!upreme Ccuri of New Jersey

ilr. UxTERMTZB (interposing). He was not a justice of the Su-

preme Court of Xew Jersey, and he was not a justice of the supreme

court anywhere. He was one of the vice chancellors of New Jersey

and had been a very able and highly regarded man in his day.

Senator HrrcHcocK. You called "him justice. I wiU call him, then,

the vice chancellor.

Mr. Unteemteb. I have explained what that so-called opinion'
was. It was exploited on the floor of the House when the Pujo

investigation was under way and the question of the appointnient

of counsel came up. This same old story was then again exploited

and again denied, and the explanation I make now was put into the

record then. You wiU find the whole thing in the Congressional

Becord. un ^

If you think that it bears in any way on this stock exchange bill, to

try to dig up some old transaction in which we lost our money 23

ve'ars ago. perhaps you may be right, but I do not think you are.

Xobodv made any charge of wrongdoing in the case. It was purely

a question of whether stock that is g'ven to promoters or as a bonus

with bonds fuU paid under the statute. Your inquiry is a way

of tracking the issues, but it is not the way to meet the issues.

I would never have engaged in this public service and devoted my
time and sacrificed myself for years if I had not had a proper pur-

pose in view or if there were anything in my life that needed expla-

nation. I have had a pretty active professional life. Any lawyer

who will read the record in that case will see that involved nothing

but d question of stock UabUity and no claim of wrong.

Senator Httchcock. You have just stated, as a matter of fact, that

vou took this half million dollars of bonds
'

:Mr.U>-TEE3iTER( interposing). $550,000 worth.

Senator Hptchcock. I want to read you what ilr. Justice Pitney

says about it and your connection with it

:

Mr TJntermyer raised much more than Ms share of one-third. He took

bonds ij .1

Afr TTxtrrmy™ (interposing). What he means is that I sold them

and goY^r^yT^ThTSipany. I did -t ^load |iem ^d
get rid of them. I and my partners took and paid for most of them

ourselves.
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Senator IJitchcock (reading)

:

This was all done in advance of the creation and organization of the cor-

poration, and the great part of the money seems to have been paid to Mr. Unter-

myer before or about the time that the corporation was created, and consider-

ably in advance of the actual issue of the bonds.

Mr. UNTEEMrEE. Do you not understand what that means ?

Senator Hitchcock. Wait a moment until I finish.

This seems to have been accomplished by the aid of an ingenious and elaborate
prospectus, gotten up by Mr. Untermyer, with the aid of his western associates,

which showed the state of the straw-paper industry in the West; the daily

producing capacity of the aggregate of the 41- mills west of the AUeghenies at

about 300 tons a day ; the cost of the making of the paper at $18 per ton ; the
present selling price at $21 per ton; the annual demand at 90,000 tons—which
at a profit of $10 per ton, to be obtained by creating a monopoly and raising

the price to $28 per ton, would yield a profit of $900,000 a year.

Mr. Justice Pitney said that you got up that prospectus and held
out to people that there would be a great increase in the value of this

product, that you were going to create a monopoly and pay dividends
on a capitalization of $5,000,000, while the mills really got about half

of that.

Mr. Untermyee. I have told you that I had nothing to do with the

prospectus; that I never saw the prospectus until it was presented

to me ; that it is quite true that I went out and raised the rest of this

$550,000 among my friends on that prospectus, and I paid my own
money, and when all the money came in, then it was used in the en-

terprise to pay the mill owners. They, not I, received the money—all

the money, my money. I collected it and paid it over to them—-most
of it our own money. We never retained a dollar.

The Chairman. What of it ? Granting all that, what of it ?

Senator Hitchcock. You are here before the comirittee as a very
strong advocate of legislation to prevent corporations from over-

capitalizing. You are stating that they should be required to file a

showing of their tangible assets, and yet in these two cases, one in the

Supreme Court of the United States
Mr. Unteemyer (interposing). There are not two cases; it is

only one case.

Senator Hitchcock (continuing). In the Supreme Court of the

United States, in which the bonds were foreclosed, and another in

the equity court in New Jersey, in which you were held liable for

several hundred thousand dollars. It was shown that you organized
a company and capitalized it at twice the tangible value and ap-
peared as the vendor and as the attorney ; that the men in your office

were dummy directors ; that you directed them to make this contract
for this company ; and that more than half of the stock passed to you
and to your associates without any value whatever. Is it consistent
for you to appear in your present attitude before the committee while
this record is made up against you ?

Mr. Untermter. The answer to that is that there is no such record
and there are no such facts as you state. There is hardly a state-

ment that you have made in your question that is borne out by the

facts or that is even borne out by your reading. And, furthermore,
it is not true that I was ever held liable for several hundreds of thou-
sands of dollars or for a dollar. It is not a fact that there was any
decision or that I was a vendor or that more than half the stock
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passed to me and my associates, nor that I had anything to do with
fixing the capital of the company. The facts are the other way.
The fact is that that case was settled between the parties six weeks
before there was any so-called decision. The fact is that there never
was a corporation organized

Senator Hitchcock. You mean
Mr. UxTERjiYER (interposing). I beg your pardon. I think I am

entitled to finish my answer. There never was a corporation in those

days that had as little water in it as that corporation had if the facts

had been as represented to us, for this reason: The million dollars

that came from the bonds in cash went to the owners of the mills.

The whole preferred stock, with the exception of $50,000 or $75,000,

went to the owners of the mills. Xearly two-thirds of the common
stock went to the owners of the mills, and the rest of it was used
largely in floating the bonds. In other words, people were not buy-
ing bonds at par in a new venture, in western straw-paper mills that

were still in the air without getting some stock bonus. I was the

worst swindled of anybody through that prospectus. That pros-

pectus was presented to me, and I relied upon it and I paid the price.

It was made by these promoters
Senator Hitchcock (interpo-ing). Yet the court said that you

made it.

^Ir. UxTEEMYEE. The court did not say that.

Senator Shafroth. I move you. ^It. Chairman, that the witness

be permitted to finish his statement, and then if Senator Hitchcock

wants to ask him any question on earth, let him do so ; but I have not

the time to sit here and hear a dispute between counsel and the

Senator.
Senator Hitchcock. It is not a dispute. I am a member of this

committee, and when ilr. Untermyer objects to answering any ques-

tion

Mr. Untermyer (interposing). I do not know what your animus

can be, but it is very apparent.

Senator Hitchcock. I am not going into that.

The Chairjiax. The motion has been made before the committee

by the Senator from Colorado.

Senator Beistow. I think Senator Hitchcock has a right to pro-

ceed if he wants to.

Senator Shafroth. I did not make my motion for the purpose of

protecting the witness, but I want to get some light on the bill.

Mr. UxTERMYEiE. I do not want to be protected, except that I do

not want mv time wasted. I have come here at the request of the

committee for the purpose of giving them such aid as I can. I have

done it at great sacrifice. This is the third or fourth time I have

been here, and my time has been taken up each time by personal at-

tacks by Senator Hitchcock.

Senator HiTCiirorK. You say that the court did not hand down an

opinion ?
, ^,

ilr UxTERM-TER. Xo ; the court did not, because the case was

settled before that thing was put on the record, and every lawyer m
the case protested against it.

.30.578—14 32
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Senator Hitchcock. Let me ask you if this is true

:

I hold Mr. Samuel L'utermyer and his partners severally primarily liable on
each share of the stock so finally located in each of them.

I hold them primarily liable on the distinct ground that if these shares were
originally issued to Stein, and by him transferred to Untermyer, such Issue and
transfer was a mere shell without substance.

Mr. Unteemyee. It did not amount to anj'thing. The case had
been settled six weeks before

Senator Nelson (interposing). You do not answer the question.

You say the case had been settled. The question is, is that true?

Mr. Unteemyee. It is not true, Senator Nelson. In the first place,

I had no opportunity of appealing from any such decision. I tried

to get back my money and to secure the right to appeal, but was
unable to do so because the case had been settled before any de-

cision was filed, and the money had been distributed. It was set-

tled by the court itself. I could not get my money back. All the

chancellor said was this : He said that where stock is issued without
physical property to support it equal to the par value of the stock

issued—and every stock on the stock-exchange list would be subject

to the same stock liability—there is a stock liability on the ground
that the stock is not full paid; he said that of the five millions of

bonds and stocks there Avere something like $1,600,000 of that stock

that was issued that did not go to the vendors. Part of the stock

was given with the bonds, and he said that there was a stock lia-

bility also as to that stock, although the bonds could not otherwise

have been sold. There is, according to that rule, which is not and
never was the law, hardly a stock of a large industrial company
outstanding to-day that is not subject to the same liability. That is

absolutely all that there is to this case, about which such a hub-bub
is being made. No securities were floated upon the public. We
simply made a mistake and lost our own money.

Senator Nelson. What were the bonds sold at ?

Mr. Unteemyee. The bonds were sold at par, witli tlie stock bonus.

Senator Nelson. Twenty-five per cent of preferred and 50 per

cent of common?
Mr. Unteemyee. I think it was something like that amount. I

do not remember the exact proportions, but there was a stock bonus.

You laiow it is 23 years ago, and these questions come as a complete

surprise to me.
Senator Nelson. Would you not call that stock watered stock?

Mr. Unteemyee. Certainly it was watered stock, but to a very

small extent. The vendors received about $3,500,000 of the $5,000,000

securities, and it cost something to raise the cash.

Senator Hitchcock. What became of the rest of the stock ?

Mr. Unteemyee. The rest of what stock?
Senator Hitchcock. They only took a part of the stock.

Mr. Unteemyee. The rest of the stock went to Beard & Stein and

the vendors, and to sell the bonds.
Senator Hitchcock. Did not any of it come to you ?

Mr. Unteemyee. None that I know of, except as my bonus and

profit for buying bonds and raising money.
Senator Hitchcock. What does this mean, then?
Mr. Unteemyee. They held that the stock, having gone from me

through to the people who subscribed, that I was primarily liable.
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Tlie stock that was paid as a bonus with the bonds had been issued
in my name originally. I don't know why. If vou were to take any
stock that was ever issued 20 years ago and seek to show what was
back of it, you would find that most of it was issued without any
value, whilst here the mill owners got almost two-thirds of the stock.
They got all of the preferred and two-thirds of the common, and all
the money from the bonds. You could not show any such record
of value as that behind any of these big issues of stock as appeared
in this case. When you consider that almost one million cash had
to be raised to pay the vendors, and that after paying for organizing
and promoting the company the mill owners also received almost
two-thirds of the stock, it was an unusually fortunate outcome for
them, as the event proved.

Senator Hitchcock. Mr. Justice Brown, of the Supreme Court of
the United States, I think, stated that the testimony showed that
the stock was $65,000,000, upon the idea that 70 mills' would join in
the combination, but as a matter of fact only 39 joined; that but
$2,788,000 was paid for those properties, and "that $2,113,000 of the
stock was distributed among the parties who got up the corporation,
without any distinct consideration being received.

Mr. Untermyeh. Part of it went went ^ith the bonds, I told you.
Senator Hitchcock. This is Mr. Justice Brown's statement of the

testimony
Mr. Untermyer (interposing). I have told you that I was not a

party and was not a witness in that proceeding.

Senator Hitchcock. He says that these mill owners received stock

which was worth but one-half the value which they supposed they

would receive. That is because the full stock was being issued, al-

though only half the mills would come in ; and that extra stock was
being issued to you and your associates, according to both of these

cases

Mr. Untermyer (interposing). There are not two cases. They are

one transaction.

Senator Hitchcock. One is a foreclosure of the bonds and the

other is an action to hold you and your associates liable.

Mr. Untermyer. My answer to that is that I have the bonds and

the stock, and I and my associates are out the $300,000 or $400,000

:

that I never sold to a living soul a bond or a share of my bonds or

stock ; and that of all the people who were victimized by that trans-

action I was the Avorst victimized. The event proved that the prop-

erties were not worth a fraction of what the mill owners received.

The Chairman. I think that if one, appearing on behalf of this

measure, had spent his whole life in exploiting stock and had been

doing all kinds of things, if he addressed himself to a measure of

this kind and gave us good reasons for it, that is the real question

before the committee.

Senator Nelson. I can remember a case of that kind.

Mr. Untermyer. I do not happen to be one of those who has

been exploiting stock. I happen to have been a youthful investor

with more money and enterprise than judgment.

Senator Nelson. I think there is force in what you say, iNlr.

Chairman. I remember some years ago we had what we called a

track-racing bill up, for the purpose of stopping horse racing, and
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one of the best -witnesse-, who explained the subject the most clearly

was u reformed horse racer.

Mr. UsTERM^-EE. Senator Xelson, I suppose you do not mean to

apply that to me or to this case. I hare no personal experience with

the stock exchange.
Senator Xelson. Oh, no.

The Chaiema>-. I was only pointing out the fact that three times

you have appeared here before this committee, and three times you
hare been diverted from discussing this bill. "We want to discuss

the bill, because you have come here for that purpose, and not to

discuss your alleged shortcomings of 20 years ago.

Mr. Uktermyer. It is a transaction 2.3 years old, Mr. Chairman.

It is a transaction in which, as I said, I lost a great deal of money.

It involves no wrongdoing or claim of wrongdoing.' I never sold a

dollar of those securities to a living soul, and I simply was a victim.

But, as a young man, I made a foolish investment, was cheated, and

took my medicine ; that is all. It taught me a lesson, and I did not

go into buying stock on unsupported representations and without

proper investigation from that time on. It cost me what was then

a great deal of money to me, but it was worth it.

Senator Shafroth. Xow that peace and quiet seem to reign, we
might proceed.

Mr. ITntermter. It is a fine state of affairs, when a man ccnies

before thi^ committee, at the earnest request of the chairman and
at great personal sacrifice, for the purpose of endeavoring to do

what he believes to be a public service and with no selfish purpose

to ser\-e, to find this animus here.

Senator Hitchcock. If you had come here to give testimony, I

think probabh" this controversy would not have arisen. But when
you came here and posed as a disinterested public-spirited man who
abhors all these evil propositions, and when I find in my books the

fact that you have been of them and a part of them, my suspicious

nature is a little bit aroused. I do not like to permit you to stand

upon the pedestal that you have erected for yourself without calling

your attention to these things.

Mr. Untehmter. Your suspicious nature was aroused before any-

body opened his mouth about this bill. You asserted yotir hostility

almost from the beginning.
Senator Hitchcock. That is an entirely different thing. I am

talking about your personally, because you questioned my motives,

and I did not want any such insinuations.

]\rr. Uxtee:mtee. I wrote you a statement of the facts, thinking
that you would withdraw the publication in your paper. I wrote

you in the best spirit ; but when you call these questionable transac-

tions, that is not true. The question of imposing a stock liability

because a man gets stock that is held not to be worth 100 cents on

the dollar is not a questionable transaction. There is nothing in the

transaction that was questionable except the fraud that was perpe-

. trated upon ourselves. The purpose of the present bill is to dis-

cover and prevent manipulation of securities on the stock exchange.

Senator Nelson. Is there anything in this bill, Mr. Untermyer,
that would reach such a case as the one Senator Hitchcock has re-

ferred to?

Mr. Unter:mter. Yes.
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Senator Nelshn. Such an evil. I mean, as that in the case re-

feiTcd to ?

Mr. I'ntermyer. Yes. sir. A man avIio has been cheated, as I was
in that case 23 years ago, might ha\c some kno^Yle(l<il' on the subject
of what remedy would be best able to reach it. Bnt I ha\e witnessed
frauds since then on a scale so colossal that mj' own ancient expe-
rience never occurred to me.
Senator Xelson. Yes ; I thought so.

Senator "Weeks. You made one statement which I think you would
modify if called to your attention, Mr. Untermyer—that there was
more value behind these securities than behind any of tlie hirge

industrial securities that had been issued.

Mr. Unteemyee. What I meant to say. and I think ^Ahat I did
say, was that if the representations that had been made and upon
which my friends and I put our money in the proposition, had been
true there would have been more value—I mean, compared with the

amount of stock issued—than in nearly any of the large issiies made
in late years, because, as jou know, common stock has been generally

issued in late years for good will. Preferred stock is issued for

assets, but the common stock is usually issued for good will. In this

case, nearly two-thirds of all the common -,tock. iii addition to the

preferred stock, was paid to the vendor for their properties.

Senator Weeks. I do not think it has any particular bearing on

this case, but I think it is rather an extreme statement.

Mr. IjN'rEEMTEE. Assuming that the representations were true, it

is not an extreme statement. It is a very moderate and accurate

statement.

Senator Weeks. I do not think that would be the case, even if they

were true.

Mr. Uni-ermyer. May I go on, Mr. Chairman ?

The Chairman. Yes; proceed.

Mr. Untermyer. The next set of tables to which I want to refer-

there are a great many here to Avhich I will not I'efer; I will refer

to only a few of them—the next one to which I Avant to refer is that

of the United States Steel Corporation. There are a little over

5,000,000 shares of common stock outstanding. Beginning with 1906,

the dealings in that year were over 23,478,339 shares. The dealings

in 1907 were 17,594,523. The dealings in 1908 were 18,463,952. The
dealings in 1906 were 34,135,732 shares. The dealings in 1908 were

39,415,384 shares.

Senator Weeks. What is there in all those figures to demonstrate

anything else than that it is a highly speculative stock?

Mr. Untermyer. You can not create and keep alive speculation

to that enormous extent without pool operations. It has been a

matter of common knowledge that Mr. Keene operated a pool in

the United States Steel.

Senator Weeks. What is there in this bill to prevent men gettmg

together and acquiring 1,000 or 2,000 ot 3,000 shares of Steel, hopmg
they can sell it at a higher price?

Mr. Untermyer. There is nothing to interfere with their doing

that, and it ought not to be interfered with. That is speculation.

But what this bill does aim at is to prevent the manipulating of

prices for the purpose of lifting the stock to a high price and then
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iinloacirg it upon the rublic. or of artiii'sially ciepressing it so as to

acquire it at a low price. I have not made anj a:g^:ment here against
speculation or against short seiling. I have endeaTored to make an
arjrujijent agairist dishonest speculation in the form of manipulation.

Senator "Wleks. Let me put this concrete question to you: Sup-
pose we had gathered together a large amount of the stock of the

United States Steel Co. TTe would say its prerailing price is $60
a share. Then, suppose we go into the market, to one broker after

another to buy and to sell, and the stock is gradually increased in

price to $70 a share, and by giving orders in a regular way, paying
commissions on the transactions both for buying and selling, we suc-

ceed in unloading that stock at S70 a share. Is there anything ui

this bill that would prevent that being done ; and if it could be pre-

vented, could it be done without jeopardizing other interests quite

as important?
Mr. Untebjitee. Yes ; I would not like to see the current of ordi-

nary speculation disturbed.

i^enator "Weeks. Tell us what there is to prevent that very trans-

action.

iNlr. Unteemtee. The thing to prevent that transaction of manipu-
lation is defined in this bill here. In other words, if you have a block

of stock you have bought at a low price and you want to sell it at a

high price—^that is all very well. But if when you have accumulated
that stock you form a pool and get a pool manager and proceed by
manipulating the price up to unload that stock at a high price, that

should be prevented. If, on the other hand, you want to accumulate
stock and you have your pool manager first begin to depress the

price by having him "buy and sell back and forth through different

brokers, selling more than he buys until he gets the price down, and
he then accumulates the stock for you at a low price by these methods,

and then your pool begins again to artificially lift the price and

again unloads, that too should be stopped—^that is manipulation.

They begin to lift the stock up and to get excitement in the stock

and then unload it on the public. That is a dishonest practice, and .

that is what this bill is seeking to punish.

Senator Weeks. Tell me how it stops it?

Mr. Unteemyer. In subdivision 3, of section 5, of the bill it is

provided

:

3. Manipulation of securities is hereby defined as the act or acts of any
person, partnership, joint commission, or corporation, either alone or by agree-

ment, arrangement, or understanding, or in combination or participation with

others or with another, directly or Indirectly, in

—

(a) Aiding, abetting, promoting, or engaging In or becoming peculiarly inter-

ested in the actual or pretended purchase or sale, or both, or in executing or

assisting in executing an order or orders for the actual or pretended purchase

or sale, or both, of any security of any corporation that Is listed or dealt in

or any stock exchange, or with a series or succession of actual or pretended

purchases and sales, or both, either for the purpose of giving to such trans-

actions or to the market In such securities, or to the public, a false or mis-

leading appearance of activity, or to artificially depress. Inflate, or otherwise

Influence the market price thereof In order to sell or purchase or produce

the sale or purchase of any of such securities ' of such Issue, or to attract

public attention to such securities to Induce the purchase or sale thereof by

others.

In other words, if you get together for the purpose of giving the

transactions a false appearance, so as to artificially depress or in-

flate the price, that is prohibited by the bill.
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Senator Wkkks. "Wliom are .you dealing with—the broker I

Mr. Uj^teemiee. Anybody who manipulates.
Senator "Weeks. You are not a broker and I am not a broker. You

to my broker, and you do not know him. Who is going to lie pro-
ceeded against in a transaction of that sort? Suppose we succeed,
who will be proceeded against ?

Mr. Unteemtee. In a transaction of that sort you and I would be
proceeded against. In a transaction in which the broker's books
showed that he was giving out the buying and selling order he
would be proceeded against. Only the man who gave out the orders
for the purpose of artificially influencing the price would be pro-
ceeded against.

Senator Weeks. How are you going to prove that the man is giv-
ing out orders to artificially influence the price ?

Mr. Unteemtee. That is a q^uestion for the jury.

Senator Weeks. Was he artificially influencing the price when he
tried to buy it ?

Mr. Unteemtee. No. The man or the body of men who do that
sort of thing often do it through a pool manager. That is the way
in which that has been done.
The Chairman. It would be almost impossible to do that except

in that way, would it not ?

Mr. Unteemtee. I do not know of any way in which it would be
possible to do it effectively on a large scale, except in sUch a way as
that. When the brokers' books are brought into court they will dis-

close the men who are back of them. They will disclose that they
have been giving statements to their customers showing the stocks

that they have been buying and selling every day. I believe that

more of the great fortunes have been filched out of the public in that

way than in any other known way.
Senator Weeks. It is a very limited public, in any case.

Mr. Unteemtee. Is it a limited public? Is it not a fact that when
excitement is greatest and when stocks are highest the public is most
anxious to buy ?

Senator Weeks. There are a few people who will, but it is a small

proportion of the public.

Mr. Unteemtee. Who gets these stocks?

Senator Weeks. Oh, the public ; but they are a very small propor-

tion of the whole. But what I am trying to get at is something of

real value in this bill. I quite agree with you that matched orders—

—

Mr. Unteemtee (interposing)-. This is not a matched order.

Senator Weeks. No; I understand. But by means of that para-

graph in the bill I do not believe you would convict a man in a

thousand years.

Mr. Unteemtee. I do not believe there is a manipulated transac-

tion that has taken place in the exchange on which he can not be

convicted under this bill. Let us pursue this discussion on the basis

of the way in which that sort of thing has been done. We will say

that the excitement is in Amalgamated Copper. A man wants to get

rid of a big block of Amalgamated stock. He can not handle a
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transaction of the magnitude that the-e transactions have assumed
without acting through others. The broker's books will show his

transactions, because he is getting commissions on them every day.

He is rendering his statements to his customers.

Senator "Weeks. Yes: but if he were doing illegal things he would
not keep books or show anybody what he was doing.

Mr. IJntehmtee. Yes. he would. He would be expelled from the

stock exchange if he did not keep books.

Senator Weeks. He is not a member.
!Mr. UxxEEiirEE. He would have to keep some books. He could

not conduct transactions of millions upon millions of shares and get

his commissions on them and not show the transactions. He must
have books. If he does not keep books the brokers through whom he

gets the orders keep them. All you have to do is to get these brokers'

books and they will show on this day certain brokers sold for him so

many shares and bought for him so many shares.

Senator Weeks. But the instance I gave is different from that

entirely. You are doing the buying and I am doing the selling and
keeping no books.

Mr. UxTEEMTEE. That is not the way a pool is operated.

Senator Weeks. Oh. but it could be operated that way. just as

easily as the way you say.

Mr. UxTEEiiTEE. As soon as there is very active dealing on the

stock exchange in a given stock anybody connected with the exchange,

who is familiar with it. knows that something is doing in that stock.

If the exchange governors want to win public confidence they have

got to keep their transactions clear of that sort of thing. They can

stop manipulation whenever they get ready to do so.

Senator Weeks. I do not want to prolong this discussion.

3Ir. UNTEE^rrEK. It is an important part of the discussion.

Senator Weeks. I do not think there is anything in your remedy
that is effective.

The Chaiejiax. If a broker were sent for and brought before the

board, he would be compelled to disclose what he was doing, would
he not ?

]SIr. UxTEEJiTEE. Yes. sir.

. Senator Weeks. I do not think there is anything in the bill as

drawn that would convict a man.
Senator .'-^hafeoth. It would be a good thing if you would draw

one that would.
Senator Weeks. We will talk about that later.

Mr. UxTEKMTEB. The Boston people have presented a bill. Have
you seen that ?

Senator Weeks. Yes.

Mr. Unteemter. That bill doe= not attempt to prevent manipula-

tion at all. It does attempt to deal with the regulation of the stock

exchange through the mails and telegraph, as thi= bill does, but it

does not attempt to deal with manipidation.
Senator Weeks. That is not from the Boston Stock Exchange. It

is from the Chamber of Commerce of Boston. The former retained

two attorneys, professors of law at Harvard, to pa-s upon -ome sec-

tions of the bill, but it did not meet the approval of Mr. Eich. who
appeared before this committee.
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The CiiAiRjiAX. Would not that be a con^pi^•iicy to defeat the law >

Senator Weeks. I am not a lawyer, but I should not think so.

The Chairjian. If you were conspiring to do the things which the
law prohibits, would you not be in conspiracy to evade the law '(

Senator Lek. Why can you not make a law requiring records to be
made?
Mr. Unterjiyer. The bill requires that every broker shall keep

records. As a lawyer I know that you can discover these tran.-,actions

if you can get the broker's books, because I have had some profes-
sional experience in getting into brokers' books in transactions of
that kind. All these manipulations can be shown by going into their
books. The whole record is there.

Senator Weeks. There has been no law against it in the past, and
it would be very hard now to prevent it by this provision that !i;is

been drawn.
Mr. Ukterjitee. It is not an answer to a remedial statute lo say

that there might be some way of getting around it. But I do not
see any way of getting around the consequences of manipulation
under this bill. I do not understand how anybody coidd escape, if

his books could be investigated, from having discovered any manipu-
lations in which he had been concerned.

Senator Lee. They should be required to keep records.

Mr. Unteemtee. Senator Lee, the bill does require a recunl. It

requires that the brokers shall keep a record.

Senator Lee. According to this question it would not.

Mr. Uxteemyee. No; his theory is that the outsider who cave Ihe

orders to the broker would not keep any record.

Senator Weeks. The brokers would know ?

Mr. Unteemtee. The brokers must. They mjist Imow Avho tlieir

customers are. They must know if they have bought or sold stocic.

Mr. Ukteemyee. But the broker would be Mr. Smith, who would
have one means of ordering, and Mr. Brown's broker would have the

other, and by a comparison of those orders and showing who the cus-

tomers were, we would get at the facts.

Senator Weeks. You do not think it would all he done through two

brokers, do you ? It woidd have been through 30 or 40 or 50 brokers,

if anybody wanted to do it.

^Ir. IJxtermyee. It is done through dozens of brokers in extensive

manipulative operations, and every time there has been an operation

on the exchange and the books could be gotten at, the manipulations

have been disclosed. We have in this record of the Pujo committee

a number of cases where, upon the failure of a broker and the books

being brought into court, the manipulations were all disclosed.

Senator Weeks. That was easy enough in the past.

Mr. Unteemtee. I have not been able to conceive of any way in

which they could get around it
;
you could not draw a law that would

more accurately meet it, so far 'as I can judge, without interfering

with legitimate transactions. The purpose of this bdl has been, not

to interfere with legitimate transactions, but simply to interfere with

manipulation.
Everybody who has tried to draw a law here has come up agaui.-t

the proposition that the only way to meet the situation is through

the Post Office Department and the use of the mails. This bill of the
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Boston Chamber of Commerce provides that the books of members
of the exchange shall be subject to examination, but by the new inter-

state trade commission. There is an obvious difficulty about that. In
the first place, the trade commission is not the proper place to deal

with the circulation of quotations through the mails. In the second

place, as you know, there are billions of dollars of securities on the

list that are not securities of interstate corporations and would have
nothing to do with the interstate, trade commission. Take in our

city, for instance, the Interborough securities, which will aggregate

eventually about $600,000,000; take the Consolidated Gas Co.; take

the railroads that are within the State ; take all the mining companies
that sell their product at the mines ; in none of these cases could you
reach them through any interstate trade commission. You can only

reach them through the mails.

I think that, whilst that provision is well meant, these gentlemen
have not had in mind the fact that there are so many local and intra-

state corporations whose securities are sold all over the Nation. At
one time the New York Metropolitan Street Railway was one of the

most popular and most speculative of securities. The Brooklyn
Rapid Transit securities were dealt in in enormous amounts, as is

shown before you in this Pujo report.

Senator Beistow. Mr. Untermyer, I can see how legislation that

would prevent these manipulations would be very desirable, but it

seems to me that is a very superficial way to correct this evil of

watered stock and inflated values. It seems to me we ought to get

at the basis of the proposition—^the issuing of this stock.

Mr. Unteemyee. The bill does that, too. There are two things

the bill requires. One is that there shall be the most complete pub-
licity concerning all the affairs of the corporation—data as to what
its property cost, what was given to bankers and brokers, what the

intermediaries got, what the profits are, what its business is. Every
detail, so far as I can see, concerning the corporation is required to

be stated before such a stock can be listed on such an exchange.
Senator Reed. Where is that record kept?
Mr. Untermtee. That is filed with the Postmaster General and

with the stock exchange. The officers of the corporation have to

swear to it, too.

Another thing is this

Senator Weeks (interposing). There is no objection to that, but

very likely that is done now.
The Chairman. It is extra-judicial now, is it not?
Mr. Untermyer. There are certain things not done now which the

Owen bill requires to be done and which these Boston people in their

bill significantly omit. In the first place, their bill eliminates all

information as to intermediaries and profits of bankers and brokers

and the water that is in the securities. In the Owen bill it is all

required to be stated. Another thing required to be stated, and I

think one of the most important things, is that no stock can be

listed unless the corporation's by-laws require that the insider or

director can not trade in the stock unless he gives notice to his board

and has it entered upon the minutes. In other words, he can not

sell his stock short, and he can not use the information with respect

to his stock that has made so much illegitimate money for the in-

siders in these great corporations.
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Senator Weeks. What do you mean by " trade " ? Do you mean
to say if a director wanted to buy 10 shares of stock he could not
do it?

Mr. Untermyee. Not without going to his board. Why should
he? This is the only country on earth that allows a director to
speculate in his stock.

The Chaieman. He can know when a dividend is going to be de-
clared and take advantage of it.

Mr. Untermyee. He can control the time when and the circum-
stances under which it shall be declared. He can know when he
is going to have extra dividends. He has all the inside information
that he can use for the purpose of either depressing the stock or
lifting the price of it, and gambling in it generally.

Senator Weeks. Of course there could be no worse condition than
any director of a corporation actively manipulating the stock, taking
advantage of his knowledge about the company's condition to affect

those he is representing. But to say that the director of a corporation
can not buy 10 shares of stock or sell 10 shares of stock or 100 shares
of stock in that corporation without going to somebody to get per-
mission seems to me to be the limit of pateralism.

Mr. Unteemyee. In other countries, like England, they would
throw a man out of the company who speculates in his own stock.

Senator Weeks. Do you think that is true ?

Mr. Unteemyee. Yes ; I am Tery familiar with the procedure over
there. They would not tolerate it a minute.

Senator Weeks. I am comparatively familiar with it, and I do
not think that is a correct statement at all.

Mr. Unteemyee. I think it is a very correct statement. I never
heard of stock being handled by insiders as is done in our country.

Senator Weeks. That is a very different thing—" as is done in our
country."
Mr. Unteemyee. I have here, Mr. Chairman, probably the most

striking illustrations of manipulation in the history of the exchange,
that is the history of Amalgamated Copper.
The Chaieman. I wish you would give it to us.

Mr. Unteemyee. I think you know something about that company
in your city, Senator Weeks, and know that there has been nothing
more shameless in the history of corporate exploitation than the

deals of the Amalgamated Copper Co. by which the few insiders

made vast fortunes. I want you to look at some of these figures.

Senator Weeks. I though it was in your city ?

Mr. Unteemyee. Yes. It came to our city. It was a decently

well-managed corporation until it came to our city, and when it

came to our city it got to be the football of the worst and most dis-

honest gambling ever known in the history of our country.

The Chaieman. Will you give us a sketch of that ?

Mr. Unteemyee. There were three stages of that Amalgamated
Copper transaction. The first stage was, I think, back in 1900, when
Mr. Eogers and some of his associates went West prior to the organi-

zation of the Amalgamated Copper Co., looked over the field in the

West and concluded to acquire the property of the Anaconda Mine
and some other property. They formed a corporation of $75,000,000.

They issued a prospectus of a few lines to the public, over the sig-

natures of Messrs. Eogers and William Rockefeller, offering them
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participation. The public subscribed this $75,000,000, of which
$39,000,000, I think, in round figures, was paid for the property, and
the other $36,000,000 was profit. That is the first stage of that

history, and I will not dwell upon that, because it has been frequently

exploited.

Later on Mr. Rogers and Mi'- William Rockefeller and their asso-

ciates concluded they would take in some other properties in that

camp at Butte, Mont. There was one Aei-y valuable and rich prop-

erty known as the Boston & Montana, and another property not

so rich and not so successful, known as the Butte & Boston. They
were both managed from Boston. They had always been honestly

and conservatively managed. I think Mr. Bigelow had control of

them.
Messrs. Rogers and Rockefeller and their associates started a cam-

paign to show that the Butte & Boston C(>. really owned many valu-

able properties that were being operated by the Boston & Montana
Co. The Boston & Montana was then a very prosperous property

and selling at over $250 a share. The Butte & Boston was an un-
successful property and had just gone through reorganization; the

stock liad gone down to $2 a share. There were 200,000 shares. It

had been reorganized by the stockholders putting in another $10 a

share. These gentlemen accumulated this Butte & Boston stock at

low prices, and then this campaign by advertisement was started,

reflecting upon the title of the Boston & Montana prox^erties, with the

result that the stock of that company was very much depressed, and

the Butte & Boston stock lifted. They bought a very large part of

the. Boston & Montana stock. They bought a g(,od deal of it around

^200, some of it at less, some of it at a little more. But the purpose in

acquiring these two stocks was to put them into the Amalgamated
Co. ; so they increased the capital of the Amalgamated by $80,000,000.

From $75'000,000 it i^as increased to $155,000,000, and then the

problem was for them to market this $80,000,000 of the new stock that

they got for these new properties. How much more it was than they

paid for it nobody knows, except that the Boston & Montana stock

went into the deal at about $480 a share, and I think Butte & Boston
at something like $120 a share, in exchange for Amalgamated stock.

But the point was to get rid of tlio Amalgamated stock to the public

which was received in return for tlie stocks they i-eceived from these

two companies.
A pool was accordingly formed in Amalgamated stock, and Mr.

Keeiie, as I have always understood, took charge of that pool. That
was in 1901. The Amalgamated stock was put up to 120 or 124, and

was practically all sold out on that movement. These gentlemen not

only got their share of the $80,000,000 of new stock, but they mar-

keted the stock they thus received at par at prices that were exceed-

ingly high. Whether they got much above par for all of it, one

does not know, but they marketed it by manipulation through this

pool operation. That was the second important stock manipulation
of Amalgamated. The third important phase of Amalgamated,
going to shoAv how fortunes can be made by insiders by manipulation
of these stocks, took ythicQ in 1 906-1907. ^t that time Mr. Rogers and

Mr. Rockefeller had acquired control of a corporation called The

IJnited ]\fetal Selling Co. That was a metal-selling agency

that had the contracts not oidy to sell all the prochicts of their mines,
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which had the biggest output in the country, but to sell the product of
a large number of other mines. It controlled the sale and disposition,
under contract, of the bulk of the copper metal in the United States,
and as the United States is a large exporter of copper, it controlled a
large proportion of the foreign or export copper through this selling
agency.

A plan was devised by these gentlemen at or about this time to
hold back the copper production through the selling company; in-
stead of selling it normally, to hold back the copper and lend upon
it to the owners of the mines, thus creating a scarcity of copper, so
that copper went up from about 13 cents to about 25 cents a pound.
The Chairman. Have you the figures there?
Mr. Unterjiter. I have them all here, and they are all in the

record of the Pujo report. We got them from the United Metal
Selling Co.'s books.
This is what happened in the copper metal market: Beginning in

July, 1906, copper was selling at 18 cents and there were about
15,000,000 pounds sold. In August, 1906, the price was a little over
18 cents and 83,000,000 pounds were sold. In September, 1906, the
price was 19 cents and 42,000,000 pounds were sold. In October,
1906, the price was 20 cents—I am giving this in round numbers—

•

and 27,000,000 pounds were sold. In November, 1906, the price was
22 cents and a little over 40,000,000 pounds were sold. In December,
1906, the price was 23 cents and 37,000,000 pounds were sold. In
January, 1907, there were 6,914,000 pounds sold and the price was
over 24 cents. In February, 1907, there were 20,000,000 pounds sold

and the price was 25 cents. In March, 1907, there were 11,000,000

pounds sold and the price was a little over 25 cents.

You will see when they stopped selling copper between April and
July, in all of these three or four months, there were only 4,000,000

pounds of copper sold and the price was 22 cents. In August and
September only 5,677,000 pounds were sold.

In October, 1907, when they pulled out the plug and let the market
loose, there were 93,000,000 pounds sold and the price was 13 cents.

Of course, when the price of copper was rising through the stem-

ming of the tide of copper sales, the price of copper stock was going

up until when copper got to 25 cents the price of copper stock was
pretty high. Then the records show these market operations during

that time in Amalgamated Copper stock.

We started with copper sales in July, 1906. In January, 1907,

there were sold on the stock exchange over 2,000,000 shares of

Amalgamated Copper stock with only 1,550,000 shares total shares

outstanding, and it was sold at 121. The next month there were

sold 1,200,000 shares, and the market went to 115. In the year 1906

there were over 30,000,000 shares of Amalgamated Copper stock sold.

Senator Reed. Out of a total of how many ?

Mr. Untermyer. A total of 1,550,000

Senator Reed. In order that we may understand it, does that neces-

sarily mean anything except that the same shares of stock might

have been sold repeatedly, just like you can take $100 in currency

and possibly pay $10,000 of debts with it before the year is over?

Senator Weeks. That is all it does.

Mr. Untermyer. I think is means a great deal more. It means

there is not only speculation in that stock but manipulation. For
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instance, a man knows the (-opper market and has control of copper

metal. If the man kept back the copper metal so it would not be

thrown upon the market, and made it scarce to get the price of copper

metal high, the price of copper stock goes up.

Senator Reed. I understand that perfectly. You are speaking

about there being a total of so much copper stock and then several

times that amount was sold. Does it necessarily follow that because

there are only 10,000 shares of stock in the company there may not

be 100,000 shares of stock sold during the year and yet the stock

in every instance be delivered because of repeated sales of the same

stock.

J,Ir. Untermter. It does not necessarily follow, no ; but when you

look at the operations and look at the figures

Senator Reed (interposing). You draw that conclusion?

Mr. Unteemvee. The conclusion seems inevitable.

Senator Reed. You think they are so out of proportion 'i

Mr. Uxteemyee. They are so out of proportion that they are ob-

vious results of the creation of excitement in the stock, which leads

to such manipulation, and it is unquestionably largely the result of

manipulation.
For instance, in the month of January, 1906, there were over

4,000,000 shares sold, which is four times the entire capital of the

company that was sold in that one month. That year, as I say, over

30,000,000 shares were sold, and the next year 18,000,000 shares were

sold. As the price of copper went up, you will see the price of

copper stock went up, and Avhen the market broke by their letting

loose the copper, the price of copper stock, which had been as high

as 115, dropped down to 44 a share. In the meantime, there had
been dealt in something like 40,000,000 or 50,000,000 shares.

Senator Weeks. But that does not prove a single thing. That
stock went down to 40 or 45 or 50 a share because there was a panic,

and all securities went down in the same ratio, good, bad, and in-

different, or practically so. Furthermore, your statement of the

number of transactions does not prove anything except an inference

j^ou may draw that there has been manipulation. It simply proves

that there are extremely active, speculative stocks, moving up and
down, and people think they can catch the step and make money by
buying or selling.

Mr. Unteetjyee. It was not the panic that dropped that stock so

much as it was the drop in the price of copper.
Senator Weeks. Of course, Amalgamated Copper stock is not go-

ing to sell as high when copper sells at 13 as when copper sells at 25

cents a pound.
Mr. tJNTEEMYEE. But here are only 10,000,000 pounds of copper

that were dealt in in all those six months
Senator Weeks (interposing). That does not prove anything.
Mr. Unteeaiyer. But look at the range. The next month there

were 93,000,000 poiuids sold. There was practically no copper dealt

in by this company that controlled the copper for a period of about
six months, and the next month 93,000,000 pounds of copper was
sold.

Senator Weeks. And when we were talking about the manipula-
tion of a product before noon you said the manipulation was such
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that insiders would sell out at high prices. Here the in-^idei-- ap-
parently had to sell out at the lowest price—that is, at 13 cent^.

Mr. Untermver. You mean sell their copper?
Senator Weeks. Yes.

Mr. Untekmyer. These people did not own the copper.
Senator Weeks. You said it was manipulated liy the United Metal

Selling Co.

Mr. Untermyer. They were simply selling agents, and the records
show they were lending forty million and odd dollars in four months
to the mining companies on that copper, in order to hold it back from
the market.

Senator Reed. That gets to this point, that there was a company
controlled by these people to which most of the copper was sold.

Mr. Untermyer. Yes.
Senator Reed. That company, in order to control the price of the

article, would lend money to the owners of this copper and carry
them, and they Avould limit the sale and output, and in that way they
could control and manipulate the price. That part of this is per-
fectly simple to me if you have your figures correct, and I assume
you have. It would also follow that if by this artificial means of

boosting prices they could convince the public that the copper prices

were high and that they had a great supply thej^ could control,

naturally the stock would go up.
Mr. Untermyer. Yes.
Senator Reed. Naturally, under those conditions there would be

lots of people wanting to buy stock. Seeing this condition, they
would want to buy stock, and would buy, and obviously there would
be a lot bought. But does it follow now—this is what I am trying to

get at—that the men who were operating this copper pool, if I may
use that term, were actually going on the board and speculating:

that they had planned this thing in advance and worked the price

of stocks away up high, and then filled the country with copper and
beat down the prices and beat down the price of the stock? Do
you think it is all one plan ?

Mr. Untermyer. It seems to me the figures make it inevitable;

and when you consider that in connection with the fact that it is

admitted and has been shown in the record that there is this kind
of manipulation on the stock exchange, that there have been great

market operators and manipulators conducting the operations, that

the Hughes commission reported there was this system of manipu-
lation is the obvious conclusion of these enormous sales. The public

is not going to rush in and buy millions upon millions of shares of a

particular stock unless there is some movement in that stock.

Senator Reed. Just to get the facts exactly as they occur, is it not

true you can take railroad stocks, and that frequently in the course

of a year, there is a great deal more sold of railroad stocks than ac-

tually exists ? That is, the aggregate sales amount to more than the

amount of stock actually issued?

Mr. Untpmiyer. Yes ; that is, speculation. But not when you take

these

Senator Reed (interposing.) Is it necessaiily speculation?

Mr. Untermyer. Oh, yes ; it is speculation. This bill is not aimed

at speculation. I have never talcen the position that honest specula-
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tion was a thing that ought to be interfered with by this law ; it has
its purpose in fixing values. It is dishonest speculation that is

aimed at.

Senator Eeed. You aim at manipulation ?

Mr. Umt:emyee. At dishonest speculation, which is manipulation.
Senator Reed. Then you think it is a perfectly proper thing to

maintain a place in which a man goes in and sells, for instance, a

thousand shares of Santa Fe Railroad stock because he believes that

the stock is going down, and it is perfectly proper for him to go and
sell it. and it is perfectly proper for the other man who believes it is

not going down to buy it ?

Mr. Untermteh. Yes.
Senator Reed. And that is proper whether the stock is delivered or

notr
Mr. Unteejiyer. Of course, there are many objections to what is

called '"short selling"—that is, selling a thing you have not got.

There are many arguments made in favor of it. It is argued in favor

of sh{jrt selling, that it is a sort of break upon the market; in other

words, that if a stock is going higher than it ought to go, short selling

will keep it within limits; that if the stock is going lower than it

ought to go, the man who is short of the stock will come in and, by
buying, keep it from going too low. That is the argument of those

who claim short selling is legitimate.

The other argument is that short selling is dangerous, because the

temptation is to keep on depressing a market, which may precipitate

and create panics—that is, selling short when things are weak might
precipitate panics.

Another argument against short selling is that the operator in

the market who sells short does not sell one stock short because he

believes it is selling for more than it is worth. He attacks the entire

market and sells the active stocks. The market works in sympathy,
and if one stock goes down, others go down with it. Therefore the

effect of short selling is claimed to be to depress an entire market.
It is not a gage of values.

Senator Reed. You have stated the two propositions, one of them
that short selling is permissible, and the other that it is not. What
position do you take ?

Mr. Untermyee. I have not taken any position—I have taken the

position that this bill is not aimed at short selling. It is aimed to

limit it in one respect.

Senator Reed. What you want is to shut off manipulation?
Mr. Unteemter. Yes.
Senator Reed. But will the selling short or long or any other way

go right on ?

Mr. Unteemyer. Except that the bill does provide that brokers

can not lend their customers' stocks in order to fill orders for short

sales. They must lend their own stock. That would limit short sales.

Senator Reed. In other words, to get this down to something a

Missourian can understand, you believe in the horse race—that is

all right; you believe in betting on the horse race—that is all right;

but you insist that the jockey shall ride honestly ?

Mr. Untermyer. I would qualify this to this extent : I have not

said I believe in gambling on the 'horse race. I said this bill does

not undertake
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Senator Eeed. That is, short selling is beyond any peradvanture
gambling ?

Mr. Unteemter. It is gambling.
Senator Reed. You might as well, so far as the gambling propo-

sition is concerned, bet upon the flight of a bird, which direction it

will take, or the direction of the winds, because it has all the ele-

ments of chance in it. You do not propose to try to stop that at all ?

Mr. UxTEEMTER. This bill limits it. It would limit it very con-

siderably. When a man sells short a certain stock, he has to deliver

the certificates of stock. He goes now to the broker, who is long
of the stock, and holds it for his customer. He borrows it

from the broker. This bill prevents the broker from lending his

customer's stock for this purpose. The short seller will then have to

go and borrow it from the owner.
Senator Reed. Of course the same share of stock could be passed

100 times from hand to hand in one day ?

Mr. Unteemyee. Not to fill a short sale.

Senator Reed. You think not ? >

Mr. Unteemyee. No ; I do not think so. I think they would have
to be all cleared the next day.

Senator Reed. .They would have to be cleared as a result of the
deals. We have been taught, I believe, in my part of the country,
where we do not know very much about boards of trade—except some
of the boys get experience once in a while when they conclude to

take a flier—^that they were nothing more than a tremendous gam-
bling proposition, and that we were going, in the interests of morals
and good citizenship, to close up these gambling hells, as they have
been described. But I observe your idea is they ought to be allowed
to run right along and be regulated and limited, but not manipulated.
Mr. Unteemtee. That is hardly a reflection of my view. My view

is this, if I may state it: I do not believe in closing the stock ex-

change. I do not consider a stock exchange a gambling hell. T

think it is one of the most useful institutions in our financial system
if it can be conducted on legitimate lines and for legitimate purposes.

Senator Reed. Lfet us see, then. A man comes to think the market
is going to break, and he sells 10,000 shares of stock and puts up a
margin—and you believe in margins, do you not ?

Mr. IJnteemyee. A 20 per cent margin is provided for in this bill.

It is just like you buy a piece of real estate on a margin.
Senator Reed. The market goes down; he goes out, just as they do

at Monte Carlo, and takes a pistol and blows his brains out. Do you
think that is a good thing to maintain in this country?
Mr. Unteemyeb. I do not think that is quite the kind of institution

the stock exchange is.

Senator Reed. Is it not true, with reference to the stock exchanges

in New York that every year and every day in the year there is not

only one but there are many people who will lose their fortunes, their

families are impoverished, there are defalcations and thefts and sui-

cides—and all of these things follow in train regularly in the prac-

tices down there?

Senator Weeks. Generally speaking, the man who sold 10,000

shares of stock short would not have any brains to blow out.

30578—14 33
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Senator Eeed. T may have made the figures too high. Generally
speaking, it is true, whether it is 10,000 shares or 1,000 shares or 100
shares, that those results follow, and they happen habitually, and
thfiy have been happening. Is there anything about that that is on
any higher moral plane than the Louisiana lottery ?

Mr. Untermyee. There is nothing to-day in these manipulated
transactions that is on any higher plane; but you have to have a

market, a public market for securities, and there is no reason why it

can not be honestly conducted like any other market.
Senator Weeks. Let me interrupt you there.

Mr. Untermyee. I am speaking of these transactions to which Sen-
ator Reed refers—pure gambling transactions, not of the legitimate

dealings.

Senator Weeks. The Louisiana lottery was a bet, was it not ?

Mr. TJntermter. Yes.
Senator Weeks. Even a sale of stock short is not a bet, because the

stock is delivered and paid for, and commissions are paid to the

broker for selling and to the broker for buying. It is an entirely

different proposition, is it not?
Senator Eeed. Is it not a bet ?

Mr. Untermtee. It may be a bet in the mind of the man who gives

the order; but the stock is sold and delivered and is paid for, a com-
mission is paid to the broker who buys the stock, and a commission
to the broker who sells it.

Mr. Unteeimyer. I have never been able to see much difference

between selling short and buying; in other words, one man buys stock

to stimulate a rise and another man sells stock to stimulate a decline.

Senator Reed. You must admit, Mr. Untermyer, and I think the

Senator from Massachusetts will admit, that if a man. looking over

an investment concludes that it is on a sound basis, and he would
like to become a part of the organization and own an interest in it,

and he buys some stock for the purpose of becoming interested in it,

to hold it, that it has an element of speculation in it, but it is en-

tirely distinct from a gambling operation. It is like any business

speculation or investment. But if a man buys that stock and puts

up a little margin, intending to close his deal out within a day or

two days or a week, he is not doing anything in the world but laying

down a bet.

Mr. Untermyer. That is what is done in dealing in real estate all

the time, Senator Reed. Real estate is bought on margin all the time.

It is the thing that makes a real-estate market.
Senator Reed. You do not think it would be otherwise?
Mr. Untermyer. I do not think it would be quite so active if it

were not for the men who buy real estate on a margin and then sell it.

Senator Reed. We have not anything of that sort in my country, I

am glad to say. A man buys a piece of real estate, and when he does

that he buys it. He may buy hoping to sell, but to have a margin
market for real estate is something we do not know anything about.

We are not so advanced.
Mr. Untermyer. A man in your country frequently gives back a

75 per cent mortgage, does he not ?

Senator Reed. Sometimes.
Mr. Untermyer. That is a margin.
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Senator Eeed. He has bought his equity, expecting to pay it all.
Do you have a real-estate margin market there ^

Mr. Untokmyer. Only in the sense that I mention.
Senator Reed. Do you say real estate can not be handled without

that?

Mr. Untermyee. I do not think it could be bandied actively unless
people could borrow largely on it.

Senator Reed. You could not run a grocery store very long if you
could not go in debt and stay in debt, probably.
Mr. Unteejiyer. You can not get the milleiiium over night. There

would not be any hope for the passage of this bill if you attempted
by it to stop short selling entirely.

There is one overshadowing evil by which the public is fleeced out
of many millions of dollars in this manner every year, and that is by
manipulation and false excitement upon which they are drawn into
the stock market. If you are going to have speculation and short
selling, let us have it conducted honestly, with all the cards on the
table, where a man is not drawn in by rumors that are put out, manip-
ulated pools operated, and excitement artificially created under cover
of which the pool sells the stock, the public is drawn in at high
prices, and the pool and the public is left with the stock to take care
of itself as best it can.

Senator Reed. How will you keep from forming a pool outside of
any board of trade to control the stock and put it up and down just

the same outside as in the stock exchange unless you stop the place
where the gambling is done. You say we can not bring the millen-
ium, but I am suggesting here that this perhaps is going to give us
the dawn of the millenium.
Mr. Unterjiyer. I think this is going to do away with the great

evil connected with the stock exchanges. If you abolish the ex-

change, in my opinion, you will abolish one of the most valuable
factors of our whole financial system, because the stock exchange is

an integral part of that system. Without its aid you could not get

a market for your securities, you could not get money for new ven-

tures; the public would not know anything about them, and you
could not market them privately. Our great enterprises would
almost come to a standstill if you closed the stock exchange. It is

because I believe in the great usefulness to which it can be put that I

want to see it on an honest basis.

Senator Reed. Suppose you simply provided that in every instance

there should be an actual delivery of the stock, and that there could

be no sale or resale of the stock at the same place or at any of these

exchanges within a certain given period of time—say a few days

—

requiring an actual delivery and actual payment ; would not that tend

to eliminate the gambling feature?

Mr. Untbrmyee. You have an actual delivery in this sense, that

there is a clearing house of the stock exchange, and every day the

transactions of the previous day are cleared in that clearing house;

but the men who buy the stock and are unable to pay for it have to

borrow the money or a part of it from their brokers, and the broker

has to clear the stock.

Senator Reed. But that clearing house simply means that when we

get through with 40 or 50 or 100 transactions, which they have had
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during the day, they come down there and make one settlement for

them all.

Mr. Unteemyee. That is true.

Senator Reed. The clearing house simply facilitates the gambling
operations.

Mr. Unteemyee. I think you have struck the crux of one of these

difficulties ; it lies in the stock-exchange clearing house. I have con-

tended for a long time that if a broker sold so many shares and bought
so many shares, he ought to deliver the next morning all the shares

sold and not merely the difference between his sales and purchases.

Senator Eeed. Do you think a man ought to be permitted to go
into the market to-day and be a buyer and seller both? Do you
think there ought to be a place maintained where they can do that

sort of thing ? Is not that a little worse than a roulette wheel ?

Mr. Unteemyee. How do you mean " buying and selling " ?

Senator Reed. I mean that a man goes in and buys stock in the

morning and sells it in the afternoon. Buying it and selling it again

and again ; simply stands there pulling the market up and down ?

Mr. Unteemyee. That is what you call speculation.

Senator Reed. Ought not that to be limited or eliminated ?

Mr. Unteemyee. I have tried to explain that I do not see any way
to eliminate it.

Senator Reed. Would you do it by abolishing these places and pro-

viding that there might be no place existing except where the stock

was actually delivered, and prohibiting a man who bought from go-

ing in and selling on the same day in that place ?

Mr. Unteemyee. I would like to see somebody that will have the

courage to try it. The abuse I have gotten for daring to urge the

prevention of manipulation would be like a summer's zephyr com-
pared with what would happen to him. Trying to stop dishonest

speculation is all I have urged.

Senator Reed. Of course, they go into these places, which you call

a stock exchange, and there is a lot of manipulation takes place

there. But what could prevent the manipulation of a stock, just like

you have said the Amalgamated Copper was manipulated, by pools

and arrangements outside? How will you prevent that?
Mr. Unteemyee. This bill, I think, effectually prevents it. You

were not here when I read the definitions of manipulations as they

were stated by the Hughes Commission. Manipulation is brought
about by false representations, in my judgment. A pool manager
acts for a syndicate or pool that buys and sells and gives counter
orders in order to create fictitious transactions or a false appearance
of activity in the stock. By buying and selling on a vast scale he
lifts the prices or depresses the prices. The public comes in because

of the excitement, believing all of these are actual transactions that

are going on, and they buy these securities. If you stop that practice

and require that every transaction shall be an actual honest transac-

tion, and do away with this false appearance of activity, you would
have a free and unimpeded speculation and not speculation super-

induced by fraud.
Senator Reed. You are speaking about being influenced. If a

share of stock for $100 always had to represent $100 in actual good-

faith investment, the fluctuations, then, of that stock would depend
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upon whether a part of the original investment had been impaired
or had been increased, would it not ?

Mr. Untermyee. Not necessarily, because even if full value has
been paid for that stock, it could be made just as much the basi^ of
speculation as if the full value had not been paid.
Again, I do not believe in what you call " full value " in the way

of physical value. I claim that good will is often quite as essential

as physical property and frequently more so.

Senator Reed. Then, you would allow a capital stock to be issued
against good will?

Mr. Unteemyer. I would, under restrictions
;
yes.

Senator Reed. What restrictions, for instance?
Mr. Unteemyer. I have gone into that somewhat before the House

Judiciary Committee in connection with the pending antitrust legis-

lation

Senator Reed (interposing). Then, I will not ask you to repeat it.

Suppose, in the case of a railroad, all the money for the stock went
into the railroad in good faith and was not purloined or misused,

the man buying that stock thereafter would be able to say whether
the road was earning dividends or whether its prosperity was increas-

ing or whether it was not earning, and there would be, it seems to

me, a natural gauge by which to get at the value of that stock.

Mr. Untermyer. Would there be?
Senator Reed. Not absolutely—

—

Mr. Untermyer (interrupting). Some are successful and some are

failures. That stock might not be worth 10 cents on the dollar. I

have in mind a number of cases in which first-mortgage bonds that

were issued dollar for dollar for actual cash that went into the

properties and that are not worth 25 cents on the dollar. I recall

other cases where the stock that was all water is worth intrinsically

above par. It all depends on the eventual outcome of the enterprise.

Senator Reed. I understand ; but that would be developed by the

natural conditions. If the road could not pay any dividends there

would be some chance to find out about that.

Mr. ITnteemyee. This bill seeks to meet that situation in this

wav. If I can get you to read it, I think you will agree with me.

In the first place, it provides that no quotation upon a stock ex-

change shall be allowed to go through the mails unless the exchange

is incorporated under the laws of the State in which its business is

conducted nor unless its charter contains the following regulations

:

One requiring the most complete statement by every corporation of

its physical assets, good will, e^^erything pertaining to it, all sworn

to. Secondly, that it must show the intermediate profits of all

bankers, promoters, and intermediaries, so that the public can know

how much money actually went into the roads, how much of the

proceeds of any bond or stock issue went into the pockets of the

bankers, and everything pertaining to the issue and to the affairs

of the corporation. Third, unless its officers are prohibited from

trading in its securities. And there are a number of other facts and

conditions required, so that the investor has no excuse for being de-

ceived. He can go and get all the information that exists about that

corporation.
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Senator Eeed. Coming back to my question, you will agree with me
that at least if there is nothing allowed to be represented in stock

but the actual investment
Mr. Unteemyer (interrupting). You mean physical value?

Senator Keed. Yes; the real investment for good-faith property;

that would be a check upon the dangers that come from stock fluctu-

ations. You would then have a more substantial basis.

Mr. Unteemtee. Yes; I think so, within limits. I would not
strictly confine the right to security issues to physical property, ex-

cept in cases of corporations that operate under a public franchise.

Senator Reed. You would put in, in addition to that, or would
allow to be put in, good will as value ?

Mr. Unteemyer. Yes, sir ; within limits ; and this is my suggestion

as to good will as made to the House Judiciary Committee. I said

1 would allow good will not exceeding twice the value of the assets,

provided it represented a return of at least 5 per cent on the basis of

the earnings on the property over a series of years; this good-will
stock I would stamp as issued for good will and not allow it to be sold

for two years after the corporation was organized, so that the public

could know from actual operations what that property was really

earning, not only for two years before it was organized but for two
years after it was organized, before the stock could be sold.

Senator Reed. Do you think any good will in the world amounts
to 2 to 1 ?

Mr. Unteemyer. It depends upon what it is. Yes ; I know some
that amounts to 20 to 1.

Senator Reed. Industrials?

Mr. Untermyee. Yes. Let me give you an illustration. Take the

Sears-Roebuck Co., in Chicago. Do you know that company?
Senator Reed. Yes.
Mr. Untermyee. They have $10,000,000 or a little over of assets.

That is all the assets they had when the company was organized.

They sell their goods by catalogue. Nobody sees the goods before

he buys. They sell and the public buys in reliance upon their name.
They have $40,000,000 of common stock that represents their good
will, and they have about 8,000,000 customers on their books. That
$40,000,000 of stock has been earning, I think, something like 15 per

cent a year of late.

Senator Reed. You mean they have been able to take out of the

public that amount of money?
Mr. Untermyee. I mean that that $10,000,000 of assets might not

eventually be worth 10 cents but for that good will. It might all be

lost in the business. I mean that that good will is a thing of perma-
nency far more valuable than traps or machinery. They do not
" take these profits out of the public " in the sense you mean. That
is a highly competitive business in which they give value. I think
their net profits are about 7 per cent on their sale. It is the volume
of the business and the management that make the results.

Senator Reed. Would you apply that, for instance, to a gas com-
pany and a railroad ?

Mr. Unteemyee. I Avould apply it to no corporation with public

franchise. Their securities should represent only cash investments.
They have no good will except what they get from the public.
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Senator Reed. You would not apply to any industrial, would you?
Mr. Untermtee. I would only apply it to the industrial, where,

as I say, it represents a real demonstrated good will. If the indus-
trial came to the Trade Commission and said, "We have $100,000
worth of assets, but we have been earning $50,000 a year for the last

10 years by reason of our good will," I would allow that company to
issue $200,000 worth of common stock, provided it could not sell or
dispose of it for two years and provided that during that two years
the value of that good will is demonstrated in operations.

Senator Weeks. We have a great interest in that firm of Sears,
Roebuck here, because we enabled them to earn dividends on that
$40,000,000 of good will by carrying their goods for them at less than
cost.

Mr. Un'I'eemyee. What do you mean by that? They were making
enormous earnings before there was a parcels post.

The Chairman. We carry their goods by parcel post.

Senator Reed. Would you issue this common so that it had to get

its value out of the good will? Or would you let it be a participant

in all the assets of the company ?

Mr. IjN'rEEMYEE. That depends on the charter. You know the

Germans have a wiser system than ours. They do not allow common
stock to be listed for a certain number of years—until they have
stable earnings back of it. That is what I would apply here. I

do not think j'ou should ever paSs any law that would absolutely

ignore good will as a factor in values. Take trade names, copyrights,

and property of that kind, they are often the whole asset of the

business—like such instances as Quaker Oats, Pond's Extract, and
a thousand other things we might think of of that kind, where the

assets are infinitesimal ; but do you not think that these trade names
and brands have a value?

Senator Reed. I think an established trade, of course, has a value.

But I think if you are going to admit in the stocks of corporations the

good will, and base them upon the profits they have made instead of

upon their substantial assets, you have based those stocks upon a

thing that is liable to turn into mere thin air in a minute.

Mr. TJnteemyee. What becomes of your trade?

Senator Reed (continuing). And that no stock ever ought to be

issued against anything which, when you come to put it up under the

hammer, will not bring you money. The difficulty about issuing

stocks against the good will is that the minute the good will is im-

paired it ceases to be.

Mr. Untermtee. What becomes of the building and the machin-

ery and of other assets of that kind of a manufacturing company

when it does not earn anything?

Senator Reed. They all have substantial value.

Mr. Unteemyer. This discussion is, after all, beside the question

we are here to discuss.

Senator Reed. I am glad to have talked with you, because i sup-

posed the purpose of the authors of this bill was to stop stock gam-

Mr'. Unteemyer. Do you mean that you understood its purpose to

be to stop the stock exchange entirely?

Senator Reed. Stop the gambling on it.
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Mr. UxTERMTER. It limits it by requiring a 20 per cent margin at

least, so that you can not get the small fellow in on a small margin.

It limits short selling very materially. In fact, it almost stops it by
not allowing the broker to lend his customers' stock. AboA-e all, it

will put an end to dishonest speculation. I do not see how you can

go any further and get any relief.

Senator Rked. I am not an expert on stock exchange, but I believe

you can stop gambling in this country just the same in the stocks and
bonds as you can in poker.

(Thereupon, at 4.35 o'clock p. m., the committee adjourned.)

(The following additional statement submitted by Mr. Untermver
is incorporated in the record by direction of the chairman:)

Since the hearing arid after returning to New York I have made
an examination in the light of certain questions that were put to

me with respect to the Kanawha & Michigan Eailroad and find the

following facts, taken from Moody's Manual of Railroads and Cor-
poration Securities (which is the standard railroad work) for the

year 1914, at pages 600-603 :

Control.—The Kauawhii & Jlicliigau Railwiiy Cn. was controlled by the
Toledo & Ohio Central Railway (which was controlled by the Hocking Valley
Railway Co.) until the early part of 3910. when control passed to the Chesa-
peake & Ohio Railway Co. and the I^ake Shore & Jlichigan Southern Railway
Co. (p. 600).

Capital .sforA-.—Authorized outstanrling, .$9,000,000; par .flOO. The capit.-il

stock authorized by the charter was ,$10,000,000; this was reduced in 1910-11
by order of the board to .$9,000,000, the amount actually outstanding. The
Lake Shore & Michigan Southern Railway and the Chesapeake & Ohio Railway
Cos. early in 1910 acquired .$4,."il0,000 of this company's stock, and up to

Jrfne 30, 1913, had purchased 3.5,484 additional shares from the minority stock-

holders, making a total of .$8 058,400 of the stock held by the Lake Shoje and
Chesapeake & Ohio Cos. as of that date (p. 600).

Diviclcnd/t.—Initial dividend of 4 per cent paid .Tune 30, 1911 ; 2i per cent

each paid December ."O. 1911. .Tune 30, 1912, and December 30. 1912: 2* per
cent and 1 per cf>'it extra .Tune 30, 1933 ; September 30. 1913, 1 1 per cent : Decem-
ber 29, 1913, 1} per cent. Dividends payable quarterly, llarch, .Tune. September,
December 30, at .T. r. Morgan c& Co., New York (p. 600).

Capital stock was outstanding to the amount of $9,000,000. or a total averagp
rate of about $.51,1.">T per mile of road operated. The surp'us wjth which to

pay dividends thereon amounted to 27.9 per cent of the gross income, comparing
with an allowable figure of about 14 per cent.

For the fisc:i! year ended .Tune .30, 1913, the total net income available for

dividends on the stock, after payment of all fixed charges, amounted to about
$5,712 per mile, and the present dividend of $." per share on the stock re-

quires $2,556 per mile. Therefore about $11.16 per share was o.irned with
which to pay the 5 per cent dividends on the stock (p. 002).

It is, however. Interesting to note that the change in earnings for the year
ending June 30, 1913, caused the " amount earned " on the stock to chnnge- from
,$10.2 per share to $11.17 per share, thus showing how sensitive is this .stock to

any changes in the earnings (pp. 602, 603).
The capital stock can be considered, at the present time, more as a semi-

speculative Investment, but as a ma.iority of it is now owned )iy the Lake
Shore and Chesapeake & Ohio Railway Cos., it will doubtless appvecinte

in value. The increase in trainload tons tells the story, and it is my opinion

that errulngs are being concealed and that some dav will suddenly become
evident (p. 603).

It will thus be seen that almost immediately after the Hocking
Valley (which was a parallel and competing line) took its grip off

the property it began not only to earn but to pay large dividends;

that between June .30, 1012, and June 30, 1913, it has paid 9 per cent

and has made net earnings of ()\-er 11 per cent per year.
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I am credibly advised and am convinced that the property has
just begun to develop the possibilities that would be in it under
independent management. Whilst it has gotten out of the clutches
of the Hocking Valley, it is now under the joint control of the
Chesapeake & Ohio and the Lake Shore & Michigan Southern.
During all the years it was under the Hocking Valley control it

paid no dividend. No sooner was it released from that oppressive
condition than the payment of dividends began.

I desire to have you note also that the Chesapeake & Ohio did not
acquire all or nearly all the stock early in 1910, as has been asserted,
but acquired a bare majority, to wit, $4,510,000 par value out of the
$9,000,000 stock; and that it continued buying stock up to June 30,
1913, when it had purchased 35,484 additional shares, so that even at
this late date there was still $941,600 par value of the stock outstand-
ing—equal to 9,416 shares—which amount is presumably still out-
standing.

It is a much easier matter for it to get the stock at its own price
with it stricken ofli the list than if it were on the list and there were
an official quotation for it.

(By direction of the chairman of the committee the following
communications are inserted in the record:)

New Yokk Bank Jsote Co..

Fehruani IJ,. 1914.
Senator Robert L. Owen,

Washington, D. C.

My Dear Sir : I observed during the six days sitting in your committee room
the earnestness with which you welcomed the concrete suggestion. Therefore
I make what seems to me a practical one, which I had no opportunity to make
before your committee, as you did not not hear me Thursday night. It is this

:

If a uniform rate of commission was charged, it would tend to minimize what
the stock exchange calls steadying the market, but what I call rigging the
market. The public pays $12.50 per 100 shares, whereas all the testimony
before you shows that houses, say, like Salamon & Co. place orders with various
brokers to " steady " the market, and they only pay $2 per 100. Why should
the pubic pay more, as it is evidently profitable to the members at that price,

or, if it is right for the public to pay $12.50 per 100 shares, why should the

brokers have that advantage in manipulating the market?
I think you will find cogency in this reasoning, and also that if it cost $12.50

instead of $2 to manipulate, rig, stabilize, steady, or whatever else you please to

call the market, that it would tend to diminish fictitious washed sales, matched
orders, or by whatever term you call the operation by which the public are
gulled.

Respectfully submitting the suggestion.

I am, yours, very truly,
Geo. a. Field.

S Baldwin Place,
Neir Haven, Conn.. March 3, ISl'i.

Hon. R. L. Owen.
Senator from Oklahoma.

Sib : I beg to acknowledge 1 2 copies of bill S. 3895, which I have given 10 of,

judiciously: and I would thank you for another dozen, as, even if the bill

never became law, it is well to let it be seen what is wanted badly.

In the London (England) Standard and St. James Gazette for 10th ultimo

I see that the Jlercantile Bank of Jiemphis failed, which is ascribed to one of

the bank's employees . taking $750,000. If this was taken for margin gam-

bling, ought not the law be so that the margin-gambling broker could be

severely punished, as " the receiver is as bad as the thief"?

I stated to you that here in New Haven a bank official and the police clerk

hnth siiinirlPrt nlinnt mareiu cambliug. and the son of a former chief of New
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Haveu police is doing five years" imprisonment in Atlanta for this cause, which
also ruined three other bank clerks here in New Haven, and I have asked our
Congressman, Hon. Thomas L. Reilly, to represent to Attorney General JIc-

Re.vnolds the scandalous way that I have been treated, and to ask him to put
a stay on any legal proceedings against me, pending an investigation by the
Government into the general havoc caused in Xew Haven by margin gambling,
including my own case; and may I ask you, could not this be very properly
done by the Attorney General, if he approved of same?

Very respectfully,

Geo. Brebeton.

New York Stock Exchange,
Secretary's Office,

.Yc)f yo/-fc. iJiirch J,, 191J,.

James W. Beller. Esq.,
Clerl; Coiiimitlcc on Banking and Ciirrcnc}/.

Z'HitC(J States Senate, ^Ya'>hing^on, D. C.

I iF-AH ilK. Belleb : In the matter of your letter of February IS. 1914, regax'ding

the number of applications of new companies for listing on the stock exchange,
and the number not passed on by the committee, and that were rejected by the
committee'' (query propounded by Senator Weeks on Feb. 6), I beg to reply
as follows

:

As stated nt the time the question was asked, in many cases it is evident to

inquirers that their enterprises are such as can not meet the listing require-

ments, and their applications are not therefore formally presented; this is shown
by the numerous requests by corporations for copies of the listing requirements
from which no application for listing follows, and as well from calls from rep-

resentatives of corporations who take no further steps in the matter. In
addition, there were presented to the committee since January, 1910, and not
recommended by them 21 applications, the number of applications favorably
acted upon by the committee since that date being 94.

\'ery truly, yours,
H. S. 1I.\RTIN, Assistant Secretary.

John A. Lowell Bank Note Co.,

l',7 Franl-lia Street, Boston, March .'/, 19U.
Hon. IIOBEKT L. Owen.

United States Senate,
Washington. D. C.

Dear -Sir ; We desire to make know to you personally the difficulties we labor

imilev in obtaining business by reason of certain rules of the New York Stock

Exchange, whereby the acceptance of our work is refused.
These rules directly benefit the American TSank Note To. and their subsidiary

companies, making them one of the most gigantic monopolies in the world.
We are located in Boston, where our Jlr. John A. Lowell established himself

as an engraver o\er 50 years ago, and who has done as mach as any one man
to raise the standard of work and keep it there.

Our work is accepted on the Boston and Philadelphia exchanges, and there

should be no excuse for our being excluded from the New York Stock Exchange,
whose rules practically control the world's business of making bonds, certificates,

and other secu'-ities, and which throws the business into the hands of the Ameri-

can Bank Note Co.

The American Co. have had a manufacturing iilant in Boston for many
years, and that our work is not accepted in New York makes us cut a small

figure with friends and the public who would otherwise give us the work. It

is hard to compute the loss to us, but it runs into hundreds of thousands of

dollars.

We assert that the only fair way to treat this matter should be quality or

work coupled with the reputation and standing in the community of the parties

interested.

The American Bank Note Co. has grown to large proportions in the past 50

years by easy stages and by doing excellent work, and through influence of the

New York exchange have accumulated vast capital, skilled labor, and up-to-date

machinery.
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Any good house can do tlie snme. given the same privileges.
The American Bank Note Co. of to-day is made up of the parent company,

the National Bank Note Co., Continental Bank Note Co., and several smaller
companies which had their struggle for existence and been absorbed by the
American for reasons, and anybody can give a good guess what they were.

Fireproof building.—One of the prime conditions made by the New York
exchange Is that one's establishment must be in a fireproof building. What are
the facts?
The American Bank Note Co. until, we will say, 1913 have never been in a

strictly fireproof building.
Every one of the bank note companies they have absorbed in the past (and

we add our own) have never been in a fireproof building.
Our building is a very substantial brick and stone structure, heavy timbers

and fioors, and one tenant only on ground floor and basement besides ourselves,
and that one deals in bar steel and weighing scales of all kinds.
The American Bank Note Co. in Boston occupies quarters in a building where

there are 150 tenants and (estimated) 1,000 people employed. Ours is a better
risk, and neither conforms to the case of must in the rules of the New York
exchange.

Senator John W. Weeks, of your committee, has kindly permitted our calling
your attention to the letter and papers sent to him. Same being a petition
to the New York Stock Exchange signed by the leading banks, bankers, and
trust companies praying that our work be acc.epted by them.
The answer to me personally was " It will be no use, Mr. Lowell, for you to

have your petition go before the board, your work will not be accepted."
If that is not restraint in trade in the largest sense we do not know the mean-

ing of the word.
The distinguished names on our petition, including that of Senator Weeks's

own firm, we trust, will give you food for thought.
Stookholders.—It matters not whether there are 21 per cent or only 1^ per

cent of the members of the New York Stock Exchange, who are stockholders
in the American Bank Note Co. If any of them have a voice in making rules
sending work to the American Bank Note Co. and keeping it away from us the
result is the same.
The one great lever in soliciting bond and other security business (and our

existence is at stake) is being able to say our work is accepted by the New
York exchange, and when we are asked the question and say no. that settles it.

Who gets the benefit of the rules made by the New York exchange; why, the
American Bank Note Co. This we shall hope your committee will see the grave
injustice of and make rules whereby we can obtain our just deserts. Given an
equal chance, business and capital will come to us, and we will make our own
rules and buildings vs'hich will be as severe as any investor can wish.

All this leads up to my saying the New York Stock Exchange prevents our
getting the living I believe myself and associates are entitled to after 50 years
of experience in doing the best of work.

Very respectfully, yours,
John A. Lowell Bank Note Co.,

John A. Lowell, President.

(By direction of the chairman, the following proposed bill, drafted

by a committee of the Boston (Mass.) Chamber of Commerce, is in-

corporated in the record:)

A BILL To prevent the use of the mails in furtherance of fraudulent and harmful trans-
actions In the sale of securities on stock exchanges or elsewhere.

Be it enacted hy the Senate and House of Representatives of the United Statc-f

of America in Congress assembled. That no letter, package, circular, pamphlet,

post card, newspaper, or other form of printed or written statement containing

a quotation of any pi-ices or any advices information, or representation concern-

ing transactions in securities sold or offered for sale on any stock exchange

shall be delivered, deposited, or carried in the mail unless such exchange has

established and is in good faith maintaining rules and regulations requiring—

(o) That before the securities of any corporation shall be listed, quoted, or

dealt in upon any exchange there shall be filed with the secretary of the ex-

change a statement signed and sworn to by either the president or vice president
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and secretary or assistant secretary or by a majority of the board of directors
or trustees of such corporation setting forth separately and in detail

—

(1) The nature and amount of the tangibly and other assets of such corpora-
tion, its actual and contingent liabilities, gross receipts, and net earnings year
by year for at least three years next preceding the filing of such statement or
for such lesser time as the corporation shall have been engaged in business,
together with its complete dividend record.

(2) The net proceeds in cash and property, with full specification as to each,

received or to be received by such corporation from its securities Issued within
three years and now outstanding.

(&) That every corporation whose securities are listed on the exchange shall

file with the secretary of the exchange and with the interstate trade commission
an annual report in such form as shall be prescribed by said commission, and
duly certified by a public accountant, which shall show in detail its gross

receipts, expenses, and net earnings.

(c) That the manipulation by members of securities and prices by fictitious

purchases and sales, " matched orders," or " wash sales " is prohibited on pain
of expulsion.

((2) That members of the exchange be forbidden on pain of expulsion from
hypothecating any security belonging to their customers or others for any
amount in excess of the sum nt the time owing such members thereon, unless

such use of these securities shall have been expressly authorized by written

assent of the general owner or pledgor.
(e) That members of the exchange be forbidden on pain of expulsion from

lending securities pledged with them, unless such use of securities shall have
been expressly authorized by written agreement of the general owner or

pledgor.

(/) That the knowingly taking or carrying by any member of an account on

margin in which an employee of any bank, trust company, or insurance com-

pany is interested, and the knowingly selling on behalf of a director or trustee

of any corporation securities of such corporation which he did not own at the

time of such sale, is prohibited on pain of expulsion.

(g) That members of the exchange be required to keep full and accurate

books of account of all transactions conducted by them upon the exchange,

which books and all the records of the members of the exchange shall be at

all times open to the inspection of the ofiicers of the exchange and to the

interstate trade commission in course and for the sile and exclusive purpose

of any inquiry made by it as hereinafter provided.
Sec. 2. That the interstate trnde commissi'in shall ninke an annual report

to , giving such information in relation to stock exchanges as it shall

deem advisable.
Said commission may from time to time make inquiries into the conduct of

business upon stock exchanges, and if upon such inquiry it is satisfied that any

stock exchnnge has not established and is not in good faith maintaining the

rules and regulations hereinbefore specified it shall make a written finding of

the facts, which shall be a part of its records, and a copy of such finding shall

be forthwith presented to the Postmaster General, who shall instruct post-

masters not to receive for transmission in the mails any letter, package, cir-

cular, pamphlet, post card, newspaper, or other printed or written statement

containing an order or quotation of prices or any advices or information con-

cerning transactions in securities sold or offered for sale upon such exchange.

Any person aggrieved by such finding of the interstate trade commission or

by such order of the Postmaster General may bring a suit in equity against

the Postmaster General in the district court of the United States for the dis-

trict in which such stock exchange is situated to enjoin the execution thereof;

and an injunction on final decree shall be granted on proof that the finding

of the interstate trade commission is not warranted by the facts or is con-

trary to law. Service of process in such a suit may be made on the United

States district attorney for such district.

Nothing herein shall be construed to authorize any postmaster or other

person to open any letter, package, circular, pamphlet, newspaper, or other

form of printed or written statement not addressed to himself.
Sec 3. No letter, package, circular, pamphlet, post card, newspaper, or other

form of printed or written statement contatfting any advices, information, or

representation concerning transactions in securities sold or offered for sale

which are not listed on any stock exchange shall be deposited or carried in the

mail unless a statement complying with the provisions of paragraph (a) "f
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section 1 shall have been filed with the interstate trade commission. Such
statement may be filed by sending the same to the secretary of said commis-
sion by registered mail. If said commission at any time upon investigation
shall be satisfied that such statement is false in any material particular, or
that in view of any facts disclosed the use of the mails vyith respect to such
securities would conduce to fraud, said commission shall make a finding to

that effect, and thereupon the same proceedings shall be had as provided in

the preceding section, in so far as the same are applicable.

Sec. 4. Any person or corporation who shall knowingly deposit or cause to

be deposited in the mails, or who shall knowingly send or cause to be sent

by mail, any letter, package, circular, pamphlet, post card, newspaper, or other
form of printed or written statement concerning transactions in securities, the
use of the mails with respect to which is or shall be prdhibited under this act,

shall be deemed guilty of a misdemeanor, and on conviction shall be fined not
more than $1,000 or imprisoned not more than six months, or both, for the
first offense ; and for any subsequent offense shall be imprisoned not more
than two years.

For the purposes of This MCt a " stock exchange "' is a market or meeting
place controlled by rules, on which only members are permitted to deal with
one another in their own behalf or for their customers, and iit which securities

of corporations are bought and sold or offered for purchase and sale.

The word " corporation " shall be deemed to include corporation joint-stock

company, and voluntary association.

The term " security " or " Securities " shall include every bond, note, de-

benture, and other obligation and every share of stock or receipt or certificate

therefor, and every certificate or beneficial interest or right of participation in

the bonds, notes, debentures, or other obligations, or in the shares of stoclc or

property of any corporation.

A " matched order " and a " wash sale " are separately defined as a sale or

offer for sale, or the pretended sale or offering for sale, directly or indirectly, of

any security accompanied by or in conjunction with the purchase or pretended

purchase or offer to purchase, directly or indirectly, the same security ; or the

pretended sale, purchase, or attempt to sell or purchase any security with the

purpose or intent of recording or procuring the recording of a price or quotation

therefor.

Sec. 4. That this act shall take effect six months after its passage.





BEIEFS AND ARGUMENTS.

BRIEF OF COUNSEL ON BEHALF OF THE NEW YORK STOCK
EXCHANGE.

INTEODUCTION.

We have discussed in a separate brief the constitutionality of this
bill. We propose to discuss the bill as a practical measure in this
brief, assuming for that purpose, but for that purpose only, that
Congress may, under its power to regulate the mails and the inter-
state business of telegraph and telephone companies, compel the
stock exchange, within some defined limits, to observe certain re-

quirements as a condition to the transmission of its quotations
throug:h the mails and by telegraph or telephone. To justify such
a bill it should appear that there is a definite evil to cure and that
the bill is an appropriate and efficacious remedy. These are the
concrete questions we propose to discuss, and the task is one that
truth and justice require shall be executed in a spirit of fairness and
candor. That is the spirit in which we undertake it.

What is the evil alleged as the reason for the bill ? In the report
of the committee appointed pursuant to House resolutions 429 and
504 to investigate the concentration of control of money and credit,

dated February 28, 1913 (which we shall hereafter take the liberty

of calling, for brevity, the Pujo report), this is what is said on that

subject (p. 116) :

But whether stock exchanges in their wholly local and internal relations may-
be regulated by Congress or not, where they lend their facilities for transactions
injurious to the public interests at large Congress may prevent any instru-

mentality under its control from being used to multiply and spread such trans-

actions; and it is its obvious duty to do so. It has appeared that sales of

stocks on the New York Stock Exchange average $15,500,000,000 annually;
that but a small part of these transactions is of an investment character

;

that whilst another part represents wholesome speculation a far greater part
represents speculation indistinguishable in effect from wagering and more hurt-

ful than lotteries or gambling at the race track or the roulette table, because
practiced on a vastly wider scale and withdrawing from productive industry
vastly more capital ; that as an adjunct of such speculation quotations of

securities sire manipulated without regard to real values, and false appearances
of demand or supply are created, and this not only without hindrance from
but with the approval of the authorities of the exchange, provided only the

transactions are not purely fictitious. In other words, the facilities of the

New York Stock Exchange are employed largely for transactions producing

moral and economic waste and corruption ; and it is fair to assume that In

lesser and varying degree this is true or may come to be true of other institu-

tions throughout the country similarly organized and conducted.

This would be a grave indictment of a great institution, whose

membership is representative of the best citizenship of New York, if

there was any foundation for it, which, happily, there is not.

527
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If this statement stood alone, we would assume that the bill was
framed to correct the evil thus alleged to exist, but in another part
of the report we find the following (pp. 114, 116)

:

Great and mucli-needecl reforms in tlie organization and methods of our cor-
porations may be legitimately worked out through the power wielded by the
stock exchange over the listing of securities. Much of the confusion and many
of the defects in corporate regulation, due to the diversity of State laws and to

the bidding of the States against one another in laxity of administration in

order to attract corporations within their borders, may be corrected and uni-

formity of methods introduced through the listing department of the exchange.
Thus complete publicity as to all the afCairs of a corporation may be uniformly
enforced. The scandalous practices of officers and directors in speculating
upon inside and adv.-mce information as to the action of their corporations may
be curtailed if not stopped. In short, its opportunities as an agency of corpo-

rate reform are almost endless, provided its own practices can be reformed so

as to entitle it to exercise these broad powers.

This is quite a different reason for the bill. The evil here speci-

fied is the impotency of government under our political system prop-

erly and adequately to regulate corporations ; and the cure proposed

is that the Xew York Stock Exchange shall be constituted the

effective agency of corporate regulation. This means that the Na-
tional Government may employ the exchange to correct the short-

comings of the State governments in the regulation of corporations

and the reform of corporate abuses; but, it is added, that the ex-

change itself must be reformed, that it may efficiently perform this

function of government. This proposition is as startling as it is

novel. It invests the exchange with powers and functions that have

never been within its contemplation, and the assertion of which
would have subjected it to the accusation of an unbridled arrogance.

The question naturally arises, how much of the bill is based on the

evils alleged to exist in the transactions of the exchange and how
much on this program of corporate regulation and reform. That
line will have to be drawn as we proceed.
The natural order of the topics to be discussed is, in the first place,

whether the alleged evils exist, and if so to what extent; and in the

next place whether, and to what extent, the bill is a practical remedy
for any evils that may be found to exist. The data to be examined
in determining these questions are the statements that have been
made and documents submitted at the hearings held by this com-
mittee ; the evidence taken by the House committee that investigated
the so-called Money Trust, and the Pujo report; common knowl-
edge

; and the bill itself. It is to be borne in mind, so far as the

testimony taken by the House committee is concerned, that the com-
mittee was represented by its own counsel ; that it selected the witnesses

it desired to hear, though in some instances, so far as the stock ex-

change was concerned, after a conference with its counsel; that it

selected the topics respecting which it desired testimony; that the

examination of witnesses was conducted solely by its counsel and
was often in the nature of a cross-examination ; that the sole ri^ht

of counsel for a witness was to frame any question he might desire

to ask and submit it to the committee for approval so that it might
be put by the counsel for the committee if approved ; and that many
questions were asked that could not be adequately or satisfactorily

answered on the spot without opportunity for previous preparation
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or reflect ion. Thiy is not baid by way of criticism but merely to call

attention to the fact that the investigation was essentially ex parte.

ISIoreover. we feel bound to say that the officials of the exchange
felt throughout that there was ;i deep and controlling prejudice
against it, reflected in the, tenor of the examinaticn of many of the
witnesses; in the bringing in of topics calculated to creiite prejudice
which were not germane to the inqtiiry. and which were afterwards
discarded in the conclusions of the report for that reason; in the
treatment of stich topics in the report, though concededly not ger-

mane; and in the bias of the report which ignores the case of the
exchange on almost every point. Had the investigation been broad-
ened out to give the excliange nn opportunity to present its case in

its own way, as it has presented it to this committee, which would only
have taken a few days, though the report might not for reasons have
been different, the record would have been a more complete, reliable,

and useful presentation of the facts.

The questions we propose to discuss are : (1) Is it true that while a

small part of the transactions on the exchange are of an investment
character, and another part represents wholesome speculation, a far

greater part represents speculation indistinguishable in effects from
the worst form of gambling? (2) Is it true that there is manipula-
tion of securities on a large scale without regard to real values, and
that this manipulation proceeds not only without hindrance from the

authorities of the exchange, but with their approval, provided only
that the transactions are not fictitious? (3) Is it true that the facili-

ties of the exchange are largely employed for transactions producing
economic waste through withdrawals or diversions of capital from
productive industry and other commercial purposes?

TTaviiijj discussed these questions, we shall then be in a position to

take up the remedies of the bill to determine to what extent they are

necessary, practical, and germane.

I.

The nature of the transactions on the exchange.

(1) There are listed on the exchange 665 issues of stock, with a

par value of $13,385,447,500, and 1,089 issues of bonds, with a par
value of $12,589,577,100. They are issues made in the main by rail-

road, indsutrial, and mining corporations; but there are some issues

of municipal bonds, domestic and foreign. The exchange is the

principal market in this country for the purchase and sale of these

securities, and in the volume of its business is second only to the

London exchange. It is also an international market of considerable

magnitude. The transactions originate in orders to buy or sell from
all parts of the country and from foreign countries. No one can say

what proportion of those transactions is of an investment nature,

because no clear line can be drawn between what is investment and
what is speculation. Many who buy for investnaent buy partly on

credit; and purchase for investment may have in it a speculative

element determining the permanence of the investment. It is a

common experience to buy for investment and yet sell on an unex-

pected rise in the market or when an expected rise takes place. It is

not a criterion of the investment or speculative character of a trans-

:;o5TS—14 34
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action whether or not the security is bought partly on credit any
more than it is in the case of purchases of real estate. Securities

bought ^ith a speculative purpose may be retained as investments.

Any statement of the proportion of the transactions that are of an
investment as distinguished from a speculative character is merely
a worthless guess. There have been numerous efforts in the past by
foreign economists to establish that proportion on foreign exchanges,
which has been discarded and the effort abandoned as futile.

(2) There is a very large volume of sijeculative transactions char-

acterized in the Pujo report as "wholesome" speculation. "Whole-
some" speculation we take to be speculation by persons who have
the means or credit to carry their transactions through and who buy
and sell intelligently in the expectation of a rise in price in the one
case or a fall in the other. This is admitted on all sides to be per-

fectl}' legitimate, and it is just as legitimate to sell in the expecta-

tion of a fall in price as to buy in the expectation of a rise. No one

can measure the extent or proportion of the transactions on the ex-

change of this character; but they are unquestionably of great magni-
tude and a considerable proportion of the whole. What value would
be attached by any sensible man to any estimate of the number of

men of means and intelligence in this country who speculate in se-

curities to .so;! e extent or of the volume of their transactions of that

character?

(3) Another large class of transactions on the exchange consists

of the buying and selling of stocks by or for the dealers in lots less

than the exchange's unit of 100 shares, or, as they are called, odd
lots. We refer to the statement of Mr. Noble on this point, where it

appears that he is a dealer in odd lots; that there are many-houses
engaged in the same kind of business ; that this business in su all lots

is about 20 per cent of each day's business of the exchange in normal
times; and that the bulk of it is investment business. (Rec., pp.

160-178.)

(4) There is a considerable body of men on the exchange loiown

as floor traders, who daily buy and sell large volumes of active

stocks in the expectation of a slight profit being realized during the

day. Another similar class, known as arbitrageurs, is composed of

brokers here and abroad who buy and sell for a profit with reference

to differences in prices on this and foreign exchanges. An arbitra-

geur buys or sells a security listed on both the London and New
York Stock Exchanges during the hours that the London exchange

is open and buys or sells it, as the case may be, during the hours

that the New York Stock Exchange is open on the same day. The

business of the floor trader is legitimate speculation and is an impor-

tant element in providing a continuous market. The arbitrage busi-

ness is of considerable volume and is not only legitimate, but has a

distinct value, recognized by economists, in assisting the adjustment

of international dealings.

Mr. Sturgis estimated that these dealings of floor traders and

arbitrageurs on their own account were one-third of the total deal-

ings on the exchange. (Pujo testimony, p. 826).

(5) The only remaining element is speculation by these who shnilfl

not speculate, because without either the means or the intelligence to

do so, properly called unwholesome speculation. The volume of this

sort of speculation on the exchange has been constantly diminishing.
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It is business that tho broker avoids, because of the risks it involves
in rapid changes of price and the doubtful ability of his customer
to meet his obligations. The exchange prevents it to the utmost
limit of its powers. What remains of it is to some extent due to
ignorance of the broker of the real circumstances of his customer,
either through misrepresentation or neglect to make proper inquiries.

There is no doubt, however, that the volume of the transactions of
that character is enormously exaggerated, not only in the popular
mind, but by serious and thoughtful people. It is so easy for a
defaulter to attribute his fall to speculation that all such cases,

as well as the losses in bucket shops and the losses through all the
swindling schemes in connection with mining and other stocks, not
listed or dealt in on the exchange, with which the coimtry is flooded,

are widely attributed to the exchanges. But the truth is that the
volume of this unwholesome speculation is, compared with the vast
mass of transactions that take place on the exchange every day,
too inconsiderable to be classified as a feature of any moment or in-

fluence on prices.

It is true that the Hughes commission said in its report that " it

is imquestionable that only a small part of the transactions upon the

exchange is of an investment character; a substantial part may be
characterized as virtually gambling." But this statement is not a

conclusion from any verifiable data. Though it may voice a popular
impression it is not in accord with the judgment of the men inti-

mately connected with the affairs of the exchange. Not only is the

volume of the investment business in their judgment much larger

than is indicated, but the term " gambling " is not appropriately ap-

plied to any substantial body of transactions on the exchange, unless

all speculation, whether in securities or commodities or in any other

department of human activity, is to be regarded as gambling, which
is not an accepted use of the term either in the domain of law, busi-

ness, or economics. Wagering or gambling in connection with trans-

actions in seciirities is well known to the law, and has been defined

with precision; and as so defined it does not include what is known in

business affairs or economics as speculation. Speculation is one thing

and gambling another, and no useful purpose is served by character-

izing one as the other. When important issues are under discussion

affecting great and vital interests, language should be used with some
degree of precision, and not figuratively.

(6) The foregoing is merely descriptive of the daily transactions

on the exchange. It is what anyone would see if he had eyes enough
to perceive all the transactions that take place on any day. He would
see purchases for investment ; he would see sales on behalf of persons

wishing to convert their securities for one purpose or another; he

would see purchases and sales for the dealers in odd lots to meet the

needs of the small investor; he would see purchases and sales for

customers with a purely speculative purpose ; he would see the floor

trader buying and selling for the profit of the hour; he would see the

arbitrageur selling securities that he has bought in London, or Paris,

or Amsterdam, or Berlin the same day, or buying here the securities

he has sold on a foreign exchange the same day. Every transaction

is recorded and the quotations that go out are the result of all of these

manifold operations. They are the product of the judgments, tem-

peraments, hopes, fears, and doubts of the vast multitude that par-
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ticipate in them. It is a scene of competition : the conservatism of

investment face to face with the enterprise of specidation; specula-

tion in the expectation of a rise in prices with speculation in the ex-

pectation of a fall; optimism Avith pessimism; and the resultant of

this play of forces is the mnrket price of the securities dealt in

moment by moment, hour by hour. The exchange is the crmible in

which all these various elements are, as it were, chemically combined

and concentrated to produce what we call market values. All these

elements are indispensible as supplements and correctives of each

other. Eliminate speculation and the conservatism of investment

woidd arrest the development of the country. Eliminate speculation

in the expectation of a fall in prices and the danger of inflation of

prices would be constant. Without the free interplay of all these

forces a market would not perform its function of fixing values for

the purposes of trade and commerce. To say that the swift, ceaseless

stream of transactions in such a market as the exchange is, or can be,

polluted in its main body is to our minds absurb. But the fimda-

mental contention of the Pujo report is that it is so polluted by what
is called unwholesome speculation and manipidation; hence this bill.

Whether there is any basis of fact for that contention we now pn
ceed to examine, because if there is not that might well be treated as

the end of the matter without going further.

II.

Unwholesome speculation.

(1) An entire subdivision of the Pujo report is devoted to this

subject (pp. 42-46). There is no attempt there to define the char-

acteristics of unwholesome speculation as contrasted with any other

kind of speculation. Attention is called to certain tables and charts

that had been prepared for the committee, showing the dealings on

the exchange in the shares of various corporations month by month
since 1906, and day by day during the most active months. The cor-

porations selected were the United States Steel Corporation, the

Reading Co., the Erie Railroad Co., the Rock Island Co., the Con-
solidated Gas Co., the Union Pacific Railroad Co., the Columbia &
Hocking Coal & Iron Co., the American Can Co., the American Smelt-

ing & Refining Co., the Amalgamated Copper Co., the Colorado Fuel

& Iron Co., the Brooklyn Rapid Transit Co., the California Petro-

leum Co., and the Mexican Petroleum Co. This was certainly an

artful selection for the purpose. It was a grouping of the most
speculative and active stocks on the exchange during the period

covered by the tables and charts, not to show normal or average con-

ditions, but for the damatic effect of a combination of extremes.

Had tables been prepared to show normal or average conditions it

would have appeared that the total of the dealings was just about

the amount of the total par value of the listed securities. We are

not criticizing the propriety of the selection for the purpose of show-

ing extensive speculation in particular stocks; but merely guarding
against the inference that it is a normal condition with the numerous
stocks actively dealt in on the exchange. If, instead of copper com-

panies, petroleum companies, and industrial companies, there had been

included in that list such companies as Chicago & North Western, the
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Chicago, Alilwaukee & St. Paul, the Pennsylvania, the JSTew York
Central, the Northern Pacific, the Great Northern, the Louisville &
Nashville and the American Telephone & Telegraph Co., the result
would have been a more instructive presentation of actual conditions.

It is not necessary to state in detail what these tables and charts
show. It is enough to say in a general way that they show dealings
in the course of a month or a year in the stocks of the companies
selected of great magnitude, the total listed stock of some of the com-
panies having been sold many times over in the course of a year, and
sometimes more than once in the course of a month. The tables are
condensed on page 44 of the Pujo report, to which we refer for the
details.

(2) The important question is what conclusion is to be drawn from
these tables and charts. They show extensive speculation concen-
trated in certain popular, active, and speculative stocks, such as istaking
place on every stock exchange or bourse in the world. The speculator
does not select slow-moving, inactive stocks in which the dealings are
mainly for investment. He picks the stocks that are conspicuous;
that are dealt in to such an extent as tf» have a constant and wide
market so that he can buy whenever he wants to buy and sell when-
ever he wants to sell, and which respond quickly to all the varying
conditions of business and affair?. Such stocks are the natural center

of speculation. Moreover, they are the stocks in which the floor trader
and the arbitrageur mainly deal, and the volume of their dealings is

always heavj^ in active times. jNIr. Van Antwerp's statement covers

this situation quite fully. (Kec, pp. 130, 131.) These are the facts

that explain the great volume of dealings shoAvn by these tables and
charts, and which will occur just as long as there are markets and
speculation. What the tables and charts prove is speculation and
nothing more. They do not establish that the speculation v/as " un-
wholesome," whatever that may mean. There was no evidence show-
ing that it was speculation by unintelligent people of inadequate
means and credit, or for an illegitimate or improper purpose. As
long as there is speculation it will occur, in its most active and vigor-

ous form, in connection with such stocks, and therefore the tables

and charts demonstrate no more than that there is constant and active

ppeculation in stocks of the character selected, involving a constant
and rapid passing of the same shares or certificates from one person
to another. The necessary consequence of speculation is that the

same shares or certificates pass rapidly from one ownership to an-
other in the constant buying and selling that gees on, and without
any transfer on the brx'lfs of the cnmpanv. Hence, the fact that the

total dealings appear to be many times the total of the capital stock

of a company in a limited period of tim.e is the inevitable result of

speculation in and of itself, and no indication whatsoever of an un-
wholesome or illegitimate form of speculation.

(3) Speculation is necessary, useful, and legitimate. We need not

elaborate this proposition in view of the statements made by Mr.
Conant, Prof. Emery, Mr. Page, and Mr. Van Antwerp. Their
presentation of the matter was not disputed by anyone. It is scien-

tifically treated in the writings of economists everywhere, and its

legitimacy and vast usefulness demonstrated. John Stuart .Mill, in

his writings, says that " Speculators have a highly useful office in the

economy of society"; and Leroy-Beaulieu, the great French econo-
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mist, says that " the evils which speculation prevents are much
greater than those it causes." That many engage in it who should
not do so because of lack of means or intelligence is indisputable;
but that does not aflfect the fact that it is a legitimate process. As
long as human nature remains as it is the unfit will engage in specu-
lation to their detriment, no matter what precautions are taken. As
we have said in another place

:

The matter may be put in this way : The right to buy and sell securities is

just as much an inherent right as the right to buy and sell any other com-
modity. This right can be exercised unwisely and recklessly : but there is no
way of providing by law or rule that a right may be exercised wisely, but may
not be exercised unwisely. The possession of the right carries with it the pos-
sibility of its unwise exercise.

So far as the effect of illegitimate, as distinguished from unwhole-
some, speculation upon prices is concerned, if they are separable

things, which there is nothing in the Pujo report to indicate, the
remark of President Hadley in his work on Economics that " the

illegitimate speculations deal with the same articles as the legitimate

ones" has an important bearing, because it shows that whatever
there may be in the way of illegitimate speculation, however defined

with respect to a stock or security or any other article, is being cor-

rected all the time by the legitimate speculation in the same stock,

security, or article. To conclude what we have to say on this subject,

we again insist that the tables and charts under discussion simply

show speculation and contribute no evidence whatsoever to support

the assertion that it was unwholesome or illegitimate speculation.

III.

Manipulation.

( 1 ) The term " manipulation " is one of comparatively recent origin.

Like all such terms it is necessary to define it to avoid confusion in

its discussion. We get nowhere if it has different meanings to dif-

ferent minds. It has been so much used of late that it should have a

definite meaning and application; but that is far from the truth. It

has, for instance, been applied argumentatively before this commit-

tee to transactions to which it does not at all apply. It is also im-

properly confused with speculation. It is not easy to say what the

meaning commonly attributed to it is, becau.se it is generally used

as a term of vituperation ratlier than as descripti(!n of a definite class

of transactions. Perhaps as accurate a definition as can be given

of it is, the giving by the same man or group of n)eu of contempo-
raneous, or practically contemporaneous, orders to various brokers

to buy, and to other brokers to sell the same securitj' at the market

price whatever it may be, from time to time, for the purpose of

realizing a speculative profit, in some cases from an expected or

intended rise in the price and in other cases from an expected or

intended fall in the price, the vice of such a system of orders being

that their execution may not involve a change of ownership.
Let us now analyze various classes of traiLsnctioiis to determine

whether or not they are manipulation within this definition.

{a) Contemporaneous orders may be given to different brokers

emanating from the same man or group of men for the sale of a
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Stock at a fixed price and on a scale up and for the purchase of the
same stock at a lower fixed price and on a scale down. It is clear
that the brokers with such orders to sell, on the (me hand, and to
buy, on the other, can never treat or deal with each other undei^ these
orders, because under these (•ircuinstances the sales by the brokers
having t^he orders to sell must be to outsiders, and tlie sales to the
men with orders to buy must be made by outsiders. There may be
various objects or purposes for such a system of orders; for instance,
to steady the market in times of excitement when the bankers behind
an issue of stock feel a responsibility with respect to its going un-
warrantably high or unwarrantably low to the injury of investors, or
to steady the market price of a new issue or to furnish a. market to
anyone who has acquired the stock and desires to sell or to anyone
who desire to buy. It is for those purposes a perfectly legitimate
operation and not manipulation in any sense. This is clearly shown
by the testimony of Mr. Henry in the case of the California Petroleum
Co., who, notwithstanding strenuous efforts of counsel to show that
such a proceeding was manipulation, conclusively established that it

was not. (Pujo report, pp. 1282-1287.) Transactions of this charac-
ter are not therefore manipulation.

(b) Another class of transactions consisted of contemporaneous
orders given by the same man or group of men to various brokers to
buy a stock " at the market " and to another set of brokers to sell
" at the market." The two sets of brokers being on the- floor at the
iame time, the result might be that they would trade with each other,
and if they did no real change of ownership occurred, though the
transactions between the brokers were actual transactions, and the
brokers themselves were ignorant that the same principals were be-

hind all of them. By the transactions being actual in such cases we
mean that in every case there was a purchase and sale consummated,
as distinguished from a mere matching of orders or " washing " of

transactions.

A resort to such transactions in good faith to draw attention to

a new stock on the basis of its real value was approved by the

Hughes commission, which said, with refei'ence to it, that this

—

kind of inaui|)ulntioii lins cpi-t.-iiii iiflvaiit;i};es, find avIipii not ; (•coiiiiiiinied bj

"mntclied orders" is unoh.leetioiiable per s(j. It is essential to the or,i;;i nidation

and carrying through of ini|)ortant enterjirises, sucii iis large coriioi-iitions, that

the orgiinizers should be able to raise the niouey necess:iry to coniiilete theui.

This can be dono only by the s.Tle of s/nni-ities. IjjirKO blocks of securities,

such ,is lire fi'equcutly issued |i.\- i-iiilroiid and other coniiianies. can not be sold

over the counter oi- directly to the ultimate investor, wiiose contidenci' in them
can, as a rule. bi» only gradually established. They nuist tlierefori''. if sold

at all, be disposed of to some syndicate, who will in t\irn piiss them on to

middlemen oi sjiccnlators until, in the course of time, they tind their way into

the boxes of Investors. Hut jn'udent investors are not likely lo be indmcd to

buy securities which are not regularly quoted on some exchange, and which they

can not sell, or on which (hey can not borrow money at their jih-'asure. If the

securities are really good and bids and offers bona tide, (j|ien to all sellers

and buyers, the oiieration is harmless. It is merely a method of liringing new
investments into public notice.

Whether this is a sound view or not, it was at any rate llie view

generally accepted as s(mnd and correct, not only on the exchange, but

outside of it, and, indeed, it is only recently that it has been ques-

tioned. But as such transactions might be resorted to for purely

speculative purposes, they haAe presented a difficult problem. The
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attitude of the exciiarifie formerly was that if the lraii>acii(>n.s

were actual, in every oawe being consuiiunated hy jjayiiient and de-

livery and free fnuii collusion, they wei-e legitimate. This is the

purport of the testimony of Mr. Stiu'gis before the Pujo coininittee,

which is so severely criticized in its report (pp. 40—17). Mr. Sturgis

was simply defining what the attitude of the exchange had been.

The suggestion that he laid stress in his testimony on the payment of

the commission of the brokers, as if that were the sole interest of

the exchange, is quite unwarranted, because it is clear that he only

mentioned the payment of the commission because it was evidence

bearing on the actuality of the transactions. In recent times there

has arisen a contlicr of opinion on this subject, and the governors of

the exchange have taken advanced ground by prohibiting such trans-

actions a]t<jgether. The resolution of February .'), 1913, hereinafter

set forth, is explicit on this point in prohibiting all transactions

that do not invohe a change of ownership.
But there remains the question, what substantial evidence is there

that there was ever any considerable body of transactions on the

exchange of that character. We may be sure that if there was any
such body i;f transactions they would liaAe been elaboi-utely and
exhaustively exploited by counsel before the Pujo conunittee. With
his large practice, extending back many years, and tlie knowledge,
that it must have iriven him of what was taking place in the world
of enterprise, business, and finance, and his wide acqiiaintaTice with

men prominent and active in affairs, it is reasonable to assume that

no past operations in securities on a large scale calculated t(» attract

attention by their character and results escaped his knowledge or

were not ascertainable by him. It is fair to say that the instances

he did bring forward are all that he could pr<;duce, « ith all the

sources of information at his command, with any show of establish-

ing his case against the exchange. Had the exchange been the scene

for years and years of predatory movements in stocks on a large

or small scale, the record of the Money Trust investi^Lcation would
h'how the fact conclusively; and it is no escape from the meagerness
of the record in this regard to say that the instances given were

"typical." It is too favorite a device of the ad\'i:cate ^^eeking to

establish a general condition to insist that the particular instances

he produces are " typical " to accept such a statement as a substitute

for actual evidence. These particular instances must therefore be

treated as the only transactions that could be produced with suffi-

cient definiteness to constitute proof or evidence.

(2) These instances are the Columbus & Hocking Coal & Iron

pools, the Rock Island " episode " of December 27, 1909, and the

California Petroleum Co. matter, which are discussed on pages 47-52

of the Pujo report. We will take them up in their order

:

(a) The Columbus & Hocking Coal & Iron Co. pool: The Colum-
bus & Hocking Coal & Iron Co. owned property consisting of over

13,000 acr-s of land in Athens, Hocking, Perry, and Yinton Counties,

Ohio; 250 acres of mineral leaseholds; 4 blast furnaces with a ca-

pacity of 70,000 tons annually ; 14 active coal mines with an annual

capacity of 2,000,000 tons; and various town lots, stores, and dwell-

ing houses. It had also valuable clay deposits on its lands and did a

thriving business in bricks and paving blocks. Not long prior to

]\Tarch, 1909, oil in paying quantities had been discovered on the
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property. (Poor's Manual, 1909.) There were about 70,000 shares of
its common stock listed on the exchange. (Pujo testimony, p. 701.)
The company had a bonded debt of $1,260,000, $500,000 preferred
stock, and $7,000,000 common stock. In March, 1909, a so-called pool
was formed to acquire 20,000 shares of the stock. Later another pool
was formed to buy 20,000 additional shares. Lathrop, Haskins &
Co. and J ames R. Keene were the principal holders in both pools, and
associated with them were various banking and brokerage houses.

A pool in and of itself is simply a joint venture of various indi-

viduals, managed by some individual or firm selected for that purpose.
It has always been asserted by the members of these pools that they
were formed in the belief that the enterprise was bound to be suc-

cessful in a degree that would make its stock very valuable. At the

time the first pool was formed the stock was inactive and selling at

about 20. Through the transactions on behalf of these pools in the

acquisition of the stock it rose in price until in the first week of May,
1909, it was selling at 65^. It rose to 90 by November 13, 1909, and
remained in thnt vicinity until the third week of January, 1910. On
January 19, 1910, through a large amount of stock being unexpectedly
thrown on the market, and the inability of the active men in the pools

to provide sufficient capital to sustain the market, the stock col-

lapsed, the price fell rapidly from 88 to 25, and three of the partici-,

pating firms failed.

The transactions of the pools in acquiring their holdings ecnsisted

nf buying mid selling orders at prices fixed by their manager and
the brokerage house in direct charge (;f the miitter for him. given to

a large number of brokers, among Avhom there was no collusion, each

transaction being actually carried out. The^e trunsaction^ were re-

sorted to because the pools being the buyers in the market their pur-

chases would have rapidly carried the stock to an inordinate price

unless there had been also selling orders. The testimony of Mr.
Popper shows that these buying and selling orders were given at

specific and limited prices. (Pujo testimony, p. 906.) In the case of

Mr. Criss, who is what is called a specialist and as such was the only

broker who had both orders to buy and sell, it appears that his orders

were to sell on a scale up and to buy on a scale down (idem, p. 911).

That is. in outline, the transaction.

The report of the Pujo committee is very severe in its animadver-

sions on the exchange respecting this matter. On page 49 it said.

That the authorities of the exchange were aware of this operation while it

was in progress was shown by the fact that the firm most prominently engaged
in it on the floor of the exchange was " twice cautioned " by the ijresident at

the request of Ihe law committee, (^<turgis, Rec. p. 845.) Having this knowl-

edge it would liave been an easy matter for the law committee and the govern-

ing conuuittee uiulor their power to inquire into the dealings of members and

to malce examinations of their books (Const., Art. XI, subd. U; Art. XVII, sec.

7), to discover all tliof-o engaged in the operation and stop it. The accountant

for the receiver in bankruptcy of one of the failed firms, with more limited

facilities for examination, was able to uncover the " wash sales " and other

manipulative transactions and the brokers who executed them. (Morse, Rec,

pp. 714-716.) More remarkable even than the neglect of the authorities of the

exchange to stop this operation when they Imew it was going on was the theory

on which they inflicted punishment after the pool collapsed. Of the nine or ten

firms engaged in the pool, only the ones that failed were punished. They were

expelled from the exch.inge. The others were neither expelled nor suspended,

but merely "censured." Thus the punishment was inflicted, not for the char-

acter of the operations, since all were equally culpable in that regard, but for

becoming insolvent in consequence of dealing beyond one's means.
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Mr. Sturgis did say in his testimony that the firm most promi-
nently engaged, which was the firm of Lathrop, Haskins & Co., had
been twice cautioned by the president of the stock exchange, Mr.

R. H. Thomas. Had Mr. Thomas been called as a witness, it would
have appeared that as early as May 10, 1909, he, together with Mr.
Ely, the secretary of the exchange, had inquired into the matter;

and that they had Mr. Haskins before them, who expressed his firm

belief in the future of the company, and informed them that they

had been large holders of the stock for some years ; that all stories of

a " corner " or of a large short interest were absolutely untrue ; that

there was no large buying demand; that part of the holdings of

13,000 acres of the company had been leased to an oil operating com-

pany whose wells were all producing, some as high as 2.50 barrels

a day ; that developments in the adjoining lands made it appear cer-

tain that the company's lands would produce large quantities of

high-grade crude petroleum oil ; that they were amply able by well-

secured time loans to care for the situation, especially in case any of

the stockholders were anxious to siell, giving the name of their bank-

ers to verify that fact ; that the market was perfectly legitimate ; and
that he and his associates were going to hold their stock because of

what they believed to be its real value. It is, moreover, the fact

that in October, 1909, the property was visited by a party of engi-

neers and bankers, who were most favorably impressed with it, and
whose opinion became known to members of the law committee of

the exchange.
The volume of transactions in the stock on the exchange for six

months prior to January 19, 1910, had been light, averaging about

800 shares per day. The rise in price from 20 to 6.5 between March,
1909, and the first week in August, 1909, and the subsequent rise from
65 at that time to 90 in November was due to the purchases on behalf

of the pools. During this time it was the outsiders who sold their

stock to the pools. (Horace White, Eec. p. 291 ; Sturgis, Pujo testi-

mony, p. 848.)

The statement in the Pujo report that the accountant for the re-

ceiver in bankruptcy was able to uncover the " wash sales and other

manipulative transactions" is entirely unfounded. The accountant
referred to was JNTi-. Morse. What jNIr. Morse said is shown by the

following quotation from his testimony:

Jlr. T'NTERMYKH. Will y(jii look at your stiUemeiits there and soe whetber you
foniKl any wash transactions?

Mr. Moiisi:. It is impossible to ])iclv those out, Mr. I'litennyer. from these

statements. As I stated before, this work was done with tlie end in ^•iew of

finding out who was selling the stock shoit, and not with the end in view of

findins ont what is known as wash transactions. (Morse, Rec, p. 713.)

It was a pure assumption on the part of the counsel of the com-

mittee that there were " wash transactions," as is evident from the

testimonjr on pages 713 and 714. Mr. Morse is an accountant by pro-

fession, not an expert in stock-exchange transactions; he had no per-

sonal knowledge of the transactions; and all that he could state was

that the books he had examined showed that there had been buying
and selling orders executed and the volume of them. Yet he is cited in

the report as the authority for the existence of manipulation. What
actually took place is shown in the following testimony of Mr.
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Popper, whose firm gave out most of the orders, to which there is
no alhision in the report (Idem, p. 906) :

Mr. Untermyer. AmoiiR li,,w many brokers rlirl you scatter (liose huvinsand selling orflersv
Mr. Popper. Twenty-five: that Is, 25 different brokers.

•d rs-*

™'"^*''""'''' ""*"'' ^^" '""lying brokers know who received the selling

Mr. Popper. No, sir.

Mr. Unteemyer. Nor the selling brokers know who received the buvine
orders? ^ ^
Mr. Popper. No, sir.

Mr. Untermyeb. Were your orders to buy and sell on a scale or at the
market?

Mr. Popper. No, sir ; as a rule, the order came to buy as the orders were exe-
cuted at a limited price, generally speaking.

Mr. Untermyer. Was it on a scale?
Mr. Popper. No. sir.

Mr. Unteemyer. The selling orders were not on a scale?
Mr. Popper. No. sir.

Mr. Untermyee. Then the price was named?
Mr. PoppKE. The price was always named.

Mr. Popper did not even know that there was a pool (idem, p. 908)

.

Mr. Criss testified as follows (idem, p. 911) :

Mr. Unteemy'er. AVhat were your orders as to buying and selling every day?
Mr. Cbiss. The 39th of January, which is typical, I had orders to buy 200 at

S7i, and 200 each quarter down.
Mr. Untermyer. Hovi- about selling?
Mr. Ceiss. To sell at 90 and every quarter up, 200.
Mr. Untermy-eb. Let me see if I understand. This is a typical case of each

day's proceedings that you would get an order in the morning to buy how
many shares?
Mr. Cbiss. Two hundred ; beginning at any figure, to buy 200 ; and then each

quarter down, 200.

Mr. Unteemyer. And then to sell?

Mr. Criss. Oh, say, a couple of points higher, 200 : .ind every quarter up, 200,

Mr. Unteemyer, I think you said these orders all came from Haskins?
Mr. Cbiss. Practically all came from Haskins.

So far as the disciplinary action of the exchange is concerned,
which is commented upon so adversely, the fact is that it was per-

fectly proper for a number of men to associate themselves together
to purchase a large block of stock ; that in doing so they at that time
violated no rule of the exchange in giving out orders to one set of

brokers to sell at a fixed price and to another set of brokers to buy
at a fixed price, there being no collusion or possibility of collusion

between the brokers, no broker having a knowledge of any order
given to another broker, the orders all being executed in the open
market, and the transactions all actually carried out and completed

:

nor was it a violation of any rule of the exchange to give selling

orders on a scale up and buying orders on a scale down. There was
no basis, therefore, for the punishment of anybody in connection

with those transactions as they were carried on. But these men
had engaged in a transaction involving the acquisition of a large

amount of stock which would necessarily raise its price, and thev

could only properly engage in such a transaction if they had suffi-

cient and adequate means to sustain the market as stock was offered

for sale, and thereby prevent a disastrous drop in price. Tt was a

separate question as to each individual concerned as to whether he

had the means to meet and had met all of his obligations connected
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with his participation in the enterprise. That was true in some
cases, and it was not true in others ; and those who had not the means
were punished by expulsion because they were guilty of reckless

dealing in trading beyond their means. Others who had the means
and met their obligations at considerable loss to themselves were cen-

sured because of certain circumstances of relatively minor impor-
tance connected with their participation in the pools. (Sturgis,

Rec, pp. 845-857.) We submit that this statement of the actual

facts shows that the attack on the authorities of the exchange with

regard to this transaction is entirely unwarranted.
(5) The Rock Island "episode "'of December 27, 1909: How this

can be called an instance of manipulation is quite beyond our com-
prehension. It appears that a firm of brokers, by direction of a

man of large means and prominent in the financial world, gave orders

to 20 brokers, each to buy at the opening of the market 2,000 shares

of the common stock of ithe Rock Island Co. " at the market." The
purchases were made and the price of the stock rose 30 points. When
they stopped the stock naturally fell to its normal price. That is

all there was to the transaction. The result of it was that the parties

who sold realized $640,000 more than their stock was worth at that

time, and the man who bought simply lost that amount. It was to

all appearances a senseless transaction, but one absolutely free from
manipulation. (Horace White, Rec, p. 291.) Until the Pujo report

appeared there had never been a suggestion by anybody that the

transaction involved manipulation, whatever the explanation of it

may have been; and its finding that it was manipulation is un-

supported by any testimony and entirely baseless. The firm of

brokers was not disciplined on any charge of manipulation. The find-

ing of the board of governors against them was, that it was an act of

bad judgment to give out such a mass of orders to 20 different brok-

ers, who would all go into the market to buy at the same time, as

they should have known that it would create a state of temporary
confusion, excitement, and demoralization. Taking into account the

high standing of the firm the penalty imposed was a very severe one

for an act that at the outside could only be condemned as careless or

inadvertent.
(c) The California Petroleum Co. matter: There has been so

much said vn this subject that we shall confine ourselves to a cor-

rection of erroneous impressions concerning it conveyed by the Pujo
rejjort and by what was said about it to this committee. With the

transactions prior to the listing of the stock the exchange had noth-

ing whatsoever to do. The purchase of the stock by a group of

bankers, the taking over of a portion of it by a syndicate, and the

sale of what was so taken on behalf of the members of the syndicate,

were all matters prior to the listing and with which the exchange

had no connection. The stock was not listed to make a market for

it whereby it could be sold on behalf of the syndicate to the public,

nor, as is stated in the Pujo report (p. 52)—
to create an appearance of activity in the stoclc tl\at would enable those to

whom it liad been sold to resell it to the general pnblic at a profit.

The comment in the report that " no action appears to have been

taken by the exchange as the result of this operation, in which im-
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portant banking houses, members of the exchange, were involved," is
a reflection both on the exchange and the banking houses.
The fact is that the stock which was taken by the syndicate of a

hundred or more members formed by Salomon & Co., Hallgarten
& Co., and Le\Yisohn Bros., composing the group of bankers who had
originally acquired the stock, was all sold before the stock was listed
on the exchange. Mr. Henry testified that " every share of the stock
had been sold before the stock was listed." (Pujo testimony, p.
iiiS2.) Mr. Lewisohn testified (idem, p. 923) :

Mr. Untekmyer. Did jou or not operate for that syndicate after selling it?
Mr. Lewisohn. No, sir. We sold the preferred and common and cleaned up

the syndicate before it went on the stock exchange.
Mr. IjM'KHjiYER. Then yon transferred it to another syndicate'.'
Mr. LiiwisoHN. Xo ; we did not transfer it. We sold it to individual in-

vestors.

The stock was dealt in on the curb before it was listed on the ex-
change, and tlie first price at which it sold on the curb was about
50 (idem, p. 946).
The stock was listed on the 5th day of October, 1912, on an elabo-

rate application that justified its listing. The application has been
filed with this committee. There was great eagerness to buy the
stock, amounting to a state of excitement. (Idem, p. 925.) There-
upon the transactions took place which are criticized. The group of
bankers who had brought the stock out deemed it wise and proper,
under the circumstances, to steady the market. Though they had
disposed of all their holdings they felt a responsibility in connection
with the stock because they had brought it out, which is the usual

attitude of bankers who bring out issues of stock or bonds. The
stock opened on the exchange at 66. What the bankers did was to

give to different brokers selling orders on a scale up and buying
orders on a scale down. The Pujo report (p. 51) says that this was
done " for the purpose, as described, of ' making a market,' " citing

Henry, record, pages 1282, 1283. What Mr. Henry meant by this

expression is shown by the next question and answer, which are

:

Mr. Untekmyek. Do you mean that It was done in order to make an apparent
activity in itV

Mr. Henry. Not in order to make an apparent activity in it, but to have
somebody there always to buy, if anybody wanted to sell it and somebody
there always to sell if anybody 'wanted to buy it. (Idem, p. 1282.)

The real object of these transactions is made clear by the extract

from Mr. Henry's testimony which follows (pp. 1282, 1283)

:

Mr. Untekmyeb. Do you not know, Mr. Henry, that the market operator,

Lewisohn Bros., were doing the buying and selling themselves every day?
Mr. Henby. Surely.
Mr. Untermyeb. In other words, they were putting in orders to buy and orders

to sell?

Mr. Henby. Certainly.

Mr. Untebmyee. Every morning?
Mr. Henby. Certainly.

Mr. Untebmyee. And you were a party to that?
Mr. Henby. They were acting under our general direction.

Mr. Untkkmyer. Every morning they would give orders to certain brokers to

buy and orders to certain brokers to sell?

Mr. Henry. They would put in selling orders on a scale up and buying orders

on a scale down.
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Mr. Untermyer. Yes.
Mr. Heney. That Is done to steady tlie price of the stock.

Mr. Unteemyee. You think so? It is done to make an appearance of activity
in the stock, is it not?
Mr. Henby. No, sir; it is done to steady the price of the stock.
Mr. TJnteemyeb. Why should you, for instance, give orders to half a dozen

brokers or more to buy a given amount of stock and orders at the same time
to sell stock, with the idea that you would not at the end of the day have
any stock either bought or sold?

Mr. Henry. Will you let me answer that in my own way?
Mr. Unteemy'er. Yes.
Mr. Henry. When a new stock is put on the exchange, on any great exchange

like the New York Stock Exchange, there is one thing that is very necessary,
and that is that its price shall be steady. When you have no active market in

a stock, when you are building up an activp ui.irket in a new stock, the first

thing a banking house does, what it wants to do, and what it must do, whether
it makes a profit or loss out of it, is to steady the price of the stock. If people
come in to buy 6,000 or 7,00Q shares of stock, and there is not much around, if

they do not sell the stock it will be bid away up and have a big advance. On
the other hand, if somebody comes in to sell 6,000 or 7,000 shares, and there
are no large buying orders in there, the price of the stock is going to be a great

deal lower than it would be otherwise. If you put in buying orders on a scale

down and selling orders on a scale up, the effect of that is to steady the price

of the stock. Its fluctuation is not as violent or as wide as it would be other-

Wise.

Mr. Untebmy-ee. You are a believer, then, in manipulation, Mr^ Henry?
Mr. Henry. I do not know anything about manipulation.
Mr. Untermyer. Is not the process you have just described a process of ma-

nipulation V

Mr. Henry. I do not think so.

Mr. Untermyer. You say you do not know anything about it?

Mr. Heney. I do not think the process I have just described is what is usually

termed " manipulation."
Mr. Untermyer. If a banking house wants to protect a new stock, why does

it not simply buy that stock from outsiders who offer it instead of trading in

it by buying and selling itself?

Mr. Henby, Because you can not make only one side of a market. You have
to make both sides of the market.
Mr. Unteemyee. And why can it not buy that stock and sell it when it is

acquired instead of putting in orders every day—buying orders on a scale and
selling orders on a scale—for the purpose of creating an apparent activity in

that stock that does not exist?
Mr. Heney. It does not do anything of the kind, Mr. Untermyer.
Mr. Untermyer. Do you not know, Mr. Henry, that when you are trying to

make a market for a stock in that way, by putting in buying and selling orders

by different brokers for the same house, that you are creating a fictitious ap-

pearance of activity?

Mr. Hbney'. You would be if they were at the same price.

Mr. Unteemy'ee. But even if there is a difterence of one-eighth in the price?

Mr. Heney. Not an eighth. If you put in a scale of selling orders above a

price and a scale of buying orders below a price, I see no manipulation about

that.

Mr. Unteemyee. You see no manipulation in that at all?

Mr. Heney-. No, sir.

Mr. Unteemyee. What do you understand miinipulation to be—what is your

idea of manipulation?
Mr. Henky. I suppose it might be defined as matching orders.

Mr. Unteemyee. Do you nut understand, Mi-. Henry, that matching orders

and manipulation are different things?
Mr. Heney. I know very little about manipulation. I have no personal ex-

perience, Mr. Untermyer.
Mr. Unteemyee. But that is because you do not think this is manipulation

that you have been doing?
Mr. Henry. I do not know what term you want to use. What we have been

doing is to steady the price. It is not manipulation. * * *
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Mr. Untkrmykr. Dd you kiDw wlu'thcr yon uuule any money iii Uiis uKirket
operation '?

Mr. Henry. I think we lost money in il.

Mr. Untermy'eb. Yon tliink you lost'.'

Mr. Henry. Yes.
Mr. Untekmyer. You expected to lose money, ilitl you nof!
Mr. Henry. We did.

Mr. Untermyeb. You were in it to lose money?
Mr. Henry. Yes.
Mr. TJntermyer. And you were willin.u to los^f money in orJer to miike this

appearance of iictivity in the market'.'
Mr. Henry. Not to make any fictitious appearance of activity.
Mr. Untermyer. You think it was real?
Mr. Henry. AVe were willing to. lose money to give tlie stoclc a real market.

That is what we have done.
Mr. Untermyer. What is the difference between a real market and a fictitious

market ?

Mr. Henry. A great deal of difference.

Mr. Untermyer. Explain it.

Mr. Henry. A real market means that if a man has stock to sell, he can go
and sell it and find a buyer who will buy it and pay money for It; that if he
wants to buy, he can go and buy it and find a seller who will sell it and deliver
it to him, and he will be able to give a check and become the owner of it.

That is what I mean by a real market. That is what has existed in California
Petroleum ever since it nas been on the board.

In this discussion Mr. Henry was clearly in the right. This is

confirmed by the statements made to this committee by Mr. Van Ant-
werp (Eec, pp. 118-120) and Mr. Noble (Rec, pp. 172, 173).

That the stock has gone down in price since, for whatever the rea-

son may be, is no evidence that there was manipulation any more than
it will be evidence of manipulation if the enterprise fulfills the hopes
of its promoters and the price goes up again. Many other well

known and established stocks have fallen more points during the

same period of time than the stock of the California Petroleum Co.,

with no suggestion or thought on the part of anybody of manipu-
lation.

These being the facts, there was no occasion for punitive action on
the part of the exchange. What was done was not a violation of any
rule of the exchange. The transactions on the exchange were per-

fectly legitimate, and to adopt a rule preventing them would be not
only unwise and impolitic, but a great injury to the investing public.

(3) We have now gone over all the instances constituting the case

made to show widespread manipulation vitiating the quotations of
the exchange to such an extent as to require radical legislation for
the purification of the mails, and on which the indictment of the ex-

change by the Pujo committee on this charge is based. None of

them involves manipulation properly defined. There is no evidence
anywhere in the Pujo record showing definite instances of manipula-
tion. It is not necessary for us to argue that in past times there has
not been manipulation consisting of contemporaneous buying and
selling orders to bring about a higher level or a lower level of prices

or fictitious activity for purely speculative purposes. But it was
always sporadic in its nature. It has practically died out with
changing conditions and standards reflected in the rules of the ex-

change. The transactions of the exchange from day to day are free

from it in any degree, and its quotations express the results of actual

and legitimate transactions and market conditions.
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IV.

The rules adopted by tiie exchange to prevent manipulation and
improper speculation.

(1) Rules bearing on manipulation.
(a) The constitution, which was adopted more than .")0 years ago,

contains these three provisions

:

The governing committee miiy, by ;i vote of a majority ut all its existing

members, suspend from the exchaij^;e for .'i period not exceedini,' one year any
member who may be adjudged guilty of any ac( \\hich may be determined by
said committee to be detrimental to the interests or welfare of the exchange.
(Art. IT, sec. 8.)

A member who shall have been adjudged, by a majority vote of all the existing

members of the governing committee, guilty of * * * any conduct or pro-

ceeding Inconsistent with just and (-(jn'table principles of trade may be sus-

pended or expelled as the said committee may determine, unless some ether

penalty is expressly provided for such offense. (Art. 17. see. 6.)

Fictitious transactions are forbidden. Any member violating this rule shall

be liable to suspension for a period not exceeding 12 months. (Art. 23, see. S.

)

This provision relating to fictitious transactions has always been

construed to prohibit " matched orders," " washed sales,'" and all

other devices the result of which is that there is an apparent but not

a real transaction. There never has been a time when tAvo men
nould meet on the floor of the exchange and go through forms which
were reallj' the mere pretense of an actual transaction. The other

provisicn.s constitute the sweeping powers of the exchange to punish
any act which either impairs the reputation of the exchange and its

transactions or conflicts with absolute fair dealing. Under these

provisions no member can do an act, or pursue a course of conduct,

of an injurious character toward the public or a fellow member
without bringing himself within the disciplinary power of the gov-

ernors, regardless of whether it is an act violati\o of legal rights

or not.

{h) On December 14. iSHS^. tlie following resolution was adopted
by the board of governors

:

That where parties have orders to buy and orders to .sell the same security,,

said parties must offer said security, whethei- it be stocks or bonds, at one-

eighth per cent higher than their bid betVire inaldue fi-ausaetions with them-
selves.

This rule prevents a broker who has both orders to sell and orders

to buy from dealing with himself for both of his principals without
any public offering in requiring him to first make public the price

at which he is willing to buy and the price at Avhich he is willing to

sell, with an eighth difference between them, so that anyone may
accept either. The effect of this is that a man can not record as

transactions dealings of his own for two principals without the op-

portunity to exerv broker desiring to buy or to sell to deal with him.

((?) On March 30, 1910, the following rules were adopted, which,

as amended May 12. 1911, read:

1. That the recognized quotation on stocks shall be public bids and offers

on lots of 100 shares.

2. All bids and offers on larger lots shall be considered to be for any part

thereof in lots of 100 shares nr of multiples thereof, whether so stated in the

bid or offer or not.
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3. If a bid is made for a larger lot of stoclc above the price at \yhicli smaller
lots are offered, or if a transaction is made in a larger lot above the price at
which smaller lots are offered, such bidder or buyer shall be compelled to buy
any or all of the smaller lots which were publicly offered at the time at the
lower price up to the amount of the bid for the larger lot. If the bid for the
larger lot is accepted and the buyer is unwilling to buy more, the seller must
give up to the members who were publicly offering to "sell at the lower price
such amounts as they. were publicly offering to sell at the lower price, if such
claim Is made Immediately.

4. If an offer is made to sell a larger lot of stock below the price which is
bid for smaller lots, or if a transaction is made in a larger lot below the price
which is bid for smaller lots, such member offering to sell, or the seller, shall
be compelled to sell any or all of the smaller lots which were publicly bid for
at the time, at the higher price, up to the amount of the offer of the larger
lot. If the offer of the larger lot is accepted and the seller is unwilling to sell

more, the buyer must give up to the members who are publicly bidding the
higher price such amounts as they were publicly bidding for, at the higher price,
if such claim is made immediately.

5. A member may sell on offer the largest amount bid for without regard to
priority of bids. Should the offer be of an amount larger than the largest bid,
the balance shall go to the next largest bidder in sequence ; bids for equal
amounts being on a par.

A member may buy on bids under the same rule.

6. Attention is directed to the resolution of the governing committee adopted
October 26, 1892, which reads as follows:

" When a purchase or sale is claimed by a party who states that he had on
the floor a prior or better bid or offer, such claim shall not be sustained if the
bid or offer was not made with the publicity and frequency necessary to make
the existence of such bid or offer generally known at the time of the transac-
tion."

7. Disputes arising from a question as to priority of bid or offer, if not set-

tled by agreement between the members interested, shall be settled by vote of
the members knowing of the transaction in question.

Disputes as to the application of rules relating to the transaction in question,

if not settled by agreement between the members interested, shall be settled

by any member of the committee of arrangements.
8. The above rules shall not apply to lots of less than 100 shares nor to

active openings when bids and offers are simultaneous.

A short explanation is necessary to make this group of rules clear.

Before they were adopted it was possible for a broker to offer to buy
a large quantity of shares, say 10,000, at a price named by him,
say 61, all or none, and there might be no broker having such a

block of shares to sell, or only a broker there by prearrangement.
But there might be a number of brokers present who were willing^

to sell smaller lots at that price, or, say 60^ or 60. The effect of
these rules is to require the man who made the bid for 10,000 shares

to take any or all of the smaller offerings up to the amount of his
bid, thus not only preventing any prearranged plan being carried
out, but furnishing a market for all the smaller lots offered. The
rules have precisely the same effect with respect to a man offering

to sell a large block of stock. They have proved to be most efficacious

in establishing a broad and open market and iDreventing collusive

trading.
{d) On February 5, 1913. the following rule was adopted:

That no stock exchange member or member of a stock-exchange firm shall

give, or with knowledge execute orders for the purchase or sale of securities

which would Involve no change of ownership.
The punishment for this oft'ense shall be as prescribed in section S of Article

XXIII of the constitution regarding fictitious transactions.

30578—14 3;")
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(e) On P^bruarv 13. 1913. another rnle was adopted, vliich reads

as follows:

That reckless or unbusinesslike dealing is contrary to just and equitable
principles of trade, and tlie offendins member sliall be subject to the penalties
provideit in section 6 of Article XVII of the con^tituticju in every ciise in which
the offense does not come witMn the provisions of seeton 5 of Article XVI
thereof.

(/) On Slarch r-. 1913, the following amendment to the constitntion

was adopted:

A conmiittee on business conduct, to consist of five members.
It shall be the duty of this committee to consider matters relating to the busi-

ness conduct of members with respect to customers' accounts.

It shall also be the duty of this cottimittee to keep In touch with the course
of prices of securities listed on the exchange with the view of determining when
Improper transactions are being resorted to.

It shall have power to examine into the dealings of any members, with re-

spect to the above subjects, and report its findings to the governing committee.

It has always been a standing rule of the stock list committee, as a

measure preventive of manipulation, to decline to list a stock unless it

appeared that a sufficient quantity of it was owned by the public.

Another measure of the same kind is the rule empowering the com-
mittee on stock list to strike a security from the list whenever the

amount outstanding has become so reduced as to make further deal-

ings in it upon the exchange inadvisable, and the provision of the

constitution authorizing the board of governors to. take similar action.

(Art. XXXIII. sec. 4.)

A distinct evolution is traceable in these rules which we have

grouped together. From the beginning simulated transactions of all

kinds have been prohibited. In 1898 this prohibition was broadened
©ut to prevent the same broker having orders to buy and sell from
dealing with himself as the representative of both principals without

any public ofi'ering. Behind these special rules were the general pro-

visions denouncing acts or conduct contrary to fair dealing or detri-

Tnental to the interests of the exchange. These rules taken together

compelled real transactions, but did not prohibit simultaneous orders

to buy and sell, emanating from the same man or group of men if in

their execution every transaction was real and free from collusion,

and otherwise conformed to the rules, unless they involved a scheme

of fraud denounced by the article of the constitution in relation to

fraudulent transactions, which reads

:

A member who shall be adjudged, by a two-thirds vote of all of the existing

members of the governing committee, to be guilty of fraud or of fraudulent

acts, shall be expelled and the president shall so declare; public auuouucement
of the expulsion shall be made to the exchnngfe and the membership shall be

forthwith disposed of by the committee on admissions. I Art. XVII, sec. 2.)

This was the situation down to 1910; and under the operation of

these rules, the action of the authorities of the exchange in enforcing

them, and the changing conditions and standards of the times, ma-

nipulation consisting of concerted contemporaneous orders to raise

or depress the price of a stock for speculative purposes gradually dis-

appeared. The rules of 1910, adopted as a result of the discussion of

the recommendations of the Hughes commission, broadening the

market to protect all small offers and bids in connection with an offer

or bid of a large lot, were a preventive step in the same direction.

Responding to the sentiment that nothing shall be left undone to pre-
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vent such manipulation in the future the rule of Februai\ , 1013, has
been adopted, assuring an actual change of ownership in every rase,
thereby preventing transactions of sale and transactions of purchase
trom being completed with shares owned by the same man or group
of men. *= '

The appointment of a committee, pursuant to the rule of March 5,
1913, to watch day by day the proceedings on the exchange and at
once detect and arrest any improper practices, with power to examine
into the dealings of members to ascertain their true character, is

,

another most important step in the same direction. The preventive
efficiency of this committee can not be exaggerated. It practically
destroys the opportunity of improper practices and assures the integ-
rity of the entire body of transactions on the exchange. No exchange
here or abroad has provided such complete and efficient machinery
for that purpose.

(2) Rules bearing on speculative accounts.
Until recent years this subject was covered by the general rule,

to which we have already referred, prohibiting acts detrimental to
the interests or welfare of the exchange. That rule had always been
regarded as sufficiently comprehensive to reach the taking of an
improper account by a member, or the carrying of it under improper
conditions. In later years various specific rules have been adopted
on this subject to more particularly emphasize the attitude of the
exchange. They are:

(a) On February 9, 1898, the following rule was adopted:

That in future the publication of an advertisement of other than a strictly
legitimate business character by a member of the exchange shall be deemed an
act detrimental to the interest and welfare of the exchange.

The object of this rule was to prevent advertisements by members
calculated to attract the attention of the general public and have the
effect of soliciting business.

Along the same line is the provision of the constitution prohibit-

ing the employment of agents for the solicitation of business (Art.
XXXV, sec. 6) and a rule adopted January 23, 1901, declaring

—

that the employment of a clerk or clerljs in a nominal posi'tion because of the
business obtained by such clerlt or clerks for their employer is a violation of
the rules.

(b) On May 9, 1900, the following rules were adopted:

First. That hereafter nO member of the stock exchange and no firm of which
such member is a partner shall establish telephonic or telegraphic wire connec-
tion between the office of such member or firm and the office of any firm or
individual not a member of the stock exchange transacting a banking or
brokerage business, unless application therefor shall first be made to the
committee of arrangements and shall have been approved by them.

Second. Every such telephonic or telegraphic wire connection which shaik

be so authorized by the committee of arrangements, as well as all existing tele-

phonic or telegraphic wire connections of the same character, shall be registered

with the committee of arrangements, who shall make such regulations govern-

ing the matter as they deem necessary.
Third. That the committee of arrangements shall have power, at any time,

in their discretion, to order any connection of the character described in these

resolutions to be discontinued.

These rules vest the control of the wire connections of a member's

office in the committee of arrangements, made up of members of the

board of governors, to prevent improper connections of every kind
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and description. They have been criticized as conferring an unjust

and arbitrary power on the governors, but it is quite plain that it

is a proper and necessary power. Through its means the authorities

of the exchange know of every wire connection with a member's

office, and whether or not it is an undesirable connection with refer-

ence to the nature of the business that it would originate and bring

onto the floor of the exchange. If it is they can direct its dis-

continuance.
(c) On May 19, 1909, the following rule was adopted:

That any member of this exchange who is interested in, or associated in busi-

ness with, or whose office is connected directly or indirectly by public or private

wire or other contrivance with, or who transacts any business directly or indi-

rectly with or for any organization, firm, or individual engaged in the business

of dealing in differences or quotations (commonly called a "bucket shop")
shall, on conviction thereof, be deemed to have committed an act or acts detri-

mental to the interests and welfare of this exchange.

This rule specifically prevents any association of any kind between

a member or his firm and others which might result in business being

drawn to the exchange from any person or concern engaged in trans-

actions such as are carried on in " bucket shops."

(d) On March 30, 1910. the following rule was adopted:

That the talsing or carrying of a speculative account or tbe making of a specu-

lative transaction in which a clerk of the exchange or of a member of the

exchange, or of a bank, trust company, banker, or insurance company, is directly

or indirectly interested, unless the written consent of the employer has been

first obtained, shall be deemed an act detrimental to the interest and welfare
of the exchange.

This rule is self-explanatory.

(e) On February 13, 1913, the following rule was adopted

:

That the acceptance and carrying of an account for a customer, either a

member or a nonmember, without proper and adequate margin may constitute

an act detiimental to the interest and welfare of the exchange, and the offend-

ing member may be proceeded against under section 8 of Article XVII of the

constitution.

This rule is reinforced by the duty imposed upon the committee on

business conduct, created by the resolution of March 5, 1913, " to

consider matters relating to the business conduct of members with

respect to customers' accounts."

The requirement of a proper and adequate margin in connection

with the accounts of customers strikes us as much more desirable

than an effort to prescribe the amount of the margin. The Hughes
commission said in its report that " the amount of margin which a

broker requires from a speculative buyer of stocks depends in each

case on the credit of the buver ; and the amount of credit which one

person may extend to another is a dangerous subject on which to

legislate." Every case stands on its circumstances; on the person-

ality of the customer, his position, his credit, and financial responsi-

bility ; and it seems to us that a general rule requiring, under the cir-

cumstances of each case, a proper and adequate margin is wiser and

more effective than a rule simply prescribing a definite minimum
amount in all cases.

This body of rules respecting speculative accounts meets every

situation that experience has developed. It is certainly comprehen-
sive, as it brings within its sweep advertising, soliciting for business,
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wire connections, the prohibition of dealings with classes of individ-
uals because of the nature of their employment, and the margining
of accounts of customers. There has been no suggestion of any con-
ditions that are not covered by these rules in the Pujo report or else-
where. If any need for additional rules is developed, the board of
governors may be depended upon to put them in operation. There
IS no basis for any reasonable criticism of the attitude or regulations
of the exchange respecting speculative accounts.

(3) Section 9 of Article XI of the constitution provides that the
law committee

—

is authorized and empowered, whenever the committee shall deem it to be for
the interest of the exchange, to examine into the dealings of any member of
the exchange.

Section 7 of Article XVII provides as follows

:

The governing committee may, by a two-thirds vote of its members present,
require that a member of the exchange shall submit to the governing com-
mittee or any standing or special committee, for examination, such portion of
his books or papers as are material and relevant to any matter under inves-
tigation by said committee or by any standing or special committee. Any mem-
ber who shall refuse or neglect to comply with such requirement, or shall will-

fully destroy any such required evidence, or who, being duly summoned, shall

refuse or neglect to appear before the governing committee or any standing or
special committee, as a witness, or refuse to testify before any such com-
mittee, may be adjudged guilty of an act detrimental to the interest or welfare
of the exchange.

We have already called attention to the provision of the resolution

of March 5, 1913, creating a committee on business conduct, which
empowers it " to examine into the dealings of any members " with
respect to any subjects referred to in the resolutions. This power is

an effective agency in safeguarding the transactions on the exchange
and the rights of customers. If transactions occur which arouse sus-

picion complete information respecting them can at once be obtained.

If a customer complains to the authorities of the exchange of his

treatment by a member they provide a summary mode of inquiry into

the complaint. This power is constantly exercised for these and
other purposes. There has been criticism of its exercise, or rather

the lack of its exercise, in connection with cases of insolvency; but

the power was not conferred to enable the authorities to keep track

from day to day of the solvency of the hundreds of members who
are dealing on the exchange. It is obvious that without a corps of

accountants almost as large as the active membership of the exchange

itself it would be impossible to exercise that function, and particu-

larly in view of the fact that the conditions that determine the

solvency of an active member are fluctuating from day to day and,

what is more important, the main factor is almost invariably one

developed in a time of crisis. There are but few cases of insolvency,

considering the large active membership of the exchange, and the

records show that they are almost entirely confined to times of ab-

normal conditions. There has, for instance, been only one failure

in the last 21 months, which was not at all due to stock exchange

transactions, but entirely to unfortunate outside investments and

enterprises. . .

(4) We submit that this body of rules establishes care, vigilance,

and efficiency on the part of the governing authorities m safeguard-
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ing transactions on the exchange. In their enforcement the discipli-

nary power of the board of governors has been rigidly exercised.

There are intimations of criticism with respect to the penalties im-
posed in some cases, but without any presentation of the records in

those cases on which the governors acted. Having an extensive
knowledge of this subject, we can say without any qualification that
this power has been uniformly exercised with ability, fairness, and
justice.

V.

The alleged diversion of tank funds and of capital from productive
industry to loans in aid of speculation on the stoch exchange.

The substance of what is said on this subject in the Pujo report is

(p. 45) that excessive and indiscriminate speculation in stocks on
the exchange " withdraws from productive industry vast quantities

of capital " ; that statements compiled by accountants for the com-
mittee, based on data obtained from 32 banks and trust companies
in New York City, showed that on November 1, 1912, those institu-

tions for themselves and their out-of-town correspondents had out-

standing loans on stock exchange collateral amounting to $766,-

796,000 ; that of this sum $240,480,000 was loaned for the account of

out-of-town banks; that though this sum of $766,795,000 represents
" a substantial part of the sum required to carry stocks bought on
margin on the New York Stock Exchange," it was not the whole
amount, as it did not include amounts loaned by international bank-

ing houses and other institutions ; and that at that time " money was
needed for crop moving and other legitimate commercial purposes."

This presentation of the matter is not only grossly exaggerated,

but in essential particulars is without any support of fact.

1. Let us first examine the statement that the sum of $766,795,000

was on November 1, 1912, a " substantial part of the sum required

to carry stocks bought on margin on the New York Stock Exchange."
Was there any such sum so loaned ? Whatever the true amount was,

was it all loaned " to carry stocks bought on margin on the New York
Stock Exchange"? Neither is the fact.

{a) Deducting from the total of $766,795,000 the sum of $240,-

480,000, being the amount given as loaned directly for account of

out-of-town banks, the balance of $526,315,000 represents according

to this statement the amount advanced by those New York banks
and trust companies on their own account. W^e have from the 32

banks and trust companies referred to in the Pujo report statements

phowing the amounts actually loaned by them on their own account

to stockbrokers in New York City, whether members of the exchange
or not, on the date mentioned, which show that the actual amount
so loaned was $296,800,101. This shows that the sum of $766,795,000

given in the Pujo report as substantially '' the sum required to carry

stocks bought on margin on the New York Stock Exchange" is at

anv rate exaggerated to the extent of $229,514,899.

We have no means of ascertaining what proportion of the $240,-

480.000 loaned directly for the account of out-of-town banks was

loaned to stockbrokers, but the probabilities are that if the facts

could be ascertained that sum would also he materially reduced.
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fV.^°fi?°^^*'-*^'^^
''''°.' amounting to $229,.514,89!l it due to the fact

Wn^ivfo-fK^'^fW*/'
not a correct representation of the statements

turnished by the banks and trust companies to the committee. AVhat
tne banks and trust companies were required to furnish ^vas their
loans made on stock exchange and other kindred securities."
(Pu]o testimony, p. 1192.) In the report these become loans "to
carry stocks bought on margin on the Nbav York .Stock Exchange."
VVe shall show before we get through that there is great difference
between the two.
On the date mentioned, November 1, 1912, the 63 banks and trust

companies belonging to the New York Clearing House Association
reported total loans of all kinds as $1,923,374,000. As it is customary
for the JNew York banks to carry "securities owned" by them as
loans in the weekly bank statement, at least $400,000,000 must be
deducted from this figure, leaving $1,623,374,000 as the net amount
actually loaned by these institutions to all classes of borrowers in
New York and elsewhere. As most of the banks and trust companies
in this list outside of the 32 referred to in the Pujo report do not
engage m the business of making loans to stockbrokers the sum of
$296,800,101 shown above to have been loaned by the 32 New York
banks and trust companies on their own account to stockbrokers on
that day may fairly be taken as substantially the whole amount so
loaned to them. Thus out of total loans on November 1, 1912, of
$1,523,374,000 the sum of $296,800,101 was loaned to stockbrokers, and
$1,226,573,899 was loaned to all other classes of borrowers. Loans to
stockbrokers, therefore, constituted but 19^ per cent of the total.
Put it another way, more than $1,200,000,000 was loaned to supply

the needs of the country at large as against $290,000,000 loaned to
stockbrokers. That this is the normal relation of the tWo classes
of loans is shown by another computation made as of September 24,
1913. On that date the total loans of the same 63 banks and trust
companies for their own account amounted to $1,226,974,500. Of
this amount the total loans to stockbrokers, according to figures sup-
plied by the banks, were $264,383,800. The geographical distribution
of the remaining loans was as follows

:

Eastern States (east of the Ohio) $617,830,800
Southern States 174, 140, 500
Western States 1 167, 720, 600
Foreign (Canada, etc.) 2,898,800

Our information is that this is a fairly representative statement
of the amount and distribution of the loans of the New York banks
and trust companies at any corresponding time within the last five

years. The crop-moving period begins early in September and ex-

lends to the end of the year, but the largest demand on New York
for money for that purpose occurs in the early period.

There is additional light to be thrown on this subject from still

another quarter. The comptrollers call for November 26, 1912,

shows that the total loans of the national banks of the country on
that day were $6,059,982,029. This is the call nearest to the date

given in the Pujo report, namely, November 1, 1912. Assuming the

loans to stockbrokers in the city of New York to have been substan-

tially the same on November 26, 1912, as they were on November 1,

1912, we have a total of such loans by the New York banks and trust



552 REGULATION OF THE STOCK EXCHANGE.

companies on their own account and made Ijv them directly for out-

of-town banks of $537,280,101. Thus the total loans to stockbrokers
in New York City on that date were about 8.8 per cent of the total

loans of all the national banks of the country.

(&) But these loans made to stockbrokers are not to a considerable

extent made "to carry stocks bought on margin on the New York
Stock Exchange." Loans are being constantly made to brokers upon
the security of State, municipal, and railroad bonds, and short-term

notes, most of whicli are not traded in at all on the stock exchange.

Issues of State, county, and municipal bonds from all over the

country, including very large issues of New York State and city

bonds, are bought Ijy New York brokers who borrow a large part

of the purchase price to carry them during the interval that they are

disposing of them to their customers. These dealings continually

reach to a very large sum, because New York is the most important
market for such securities. There are to-day such bonds to the par
value of many millions of dollars in the hands of brokers that are

being sold to their customers daily and which they are carrying by
means of such loans.

Loans are also constantly made to brokerage houses to carry under-

writing syndicates in the interval between the bringing out of the

new securities and their purchase by investors. These are favorite

loans with the banks, because they are short-time loans and excep-

tionally secured.

These are merely instances of loans made on " stock exchange and
other kindred securities" that are not loans made "to carry stocks

bought on margin on the New York Stock Exchange."
Moreover, the New York banks loan large sums of money to indi-

viduals, firms, and corporations for their business purposes upon the

security of " stock exchange and other kindred securities." Loans of

this character have been very common during the last few years and
are an important factor during periods of financial stringency when
merchants find it dilRcult to market their paper. A large number
of more important mercantile borrowers have come to regard their

bond holdings as a sort of secondary reserve for use when their paper

js moving slowly, and the same is true of interior banks.
It is also the fact that loans of this character to a large extent are

made for the purpose of investment. In confirmation we quote from
the Eeport on the Finances by the Director of the Mint, bearing date

of January, 1914, where it is said (p. 362) :

Tbe grent pujiitly of dividprid-pnying stocks aiirt Iinnils now in the possession

of the public affoi-ds n most convenient facility by means of which loans may
be obtained. No donl)t there is a great deal more borrowintr for miscellaneous
Investments u]ion the securities of a corporation whose issues are widely dis-

tributed than there was upon the credit of the same business before it was in-

corporated or while the ownership was in a few hands. Perhaps it is not too

jnuch to say that in times of prosperity, when the spirit of money making is

infectious, it is diflBcult for the average man to keep good collateral in his own
fiox while many inviting opportunities for investment pass by.

If the figures could be obtained whereby it could be ascertained

Avhat part of the $r<)6.705,000 mentioned in the Pujo report consisted

of loans " to carry stocks bought on margin on the New York Stock

Exchange "" and what part consisted of loans made on " stock ex-

change and other kindred securities " for all these other purposes

we have mentioned, we have no doubt that a vastly lower figure
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would represent the former. There is no justification whatsoever
for the assumption upon which this portion of the Pujo report is
based that loans made upon " stock exchange and other Idndred se-
curities " by the New York banks and trust companies are made " to
carry stocks bought on margin on the New York Stock Exchange."

2. It is not the fact that the loans made by the New York banks
and trust companies on '• stock exchange and other kindred securi-
ties " divert funds from " crop-moving and other legitimate commer-
cial purposes," nor do they withdraw from " productive industry vast
quantities of capital." There is no better illustration of the true
situation with regard to the alleged diversion of funds when high
money rates prevail for call loans in New York City than during the
period of financial stringency in 1907, when those rates were at their
highest. The figures compiled by the United States Treasury show-
ing the movement of money during that period are most instructive
on this point. They are as follows:

Reduction in cash in national banlvs Aug. 22 to Dec. 3 $40,838,786
Net imports of gold, Nov. 1 to Dec. .31 106,403,770
Increase in deposits of public funds, Aug. 22 to Dec. 3 79, 884, 689
Increase in bank circulation, Aug. 22 to Dec. 3 49,856,524
Decrease in cash in State banks and trust companies of New York

City, Aug. 22 to Dec. 19 19, 191. 700

Total 296. 125, 469

In speaking of this remarkable absorption of cash, Secretary of
the Treasury Cortelyou, in his annual report for 1907, said:

Of this great absorption of currency, amouuting substantially to one-tenth of
the entire estimated money in circulation in the United States, more than two-
thirds of the burden fell upon New York. This was almost inevitable from the
fact that New York is the financial distributing center of all the country. The
figures show that more than the entire net loss in national-bank reserves fell

upon the national banks of New York City. The national banks outside of New
York City, In spite of heavy demands upon them, were .able ]>y the aid of New
York to maintain an amount of cish actually larger by a small amount on
December 3 than they held at the date of the previous report to the comptroller
on August 22, when conditions were still relatively tranquil. The national banks
of New York City not only met the demand for currency until their reserves
were reduced $54,103,600 below the legal limit, but. in addition, they imported
and distributed $95,000,000 in gold, and distributed also, in order to meet the
demands of their depositors and banking correspondents, all of the money of the
Government deposited with them. The result was that of the $296,000,000 cur-

rency absorbed throughout the country, $218,275,304 was provided by the banks
of New York City.

This would appear to be a sufficient answer to the argument that

money can be kept in New York, or drawn to New York, by high
rates for call loans when it is needed in other parts of the country
for productive industry, crop moving, or any other purpose; and
the subject can be pursued further. If the fact is that in periods

of unusual demand for money for crop moving or other purposes,

the outflow of funds from New York vastly exceeds the inflow,

the assumption of the Pujo report to the contrary fails. The year

1906 was a period of exceptional demand for money owing to the

business and commercial conditions which had existed for some time,

and during that period call money rates touched 40 per cent per

annum in September. 9 per cent in October, 27 per cent in November,

and 36 per cent in December. These high rates offered such an in-

ducement to foreign institutions to lencT money in New York that
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approximately $400,000,000 were advanced in 1906 by London, Paris,
and other foreign centers to Xew York borroATers. This money went
far to take the place of the large withdrawals of nioney from New
York b}' the interior banks of the country. Between August 4,

1906, when the outflow of currency from the Xew York banks to

ihe interior banks began, and November 9 when the movement ended,
$41,710,000 more currency was sent to the interior banks than was
received from them in New York Cit}'. taking no account of the
heavy payments to the subtreasury for account of interior institu-

tions. Thus, instead of a flow of money to New York attracted by
high rates, the fact is that the flow was from New York to the
interior banks that they might meet the local demands upon them.
During a similar period in the year 1905, -nhen there was a great

demand for money, the flow of currency between August 12 and
December 18 shows that $21,749,000 more was sent to the interior

banks by the New York banks than was received from them, in addi-

tion to the very large payments made by the New York banks to the

subtreasury for the account of interior banks.
During the same period in the year 1901, which was another time

of great demand for money, the shipments of currency by the New
York banks to the interior banks exceeded by $18,500,000 the ship-

ments received from the interior banks, and this also was in addi-

tion 10 large transfers of cash to the interior banks through the

subtreasury.

The fact is that in all times of urgent demand for money the high
rates for call monej' in Nejv York draw money from abroad, and
more money goes to the interior from New York than comes from
the interior to New York, through currency shipments and transfers

at the subtreasury to meet thg demands of the country at large; and
there is therefore no basis for the assumption of the Pujo report of

the diversion of funds needed for crop moving and other legitimate

purposes to speculation on the stock market and of the withdrawal
from productive industry of large amounts of capital. To this we
need only add that the use of capital or bank funds in connection

with speculation is just as legitimate as the other uses to which they

are ptit. because, as has been shown to this committee by ample
authority of the highest kind, which has not been disputed by any-

one, speculation is necessary and essential to the development of the

industries of the country and its commercial expansion.

VI.

The hill.

If we have succeeded in establishing, as we believe we have, in the

foregoing subdivisions of this brief that there is no volume of trans-

actions on the exchange subject to condemnation as fraudulent or

improper, it follows that there is no occasion for legislation under

the power of Congress to regulate the mails, and this brief might stop

here. But because it is claimed tliat there has been manipulation or

so-called unwholesome speculation, to some extent, we propose under

this head to examine the bill as a remedial measure with reference

to its purpose, operation, and practicability.
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The bill is entitled "A bill to prevent the use of the mails and of
the telegraph and telephone in furtherance of fraudulent and harm-
ful transactions on stock exchanges." Thus, according to its title,
its object IS limited to excluding " fraudulent and harmful transac-
tions on stock exchanges " from the mails, telegraph, and telephone.
It consists of five sections.

Section 1 provides that no letter, package, circular, pamphlet, post
card, or newspaper containing any information . or quotations of
prices concerning transactions in securities on any stock exchange,
nor any papers of any kind relating to such transactions, shall be
deposited in the mails, unless the exchange is incorporated and its

charter or by-laws embody the requirements and prohibitions therein
prescribed. Section 2 confers power upon the Postmaster General to

exclude from the mails any letter, package, circular, pamphlet, post
card, or newspaper containing information or quotations of prices re-

specting transactions in securities on an exchange which shall not
" upon evidence satisfactory to him " have conformed to the require-

ments specified in section 1 or which shall " have failed to enforce "

such requirements.
Section 3 provides that any person who shall knowingly deposit in

the mails any letter, package, circular, pamphlet, post card, or news-
paper in violation of section 1 shall be deemed guilty of a misde-
meanor, and on conviction shall be fined $1,000 or imprisoned not

more than two years, or both, for the first offense, and not more than
five years for any subsequent offense. Section 4 provides that if any
telegraph or telephone company shall knowingly transmit any order,

quotations of prices, or other information concerning transactions in

securities on exchanges which shall not have conformed to the re-

quirements specified in section 1, or that shall have failed to conform
to any order issued by the Postmaster General pursuant to section 2,

shall be guilty of a misdemeanor. Section 5 defines various terms
used in the bill, such as " stock exchange," " securities," •" manipula-
tion of securities," " matched orders," and " washed sales."

An analysis of section 1 shows that the requirements imposed upon
the exchanges, in addition to incorporation, may be grouped under
A'arious heads according to the purposes they are designed to subserve.

Paragraphs 1 and 2 of subdivision (a) and subdivisions (h) and
( /) are primarily regulations of corporation^, and of the relations of

officers and directors to their corporations, and their purpose is to

accomplish certain corporate regulation or reforms through the me-
dium pf stock exchanges. Subdivisions (e). (/), and (h) are regula-

tions of the relations of members of an exchange to their customers.

Subdivision (g) is a regulation affecting members of an exchange as

individuals, and subdivision (c) is a regulation of the exchange itself

concerning the removal of securities from its list. Subdivision (d)

prohibits the manipulation of securities and is the only provision

directly relating to transactions on an exchange. We propose to dis-

cuss these requirements according to this grouping to avoid repeti-

tions.

(1) Incorporation.

This subject has been so much discussed that it is not necessary to

treat it in a detailed way. It was before the Legislature of the State

of New York in the spring of 1913, and was thoroughly discussed at
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that time at two hearings, one before the judicially committee of the

senate and the codes committee of the assembly, sitting together, and
the other before the judiciary committee of the senate with members
of the codes committee of the assembly present. The arguments made
on those occasions by the counsel for the New York Stock Exchange
will be submitted to the committee with this brief. The subject is

discussed in the brief of the same counsel submitted to the Pujo
committee, a copy of which has been made a part of these proceed-

ings (Exhibit B, Appendix). It has been elaborately argued before

this committee, and the argument on behalf of the New York Stock
Exchange is found in the record at pages 347-363. The judiciary

committee of the senate of the Legislature of the State of New York
made a report against incorporation, which was sustained by the

senate by a vote of 34 to 5. The Hughes commission was adverse to

incorporation, as appears from the following quotation from its

report

:

We have been strongly urged to recommend that the exchange be incorporated,
in order to bring it more completely under the authority and supervision of the
State and the process of the courts. Under existing conditions, being a volun-

tary organization, it has almost unlimited power over the conduct of its mem-
bers, and it can subject them to instant discipline for wrongdoing, which it

could not exercise in a summary manner if it were an incorporated body. We
think that such power residing in a properly chosen committee is distinctly

advantageous. The submission of such questions to the courts would involve
delays and technical obstacles which would impair discipline without securing
any greater measure of substantial Justice. While this committee is not

entirely in accord on this point, no member is yet prepared to advocate the
incorporation of the exchange, and a ma,iority of us advise against it upon the
ground that the advantages to be gained by incorporation m.ny be accomplished
by rules of the exchange and by statutes aimed directly at the evils which need
correction.

"With all this material before the committee it would seem to be
sufficient in this place to confine ourselves to a summary of the points

involved.

(a) Incorporation is not necessary to regulation.

We think it was fairly demonstrated on the oral argument that

incorporation is not necessary to regulation, either State or National,

within constitutional limitations.

It is said in the Pujo report (p. 115) :

Notwithstanding these facts, it (the exchange) contends that it shouM be
permitted to continue its voluntf ry organization with the privileges and freedom
of action of a private club and should not be made snb.1ect to legislative or

judicial control or supervision and that it is not amenable to Federal regula-

tion in its use of the mails and of the telegraph and telephone in interstate
commerce and in the dealings of its members with foreign countries. To this

contention your committee is unable to agree. It is incongruous that such an
institution, wielding such power and equipped to perform such useful and
important functions in our economic system, should be uncontrolled by law.

This is a gross exaggeration of any position ever taken by the

authorities of the exchange. It has never claimed to be on the foot-

ing of a private club. It would be absurd to make such a claim in

view of the fact that it is a market place where the members deal

with each other on behalf of the public as well as on their own
account. To speak of it as " uncontrolled by law " is equally absurd,

considering the wide scope of the legislative power with respect to

transactions on the exchange, and the relations of the exchange and
its members to the public. The bills enacted by the Legislature of the



KEGULATION OF THE STOCK EXCHANGE. 557

State of New York in the session of 1913 show the exercise of that
power with respect to manipulation, false representations concerning
securities, reporting or publishing fictitious transactions, discrimina-
tions by exchanges or members thereof, transactions by brokers after
insolvency, hypothecation of customers' securities, trading by brokers
against customers' orders, and delivery of memoranda of transac-
tions (N. Y. Laws of 1913, chaps. 253, 475, 476, 477, 500, 592, 593).
Other bills are pending before the present session of the legislature,

and the same is true in Massachusetts. Like legislation of other
States' was considered in Booth v. Illinois (184 U. S., 425) ; Otis v.'

Parker (187 U. S. 606) ; Galewood v. North Carolina (203 U. S.,

551) ; Broadnak v. Missouri (219 U. S., 285). This legislative power
is liinited only by its constitutional limitations, and it operates with
equal force upon the transactions of an exchange and the relations
of its members to the public whether it is incorporated or a voluntary
association. If it were ever deemed wise to place the transactions on
an exchange under the direct supervision of some public authority,
the power to do so would be just the same with respect to an unin-
corporated as to an incorporated exchange. This is really a self-

evident proposition. There is therefore nothing to be gained in the
way of legal control or governmental regulation and supervision by
incorporation; and that being true, the argument for incorporation
falls to the ground, because it is founded on the proposition that
incorporation is necessary to those ends.

(b) Though nothing would be gained by incorporation, it would
involve serious consequences of a detrimental character. Under a
legislative charter the terms of membership and the relations of the
members to the governing body of the exchange would be subject to

legislative control, whereas they are now a matter of contract. The
jDresent disciplinary power of the governing body is based on this

contractual relationship. Under the contract fixing the terms of

membership every member agrees to observe the rules of the exchange
and submits himself to the jurisdiction of the board of governors to

punish any violation of the rules by fine, suspension, or expulsion,

as the case may be. The most effective of these rules are couched in

the broadest language to bring within their sweep not only acts that

are wrongful from a legal point of view but acts that are incon-

sistent with fair dealing and in any way detrimental to the exchange
as a great market for securities.

Under this contract a member charged with a violation of a rule

is tried before the board of governors, the selected representatives

of the whole membership of the exchange, and because of this con-

tract between the members the courts will not interfere with any
exercise of the punitive powers of the board if it appears that the

written charge made against the member concerns a violation of

some rule ; that the member has been heard in his defense ; that there

is evidence to support the decision of the governors; and that the

governors have acted in good faith. There are numerous cases to

that effect. If it were permitted to a member who has been sus-

pended or expelled to take his case into court for a judicial deter-

mination on the evidence of the question whether he should have

been pimished, the delays and the possible conflicts between the

courts, looking at the matter from a strictly legal point of view imd
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with the legal habit of mind, and the governors looking at it from
the point of view of practical men of great experience in the actual

transactions of the exchange, would inevitably impair the efficiency

of the disciplinarj' power and debase the morale of the exchange
and its membership. This proposition would seem to be fairly self-

eAddent, too.

((?) Another objection to incorporation is that there would follow
from it constant appeals to the legislature to amend the charter of

the exchange, to correct imaginary grievances plausibly presented

and supported by personal sympathy in case of apparent hardship,

requiring continual activity on its part in legislative matters to pre-

serve the integrity and standing of its membership. To-day its re-

sponsibility for the conduct of its members in the transaction of

business on the exchange is unqualified, and public opinion can and
does hold it accountable for whatever takes place. Interference by
the State under a legislative charter in the province of the relations

of the members to each other and to the governing body of the ex-

change—which does not at all touch the relation of the exchange or

its members to the public—will divide that responsibility and fatally

impair and weaken it.

It was these arguments that convinced the Legislature of the State

of New York that it would be unwise for it to compel incorporation-

and we believe them to be unanswerable.

(2) The group of regulations of which corporate regulation is

the purpose.
Paragraphs 1 and 2 of subdivision (a), subdivision (i), and sub-

division {«) of section 1 require corporations having securities listed

on an exchange to file with the secretary of the exchange (1) a

sworn statement of the nature, amount, and value of the tangible

and other property, assets, and effects of the corporation, its actual

and contingent liabilities and obligations, the volume of its busi-

ness and net earnings year by year for at least three years, and a

like statement with respect to every subsidiary or controlled cor-

poration in which it is interested; and (2) a copy of every contract

in writing, and a description of every parol contract affecting the

authorization, issue, sale, or disposition of its securities listed on the

exchange, accompanied by a full disclosure of all fees, profits,

charges, commissions, or compensation paid or agreed to be paid or

reserved to bankers, brokers, middlemen, or others in connection
therewith,' and of the net amount realized or to be realized therefor.

Subdivision (b) requires every such corporation to file at least

once in each year with the Postmaster General and the secretary of

the exchange a detailed statement of its gross receipts and expenses

and its net earnings; and a particular statement of any and all

agreements between it and any of its officers or directors, or with

any partnership, association, or corporation in which any officer or

director is interested, and of the profits, emoluments, salaries, com-
missions, or other compensation or benefits to accrue therefrom to

such officers or directors or any partnership, association, or corpora-

tion in which such officer or director is interested.
Subdivision (/) provides that every such corporation shall be

required to amend its charter or by-laws to expressly prohibit sales

and purchases of its stock or securities by its officers and directors

unless they give previous written notice of such intended action to
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the directors for entry upon the minutes of the meeting of the board,
and unless such transactions are reported to the secretary of the
company within five days after they are made that they may be en-
tered upon the minutes of the next succeeding meeting of the board.
Some of these requirements are no doubt proper and desirable, but

they should be provided for in legislation directly operating upon
the corporation. They are measures of regulation framed under
the theory that the stock exchange should be made an agency of
corporate regulation to correct the shortcomings of State legis-
lation. That does not seem to us to be the province of an exchange,
and no stock exchange anywhere in the world that we know is

utilized by the State to perform such a function. It appears from
the Pujo report that this is the avowed purpose of these provisions
of the bill. Can it be seriously argued that legislation with that
avowed purpose is authorized under the power of Congress to regu-
late the mails ? If Congress has any power to legislate with respect
to the inventories and statements that corporations must make;
the disclosure they must make respecting their issues of securities,

and the profits and commissions payable in connection therewith;
the disclosure they must make of contracts in which their officers

and directors are directly or indirectly interested; and the dealings

of office'rs and directors in the securities of their corporations, it must
be under the power to regulate such corporations because engaged
in interstate commerce ; and it would naturally be legislation directly

operating upon corporations of that character. To attempt to legis-

late on those subjects under the pov.-er to regulate the use of the

mails is incongruous to the last degree.

Another fatal objection to these provisions is that they have no
direct relation to the use of the mails and are not germane to a bill

to prevent the use of the mails " in furtherance of fraudulent and
harmful transactions on stock exchanges." There is no such relation

between these requirements and the character of the transactions

on an exchange as to warrant legislation with respect to them under

the power to regulate the mails. If there is any relation at all be-

tween them, it is altogether too remote as a pretext for such legisla-

tion under that power.
Another objection of a practical rather than a legal nature is that

the exchange has no power to enforce these requirements. All it

' could do* would be to strike the securities of a noncomplying cor-

poration from the list so that there could be no dealings in them on

the exchange. The result of that course would be to transfer the

dealings to the unregulated markets outside, because there are such

markets in which dealings in securities now take place to a large

extent, and the quotations of prices that would then go through the

mails would emanate from news gatherers. If there are to be such

requirements, they should be compulsory, and they can only be com-

pulsory when they are imposed by legislation directly operating upon

the corporations themselves.
.

No criticism has been heard of the listing requirements of the

exchange. They are very elaborate, and there has to be strict com-

pliance with them, passed upon and approved by a committee com-

posed of experts, subject to ratification by the board of governors.

The Pujo report savs (p. 115) that the exchange "undertakes to pre-

scribe the form and conditions of every corporate security m which
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it authorizes dealings, and its determination is final through its

control over the listing of such securities. It reserves the right to

exact minutest details of the affairs of the issuing corporation, to

impose its will in the matter of the procedure by which such corpora-
tion shall declare and pay interest and dividends, and in the matter
of the transfer agents and registrar, and as regards endless other
details," and adds that it is very proper for it to do so. No evil

existing in the method of listing securities on the exchange, legisla-

tion regarding it would scarcely seem to be necessary even if the

power to legislate existed.

(3) The group of regulations affecting the relations of members
of an exchange to their customers.

Subdivision (e) requires the prohibition of the hypothecating by
a member of any security belonging to his customer for any amount
in excess of the sum at the time owing such member thereon and of

anj' arrangement or agreement with his customer for such use. Sub-
division (/) requires the prohibition of the lending of the securities

of a customer pledged with a member and of the making of any
agreement with his customer with respect thereto. Subdivision (h)

requires that no order of a customer to purchase securities shall be
executed unless the member shall have received from the customer a

partial payment in cash of not less than 20 per cent of the market
price of the security cm the day of purchase.
The avowed purpose of these requirements is to restrain specula-

tion. They raise the question whether Congress has the power to

regulate the relations between a member of an exchange and his cus-

tomer, and whether the limitation of the right of individuals to con-

tract with each other with respect to the hypothecation of securities,

the lending of securities, and the amount for which credit may be

extended by one to the other is not a violation of the fifth amendment
of the Constitution. Hypothecation, lending securities, and extend-

ing credit are matters subject to the law of the State where they occur.

There is, for instance, a law of the State of New York which regu-

lates the hypothecation of a customer's securities which impliedly
recognizes that the securities may be used by a broker with the con-

sent of the customer in a manner prohibited by this bill. Surely the

law of the State is the paramount law on those subjects; and as Con-
gress may not directly legislate with regard to them it is clear that it

may not do so indirectly by imposing a requirement upon stock ex-

changes, which in turn it can only indirectly reach through the power
to regulate the use of the mails.

Passing the legal aspects of these particular requirements, there is

the grave question whether it is wise to endeavor to restrain specula-

tion by legislation. We do not propose to go into that question,
because it was so thoroughly covered in the hearings before this

committee. The legislation of Germany in 1896 warns us that legis-

lative interference with speculation on stock exchanges is fraught
vcith danger and, apt to produce just the opposite to the intended ef-

fects; and confirmatory of that experience is the experience of

Congress in enacting the law of 1864 against speculation in gold
which had to be repealed after it had been in force just 15 days.
But these requirements would serve no useful purpose in any

event. If the course of a stream is dammed it will overflow the sur-

rounding country or find another channel. Orders could be executed
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on the exchange by floor brokers for nonmember brokers, followed
by transactions on the exchange between the latter and their cus-

tomers. The present course of business relating to the hypotheca-
tion of securities, the lending of securities, and the amount of the

margin is supported by long-established practice and is necessary
to the carrying on of the business; and it can be continued even if

prohibited by the rules of the exchange by membership of the ex-

change being confined to floor brokers as it would be.

4. The requirements bearing on the exchange itself and its mem-
bership :

(a) Subdivision {g) provides that the members of the exchange
' shall be required to keep full and accurate books of account of all

their exchange transactions, containing all the actual names and
transactions of their customers and the serial number of all securities;

or certificates that have been purchased or sold by them; and that,

such books and all the records of the members shall be at all times;

open to the inspection of the Postmaster General and such persons
as he may from time to time designate to make such examinations.
The unconstitutionality of this provision was sufficiently pre-

sented on the oral argument made on behalf of the exchange. (Rec.j

pp. 374^378.)
We suppose that its main purpose is to enable the Postmaster

General, through a corps of special agents, to ascertain from the
books and papers of members whether or not there are grounds for
the exercise of the arbitrary powers conferred upon him by section 2
of the bill. But the investing of the Postmaster General with such

a power is no sufficient reason for the invasion of the privacy of
the individual books of the members of the exchange containing their

transactions with their customers. If the power can not be effec-

tively exercised without the invasion of that privacy, it may be a good
reason for not conferring it; but it is no reason for such a wholesale

sacrifice of individual rights or such wholesale publicity of the pri-

vate affairs of the public.

The grave practical objection to this requirement is that it would
drive the public to the offices of nonmembers and cause substan-

tially every responsible house to retire from the exchange. The
exchange would become nothing more than a body of floor brokers

executing orders for nonmember houses and receiving payment in

cash. The business now done on the exchange would, without regu-

lation, be carried on through nonmember houses, the names of

which alone would appear upon the books of the floor broker ; and

the names of those houses would be of no service to the Postmaster

General, because their books would not be accessible to public ex-

amination. The extent to which these nonmember houses would

continue to avail themselves through the floor brokers of the facili-

ties of the exchange is even doubtful. Those facilities would be so

greatly curtailed that direct dealings between houses would to a

large "extent, and probably to an ever-increasing extent, take the

place of the present open trading on the floor of the exchange. As

the provisions of subdivisions (a), (h), and (i) would probably

cause the removal of the exchange of many of the securities now

listed there because of noncompliance with them by many corpora-

tions, and the provisions of subdivisions (e), (/), and (k) would

take many transactions off the exchange because an obstruction to

30578—14 36
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the natural and necessary course of business, and this subdivision

{g) would remove the bulk of the present membership from the ex-

change through the exposure of their private books containing their

transactions with their customers, the probabilities are that the ex-

change would cease to be a market of any importance whatever. The
effect of the bill would, therefore, be to seriously impair the institu-

tion as to which the Pujo report says (p. ll-t) :

The stock exchanges in our prhicipal cities, iiucl e-^recisilly those in New Ymk,
Chicago, Pittsburgh, and Boston, are essential instrnmentr.lities in the conduct
of modern business and finance.

(b) Subdivision {c) prohibits the striking of a security from the
.

list so long as any part of the issue originally listed is outstanding,

except after due notice to all security holders affected by the pro-

posed action, and subject to review by any court of competent juris-

diction.

It should be enough to say of this provision that by no ingenuity

can anj' connection be traced between striking a security from the

list and the transmission of quotations through the mails. The effect

of striking a security from the list is to prevent all dealings in it on
the exchange, and therefore there can Ije no quotations of any kind

respecting it on the exchange. But passing this obvious objection,

the provision is certainly in strange contrast with other provisions

of the bill, because the removal of securities from the list is only done
when in the opinion of the exchange it is necessary to prevent fraud

or manipulation.
During the Pujo investigation the exchange, at the request of the

counsel' for the committee, furnished to the committee a complete

list of all the securities which over a long period of years had been

:removed from the list. The reasons for the removal were shown in

each instance, and in every case in which it was called upon to do so

the exchange furnished the documents upon which its action was
founded. Counsel did not put this statemeiit in evidence before the

-committee. Out of all the removals only two were brought to the

^attention of that committee or adversely commented upon before this

committee. We feel that Mr. Pomroy's explanation of both of those

cases must have satisfied the committee that the action of the ex-

change was proper. (See also the remarks of counsel for the New
York Stock Exchange on this subject, rec, pp. 371-372.)

(5) Kegulations affecting transactions on the exchange.

Subdivision {d) prescribes that the manipulation of securities and

of the prices and transactions therein, and all fictitious purchases and

sales of securities, and what are known as " matched orders " and
" washed sales," and all other dealings or transactions that are in-

tended or the effect of which is to deceive or mislead the public shall

be prohibited by regulations of the exchange to be approved by the

Postmaster General. In connection with this subdivision there has

to be taken subdivisions 3 and 4 of section .5 which define " manipu-

lations," "matched orders," and "washed sales."

These are the only provisions of the bill that have any relation at

all to transactions on the exchange with respect to which the mails,

telegraph, and telephone may be used. It stands alone in a sort of

solitary pertinency to the subject matter of the bill. If a bill were

drawn to prohibit the transmission of quotations emanating from

manipulated transactions through the mails or by telegraph or tele-
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phone, it would be proper to define what manipulated transactions
were. As an effort in that direction these provisions of the bill are

so extreme as to be impracticable.
Nothing need be said regarding these provisions in so far as they

relate to fictitious transactions, " matched orders," and " washed
sales," because they have been prohibited for 50 years and are un-
known on the floor of the exchange. The definition of " manipula-
tion " is covered by two subdivisions (3 and 4 of section 5). Subdivi-
sion 3 defines it as actual sales or purchases of securities by an indi-

vidual alone or in combination with others for the purpose of creating

a false or misleading appearance of activity, or artificially depressing

or inflating the market price of a security, or attracting public atten-

tion to the security to induce its purchase or sale by others. Hence,
an actual purchase of stocks received into the possession of the buyer
and paid for may be denounced as manipulation if the Postmaster
General or the board of governors or some other authority, penetrat-

ing the mental operations of the party, discovers or thinks there is

evidence of one of the condemned purposes.

This is true, whether the transactions are those of a single indi-

vidual or a group of men. This may be an interesting view of the

matter as a psychological problem, but from a business point of view

it is utterly impracticable. Motive, purpose, and intent may, of

course, be inferred from the acts of parties. But when those acts

are consummated transactions consisting of the sale or purchase of

securities, and the buyer or seller insists that he bought or sold them
because he desired to own them in the one case or to own them no

longer in the other, how is it practical for the Postmaster General or

the board of governors to impute some hidden improper motive or

purpose to the transactions ? The legitimacy of business on an ex-

change can not be made to depend upon such considerations if there

is to be that free movement of transactions which is the essence of

its usefulness as a market.

By the other definition (subdivision 4, sec. 5) manipulation con-

sists in giving or causing to be given, or knowingly executing or

causing to be executed, upon any exchange, directly or indirectly,

any order for the simultaneous, or substantially simultaneous, pur-

chase or sale of any security by or for or on behalf of the same per-

sons or interests, whether accomplished by means of genuine or

fictitious purchases or sales. This comes nearer to a proper defini-

tion of manipulation, because it involves simultaneous orders to buy

and sell for the same man or group of men ; but it is too broad, be-

cause it covers transactions of that character which are perfectly

legitimate "We refer to what we have said in the discussion ot

manipulation under Point III of this brief, and insist that the defini-

tion there given and the definition which is involved m the pro-

hibitions of the rule of the exchange adopted February 5,
191f >

ami

the act of the Legislature of the State of New York (Laws of 1913,

chap. 253) are the only practical definitions, because they avoid the

trammeling of legitimate and proper transactions and the unneces-

sarv curtailment of the function and usefulnesss of the exchange as

a market. We reiterate that there is no existing manipulation, or

existing evils due to manipulation, to call for or warrant any legisla-

tion on the subject. . . , ^^^ . i,- i, „„ A^^rr, if

(6) The only remaining provision of the bill to which ^e <ieem it

necessary to refer is section 2, conferring upon the Postmaster Gen-
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eral the extraordinary power of closing the mails to any letter,

newspaper, or other written or printed statements containing re-

ports or quotations of prices concerning stock exchange transactions
if, upon evidence satisfactory to himself obtained as he sees fit,

he shall conclude that the exchange has failed to enforce the re-

quirements prescribed by the bill. A more far-reaching power of
an arbitrary nature could not be conferred upon a public official.

We do not care who that official is, or how high he may be in the
hierarchy of the public service, it is hostile to the principles of a

free government. To quote the language of Mr. Justice Bradley
in the case of Boyd against the United States (116 TJ. S., 632)

:

It may suit the purposes of. despotic power; but it can not abide the pure
atmosphere of political liberty and personal freedom.

That is all we care to say on this subject.

We feel that this survey and analysis of the bill warrants the con-

clusion that many of its provisions are not regulations of the mails,

telegraph, or telephone at all, and that as a whole it would be an im-
practicable and harmful measure.

VII.

Conclusion.

There are some matters concerning the exchange briefly treated in

the Pujo report which we should like to discuss that the case of the

exchange might be fairly presented; but they are not germane to this

bill, and we do not, therefore, feel warranted in doing so. We have
strictly confined our attention to the bill and the questions it raises,

and have gone into them somewhat fully because they radically af-

fect the vitals of the exchange. If this bill were to become law, or

any bill drawn along the same general lines, there can be no doubt
that the effect upon the exchange would be revolutionary, both with
regard to the character of its membership and its scope as a market.

The tendency of one set of restrictions would be to eliminate in the

main from its membership the brokerage houses that serve the pub-
lic ; and the tendency of another set would be to curtail the scope of

the market through closing its list to many future issues of securities

and the probable elimination of many now on the list. These are

serious considerations which may not be ignored in framing any legis-

lation affecting the exchange, which is a delicate piece of mechanism
that can easily be thrown out of gear. It is " an essential instrumen-
tality in the conduct of modern business and finance " ; and to derange
it is to derange business and finance to a degree and in ways beyond
the anticipation of any man. It is the scene of vast transactions

which are carried out under its rules with an extraordinary absence

of friction, obstruction, and loss. It was never more alert than it is

now to conform its operations to the highest principles of conduct

and to protect and safeguard the public interests. There is no oc-

casion, in our judgment, for any legislation affecting its organization,

rules, or methods ; and to throw it into confusion will be an irremedial

public injury. That inevitable consequence we have tried to make
clear, actuated only by a sense of duty.

John G. Milbukn,
Walter F. Taylok,

Of CoiMisel for the New Yoi^h Stock Exchange.



BRIEF OF THE NEW YOEK STOCK EXCHANGE RESPECTING THENEW YORK BANK NOTE CO. AND THE ENGRAVING OF SECURI-
TIES.

This matter is entirely irrelevant, because the bill before the com-
mittee does not at all concern the engraving of securities listed on the
exchange. But Mr. Kindall has been heard in regard to it, and we
thmk that there should be a more complete reply than was made on
the oral argument (Rec, pp. 347, 354). His claim is that his com-
pany, the New York Bank Note Co., is in every way qualified to en-
grave securities listed on the exchange ; that for many years the stock
list committee of the exchange has refused to approve it as a com-
pany that may engrave such securities ; and that it has been actuated
in doing so by the pecuniary interests of a large body of the mem-
bers o^ the exchange, including governors and members of the stock
list committee, in the American Bank Note Co., which, it is alleged,
has a monopoly of the business of engraving stock-exchange securi-
ties. The stock list committee has refused to approve the New York
Bank Note Co., but otherwise the charge is not only utterly baseless
but asserted with a mendacity which grows with every new presen-
tation of it.

(1) The exchange in listing securities must act upon samples
submitted to it in advance of the actual issue, and upon a well-
grounded belief that the securities when issued will, in engraving
and workmanship, ink, paper, and all other respects, conform to
the standard indicated by the sample. The engraving is not com-
pleted when a securit}- is issued, because throughout the life of the
security additional certificates or bonds are from time to time en-
graved from the original plates, to be issued in lieu of those that
have been transferred, lost, or mutilated. As the exchange must pass
upon an entire issue by an examination of one or two samples, the
character of the engraver furnishes the only guaranty that the whole
issue will conform to the standard of the samples. The exchange,
in order to prevent the possibility of forgery, insists that the engrav-
ing shall be done upon the premises of the enarraver, that the plates

be retained in the engraver's possession, and suitable provision made
against loss, burglary, or theft, and that the engraver shall be of

such financial responsibility as to furnish a reasonable assurance

against insolvency, which would involve loss of control of the plates.

To meet these requirements the plant, equipment, and resources of

the engraver must reach a certain standard, and the character of the

engraver must be such that he can be trusted faithfully to comply
with them.
These are the considerations that have led to the rule of the ex-

change requiring that securities must be engraved by an engraving

company whose qualifications have been approved first by the stock

list committee and then by the board of governors. The question

: 565
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which the exchange has to determine when application is made to it

to list an issue of securities is, not whether the sample produced con-

forms to the standard or whether the engraving company is capable

of doing good work, but whether the character of the management
of the engraving company, the equipment, methods of work, and
other characteristics are such as to afford a satisfactory assurance

that it will maintain the standard of engraving to which the sample
conforms, and observe the requirements of the exchange intended to

prevent forgery and misuse of plates.

(2) Prior to the incorporation of the present New York Bank
Note Co. under the laws of West Virginia in the year 1892 Kendall
was the active manager and principal owner of the stock of another
company of the same name incorporated under the laws of New Jer-

sey. The New Jersey company was approved by the exchange as

an engraving company in the year 1887 and continued as such until

it went out of existence in 1892. During this period Kendall re-

peatedly evaded the requirements of the exchange, failed to furnish

samples for inspection in advance of delivery as required, neglected

its requirements respecting the color of securities, had engraving
work done outside of the company's premises, and produced work of

such character as to necessitate constant oversight and con>plaint.

The exchange was compelled to reject many issues engraved by his

company, and in at least one instance it had to require an entire issue

to be reengraved. Constant efforts were made to have him loyally

live up to the requirements, which were seconded by gentlemen of

standing connected with his company, such as Mr. Russell Sage,
William I. Grace, and others, but all in vain.

In 1892 Mr. Kendall incorporated his present company, whereupon
his New Jersey company went out of existence ; and he then applied for

the approval by the exchange of the new company. Some time prior
to that Mr. Sage, Mr. Grace, and the other gentlemen of standing
who had been associated with him had severed their connection with
his company. At a meeting of the stock-list committee in November,
1892, Kendall's application for the approval of his new company,
the present New York Bank Note Co., was under consideration, and
Mr. Sage stated the reasons why he, Mr. Grace, and others had sev-

ered their connection with Kendall, which were very derogatory to

him and his management of the company, and conclusively showed
that no company managed by him was a company that could be
properly approved to do the engraving of stock-exchange securities.

At a later meeting of the committee Mr. Sage said, in the presence
of Mr. Grace, that they withdrew from Kendall's companv because
it was not carried on properlv and he was not straight in his deal-
ings. The approval of the exchange was refused because he was the
manager of the company and practically its sole owner, as he has
continued to be since that time. No other action could have been
taken in view of its previous experience with him and his lack of
character. The facts that have been brought to the attention of
the exchange respecting Kendall and his methods since its refusal
in 1892 have only served to confirm the wisdom of its action.

(3) The charge that the stock-list committee and board of gov-
ernors have been actuated by the pecuniary interest of members
of the exchange in the American Bank Note Co. is wholly false.
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The annual report of the American Bank Note Co. for the year
1912 shows that six members of the New York Stock Exchange held
1.3 per cent of the capital stock of the American Bank Note Co.;
that 12 stock-exchange firms held an additional 3 per cent; and that
aside from these IS indi\iduals and firms no stock-exchange mem-
bers or stock-exchange firms held stock in the company.
In the suit of his company against the stock exchange brought it

was charged by Kendall in, the original complaint, verified on May
31, 1910, that the United Bank Note Corporation, which then owned
nearly all of the stock of the American Bank Note Co., and has since
been consolidated with it, was substantialy owned by members c f the
stock exchange. Careful inquiries respecting this charge were made
at that time and the following are the facts that were ascertained:
On May 31. 1910, the American Bank Note Co. had outstanding
72,000 shares, of which 71,910 were held by the Ignited Bank Note
Corporation. One member of the exchange held 10 shares of the
American Bank Note Co. The United Bank Note Corporation had
outstanding 89,811 shares preferred stock, the same number of shares
of common stock, and had approximately 1,200 shareholders. Twelve
stock-exchange members and firms were stockholders, their aggre-
gate holdings amounting to 4,698 shares, or less than 3 per cent of
tlie outstanding stock. Five of these 12 held the stock for account
of customers having no personal interest in the company, and ^;H6

held two shares of stock as trustees. A member of a stock-exchange
firm, not himself a member of the exchange, held about 3 per cent of
the stock, and about the same amount was held by relatives and
business associates of members of the exchange. No member of the
governing committee, either individually or through his firm, had
any interest in the stock of the company. Six shares of the par
value of $300 stood in the name of Day & Heaton, of which firm

Mr. Heaton, the chairman of the stock-list committee, was a mem-
ber; but this stock was held for the account of a customer and the

firm had no interest in it. Those iu(iuiries showed that the interest

of the members of the exchange on ^May 31, 1910, was substantially

iheir average interest through a period of many years.

Mr. Kendall in his statement to this committee referred to a list

of 52 members of the stock exchange who were stockholders of the

American Bank Note Co. li of whom, as he said, owned 23 per cent

of its stock (Eec, pp. 222, 226). He referred to Mr. Mabon, the

president of the exchange, as a stockholder, and said that he had
'' transferred his shares to somebody else, I think Emile C. Mabon "

(p. 226). This list is found in the Pujo testimony at page 927.

This is the history of this list. Having obtained access to the stock

books of the American Bank Note Co. covering a period of three

vears Kendall caused this list to be prepared, which consists of all

members of the exchange, and all members of firms having a stock-

exchange member, and in some instances connections by blood or mar-

riage, who at any time during that period appeared on the books as

stockholders of the company, omitting any statement of the amount

of stock held, and of the period for which it was held. The list ie

absolutely worthless and misleading because it contains the namet

of many members and stock-exchange houses who held the stock foi

customers, and in some instances only for a day or two for the pur
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pose of transfers for customers. As an instance, Mr. Louis C. Clark
and Mr. Donald G. Geddes are included in the list as members of the

firm of Clark, Dodge & Co., and members of the board of governors,

the fact being that for one day in 1906 the firm of Clark, Dodge &
Co. held 80 shares of the stock which belonged to a customer and was
put in the name of the firm to facilitate its transfer. Another in-

stance of its worthlessness is the inclusion o*f Mr. Mabon's name, the

fact being that the wife of one of Mr. Mabon's five brothers inherited

more than 20 years ago seven shares of the stock of the company of

the par value of $350 from her father, and he has never had anything
to do with it. Similar instances could be multiplied to the extent of

the bulk of the list. The facts as to the ownership of stock of the

American Bank Note Co. by either members of the exchange or stock-

exchange firms are as we have set them forth; and though Kendall
has known them for a long time he produces his list of 52 names
on all occasions, and repeats in connection with it the falsehoods

about the large stock ownership of members of the exchange and the

revenues they derive from it.

(4) The charge that the American Bank Note Co. has a monopoly
of the engraving of the securtities on the exchange is also baseless.

The American Bank Note Co. was approved to do engraving in

1881 ; the Homer-Lee Bank Note Co. and the Franklin Bank Note
Co. in 1884; the New York Bank Note Co. in 1887; the British-

American Bank Note Co. for Canadian work in 1888; the Western
Bank Note Co. in 1889; the International Bank Note Co. in 1890;

and the Franklin-Lee Co. in 1897. The American Bank Note Co.

absorbed the Homer-Lee and Franklin companies in 1897; the Western
Bank Note Co. in 1901; the International Bank Note Co. in 1902;

and the Franklin-Lee Co. in 1904. The New York Bank Note Co.

went out of existence in 1892, and the present company of that name
was not approved as has been stated. The restriction to Canadian
work was removed from the British-American company in 1909;

Waterlow & Son, of London, was approved in 1905 for foreign work,

and for all work in 1909; Bradbury, Wilkinson & Co.. of London,
for foreign work in 1905, and for all work in 1911 ; and the Republic

Bank Note Co., of Pittsburgh, and the Hamilton Bank Note Co.,

of Brooklyn, in 1911. By reason of the absorption of companies by
the American Bank Note Co. it was the only company for engraving
securities from 1905 until 1909 ; but the exchange was not responsible

for that state of things. It corrected it as fast as companies with

the necessary qualifications could be enlisted to do the work and

were approved. To-day, as a result, the following six companies,

with the dates of their approval, are approved companies : American
Bank Note Co., of New York, in 1881 ; Hamilton Bank Note Co.,

of Brooklyn, May 22, 1911 ; Republic Bank Note Co., of Pittsburgh,

May 22, 1911; British-American Bank Note Co., of Ottawa, Canada,
December 27, 1909; Bradbury. Wilkinson & Co., of London, Eng-
land, December 4, 1911; and Waterlow & Son (Ltd.), of London,
England, December 22, 1911. All of these companies are entirely

independent of the American Bank Note Co., except Bradbury,
Wilkinson & Co., of London, in which the American company owns

a substantial interest. The exchange is at all times ready to act

upon any application by responsible engraving companies to be
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approved as companies that may engrave securities listed on the
exchange.

(5) We have now disposed of the charges made by Mr. Kendall.
We do not deem it necessary to take up the minor misrepresentation
and falsehoods with which the path of his discourses on the stock
exchange is always strewn, and we save ourselves that tedious job.

But we can not help mentioning his audacious statement that the

exchange should be incorporated because it could not be sued as such

;

and that he had to sue all the individual members because it had
taken that objection (Eec, 222, 223). The fact is that he sued the
exchange and joined the 1,100 individual members, and they were dis-

missed from the suit because he had sued the exchange, which is suable

as such and its property subject to any judgment that may be ob-

tained. Why does he not press his suit and establish through its

means the case he claims he has against the exchange for its alleged

wrongful act in maliciously refusing to approve his company?
There is only one answer, and that is that he knows that he dare not
testify under oath to the statements he makes before legislative com-
mittees, and that if he ever brought his suit to trial he and his

grievance would be no more heard of.

John G. Milburn,
Walter F. Taylor,

Counsel for the New York Stock Exchange.
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BRIEF OF COUNSEL ON BEHALF OF THE NEW YORK STOCK
EXCHANGE ON THE CONSTITUTIONALITY OF THE BILL.

Point I.

Tlie transactions on the New York Stock Exclxange do not hiing

it icithin the jurisdiction of the Federal power to regulate interstate

commerce. (New York, ex rel. Hatch v. Reardon, 204 U. S., 152;
Hopkins v. U. S., 171 U. S., 578; Anderson v. U. S., 171 U. S., 604;
Ware & Leland v. Mobile County, 209 U. S., 405.)

In New York, ex rel. Hatch r. Reardon, the Supreme Court passed
upon the question whether the stock-transfer tax of New York was
or was not a burden upon interstate commerce. Speaking of sales

made in the State of New York of stock in the Southern Railway
Co. and of stock in the Chicago, Milwaukee & St. Paul Railroad
Co., the sellers and purchasers in each instance being residents of

different States, the court said at page 161

:

There is not a shadow of a ground for calling the transaction described such
commerce.

Hopkins v. United States was a case brought bj^ the United States

against the members of a voluntary unincorporated association

known as the Kansas City Live Stock Exchange. The purpose of the

action was to obtain the dissolution of the exchange and perpetually

to enjoin the members from entering into or from continuing in any
combination of a like character. The rules of the exchange prescribed

the minimum rates to be charged by its members for selling live

stock
;
prohibited the members from employing any agent or solicitor

except upon a stipulated salary not contingent on the commission
earned; limited the number of solicitors that might be employed;
prohibited the members from sending prepaid telegrams or telephone

messages giving current quotations; and also provided that no
member of the exchange should transact business with any person
violating any of the rules or regulations of the exchange or with

&n expelled or suspended member. It appeared that substantially all

the business transacted in receiving, buying, selling, and handling
live stock in Kansas City was carried on by the members of the ex-

change as commission merchants, and that great quantities of this

live stock was shipped from other States and was sold at the stock-

yards to various packing houses and for shipment to other States.

Mr. Justice Peckham, in delivering the opinion of the court, said,

at page 587

:

As set forth in the record, the main facts are that the defendants have entered

into a voluntary association for the purpose of thereby the better conducting
their business, and that after they entered into such association they still con-

tinued their individual business in full competition wth each other, and that the

570
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assodatiou itself, as an association, does no business whatevei-, but is simply a
means by and through which the individual members who have become thus
associated are the better enabled to transact their business; to maintain and
uphold a proper way of doing it; and to create the means for preserving business
integrity in the transaction of the business itself. The business of defendants
Is primarily and substantially the buying and selling, in their character as
commission merchants at the stock yards in Kansas City, like stock which has
been consigned to some of them for the purpose of sale and the rendering of
an account of the proceeds arising therefrom. The sale or purchase of live
stock as commission merchants at Kansas City is the business done, and its

character Is not altered because the larger proportion of the purchases and
sales may be live stock sent into the State from other States or from the
Territories. * * *

[Page 589.]

* * * The by-laws of the exchange relate to the business of its members
who are commission merchants at Kansas City, and some of these by-laws, it is

claimed by the Government, are in violation of the act of Congress, because they
are in restraint of that business which is in truth interstate commerce. That
one of the by-laws which relates to the commissions to be cliarsed for selling

the various kinds of stock, is particularly cited as a violation of the act * * «

(p. 591).

[Page 591.1

The commission agent in selling the cattle for their owner simply aids him
in finding a market; but the facilities thus afforded the owner by the agent are-

not of si)ch a nature as to thereby make that agent an individual engaged in-

interstate commerce, nor is his agreement with others engaged in the same busi-

ness, as to the terms upon which they would provide these facilities, rendered
void as a contract in restraint of that commerce. * * *

[Page 596.1

* * * If charges of the nature described do not amount to a regulation of
interstate trade or commerce, * * * it would for a like reason seem clear

that agreements relating to the amounts of such charges among those who
furnish the privileges or facilities are not in restraint of that kind of

trade. * * *

[Page 597.]

* * * The services of members of different stocli and produce exchanges-
throughout the country, in effecting sales of the articles they deal in, are of a
similar natni-e. Jlembers of the New York Stock Exchange buy and sell shares
of stock of railroads and other corporations, and the property represented by
such shares of stock is situated all over the country. Is a broker whose prin-

cipal lives outside of New York State, and who sends him the shares of stock
or the bonds of a corporation crented and doing business in another State for
.sale, engaged in interstate commerce? If he is employed to purchase stock or

bonds in a like corporation under the same circumstnnces, is he then engaged
in the business of interstate commerce? It may, perhaps, be answered that
stocks and bonds are not commodities, and that dealers therein are not engaged
in commerce. Whether it is an answer to the question need not be considered,

for we will take the case of the New York Produce Exchange. Is a member
of that body to whom a cai'go of grain is consigned from a western State to be
sold engaged in interstate commerce when he performs the service of selling the

article upon its arrival in New York and transmitting the proceeds of the sale

less his commission? Is a New Orleans cotton broker, who is a member of the

cotton exchange of that city, and who receives consignments of cotton from dif-

ferent States and sells them on the exchange in New^ Orleans and accounts to his

consignors for the proceeds of such sales less his commission, engaged in inter-

state commerce? Is the character of the business altered in either case by the

fact that the broker has advanced moneys to the owner of the article and taken

a mortgage thereon as his security? We understand we are in these queries

assuming substantially the same facts as those which are contained in the case

before us, and if these defendants are engaged in interstate commerce because
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of their services in the sale of cattle which may come from other States, then
the same must be said in regard to the members of the otlier exchanges above
referred to. We think it would be an entirely novel view of the situation if all

the members of these different exchanges throughout the country were to be
regarded as engaged in interstate commerce, because they sell things for their
principals which come from States different from the one in which the exchange
is situated and the sale made.
The theory upon which we think the by-law or agreement regarding commis-

sions is not a violation of the statute operates also in the case of the other pro-
visions of the by-laws. The answer in regard to all objections is, The defend-
ants are not engaged in interstate commerce.

In Ware & Leland v. Mobile County it was held that contracts for

sales of cotton for future delivery, which do not obligate interstate

shipments, were not subjects of interstate commerce, and that brokers

in Mobile taking orders for the purchase and sale of cotton for future

delivery to be executed upon the New York and Xew Orleans cotton

exchanges were not engaged in interestate commerce.
It follows from these cases that Congress has no power to legislate

as to whether such a body as the exchange should be incorporated,

the number of its members, the minimum rate of commission, the

rules governing the members and their transactions on the exchange,

the exercise of its disciplinary powers over members, the listing of

securities and the striking of securities from the list, marginal pur-

chases, manipulation, and short sales.

Part II.

The object of the hill is to regulate stocl' exchanges and other mat-
ters r.ver vhi'^h Congress froferly has no jiiiinrlictiov.

(a) The suggestion that transactions upon stock exchanges are so

permeated with fraud and improper practices that all communica-
tions relating to them can properly be excluded from the mails as

presumptively fraudulent is a mere pretext.

The report of the committee of the House of Representatives, com-
monly known as the Pujo committee, says:

The stock exchanges in our priiicipal cities, and especially those In New
York, Chicago, Philadelphia, Pittsburgh, and Boston, are essential instrumen-
talities in the conduct of modern business and finance. (See p. 114 of report.)
The Xew York Stock Exchange is the primary market for securities of the

United States, and as such is a vital part of the financial system. * * *

Quotations on its floor determine tlie current values of all securities there
traded in, which means the securities of all the greater corporations of the
country. * * * guch quotations are adopted by the courts and by the
Comptroller of the Currency as measures of value, and upon them banks base
the amount to be lent on a given security. * * * j^ special committee on
speculation appointed by Gov. Hughes, reporting in 1909, referred to this ex-

change as " to-day probably the most important financial institution in the
world." (Pujo report, p. 33.)

Securities are not generally available as collateral for stock-exchange loans
unless they are listed. As stated, banks accept the quotations on this exchange
as the basis for computing how much they will lend upon given securities

(p. 36).

These findings confirm, if any confirmation were necessary, the

fact that the transactions upon the exchange taken as a whole are

bona fide and not fraudulent, and that the values shown by such

transactions are real and not fictitious. The abolition of the ex-

changes would deprive the country of " es.sential instrumentalities in
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ilie conduct of modern business and finance." The exclusion from
the niails and from the telegraph and telephone of all communica-
tions concerning exchange transactions would deprive the public,
the courts, the banks, and the officials of the Government of tlie best
ineasure of the values of the securities with which they have occasion
to deal. As between actually excluding from the mails and from
telegraph and telephone lines all communications relating to ex-
change transactions on the one side, and on the other foregoing the
attempt to regulate exchanges by the exercise of the power of Con-
gress over the mails and over interstate commerce, the second al-

ternative would necessarily be adopted. Such communications are
not noxious or harmful things, but are proper subjects for transmis-
sion, and the transmission of them is essential to the conduct of
the commercial and financial business of the country. It follows
that the object of the present bill is not to exclude, but by the threat
of exclusion to bring under the power of Congress the conduct of
business upon the exchanges and other matters over which Congiess
has no proper jurisdiction.

{b) The object attributed by us to the bill is not a matter of
inference. It is directly avowed in the report of the Pujo commit-
tee. The report says, at page 114

:

Great and much-needed reforms in the organization and methods of our cor-

porations may be legitimately worked out through the power wielded by the
stock exchange over the listing of securities. Much of the confusion and many
of the defects in corporate regulation due to the diversity of State laws and to
the bidding of the States against one another in laxity of administration in

order ot attract corporations within their borders may be corrected and uni-
formity of methods introduced through the listing department of the exchange.
Thus complete publicity as to all the affairs of a corporation may be uni-

formly enforced. The scandalous practices of officers and directors in specu-
lating upon inside and advance information as to the action of their corpora-
tions may be curtailed if not stopped. In short, its opportunities as an agency
of corporate reform are almost endless, provided its own practices can be re-

formed so as to entitle it to exercise these broad powers.
:is * t^ * ^f * *

On the other hand, your committee believes that incorporation and regulation

would banish from the exchange transactions which now disgrace it, bringing
in their place a greater volume of business of an investment and otherwise
legitimate character, and marking the dawn of a new era of prosperity for its

members and of usefulness to the public. * * *

It is doubtful, however, whether the Federal Government has power generally

to regular stock exchanges.

Point III.

The Mil is not an exercise of the powers of Congress to exclude

from the mails matter which it deems harmful or injurious, hut is

an attempt under the guise of the exercise of such powers to usurp

control over matters which pertain exclusively to the domestic policy

of the States.

(a) The bill assumes that the power of Congress to determine

what shall be carried in the mails and what shall not be carried is

not only absolute and unqualified but that Congress may, under the

guise of establishing a criterion for distinguishing between mailable

and unmailable matter, regulate in all its ramifications any business

or enterprise with respect to which communications have to be sent
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through the mails; that a distinction between mailable and unmail-
able matter may be based, not on the relation of the matter to the
convenient conduct of the business of the post ofiice, not on the nature
of the matter itself, as in fact true or false, moral or immoral, inno-

cent or harmful, not on the motive of the sender as in fact honest or

fraudulent, but upon the nature of the laws or regulations governing
the conduct of the business or enterprise to which the matter relates,

as being in accord or not in accord with the ideas of Congress as

to the requirements of public policy, even though under the Consti-

tution the policy of such laws and regulations is a matter left exclu-

sively to the States with which Congress properly has no concern.

Every business is to some extent regulated by law, that is to say,

either the common law or general statutes, or particular statutes ap-

plicable to the particular business, affect .its conduct. Every legiti-

mate business is of substantial interest to the community, but every
one contains the possibilities of evil, and against such possibilities

_the laws applicable to and regulating the business are intended to

provide. In the nature of things, it is impossible to frame laws or

regulations that will provide completely against the possibilities of

evil in the conduct of any business. One system may, on the whole,

produce better results than another, but no system will be perfect,

and the choice between different systems is a question of legislative

policy.

To assume to classify matter as mailable or nonmailable, according to

the nature of the laws and regulations governing the business to which
the matter relates can not, in the nature of things, be an attempt to

classify the matter according to its nature. Matter relating to busi-

ness conducted under any laws or regulations may be innocent or

maj' be fraudulent. The great volume of the transactions in a par-

ticular business will be in their essential nature the same whatever
laws and regulations are adopted. They touch it only at particular

points where the necessity for regulation has become apparent.
(i) The bill under consideration is entitled "A bill to prevent the

use of the mails and of the telegraph and telephone in furtherance
of fraudulent and harmful transactions on exchanges," and purports
lo exclude from the mails as fraudulent and harmful all communica-
tions relating to transactions upon exchanges or in securities listed

on exchanges that do not comply with certain requirements. An ex-

amination of these requirements in detail shows that they do not

serve to distinguish between innocent communications on the one
hand, and on the other communications in furtherance of fraudulent
and harmful transactions, but, in fact, distinguish between communi-
cations relating to transactions upon exchanges conforming to the

policy prescribed in the bill and those relating to transactions on
exchanges not conforming to such policy, although conducted in

conformity with the laws of the States in which they are established.

The provisions as to exclusion from the mails apply to every state-

ment or communication relating to any transaction in securities sold

or offered for sale, or that are listed or quoted on any stock exchange
not conforming to the policy of the bill, irrespective of the truth or

falsity of the statement, the bona fides of the transaction to which it

refers, the intent of the sender, or any other fact having any relation

to the professed object of the bill. The communications which are
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classed as nonmailable matter are not limited to quotations, but in-

clude statements, accounts, memoranda of purchases and sales, and,
in fact, every sort of communication for which the mails would be
used in connection with actual and bona fide transactions. The bill

as a whole and in all of its details shows that, under the pretext of
distinguishing between mailable and nonmailable matter, it seeks to
have Congress exercise the power over the mails as a means of co-

ercion to compel the adoption of a policy for the regulation of insti-

tutions and forms of business with which Congress properly has
nothing to do and the regulation of which is a matter of policy to be
determined by the several States.

(c) The requirement that an exchange must be incorporated under
the laws of the State or Territory in which its business is conducted
in order that communications concerning transactifms in securities

listed on it may not be excluded from the mails has no obvious or
logical relation, and in fact has no relation whatever to the distinc-

tion between innocent communications and those in furtherance of
fraudulent or harmful transactions. Incorporation in and of itself

has no conceivable bearing on the character as fraudulent and
harmful, or the reverse, of transactions conducted upon an exchange.

{d) The requirements of section 1, subdivisions (a) to (i), in-

clusive, of the bill may be divided into several classes. Subdivision

(a), including 1 and 2 thereunder, and subdivision (b) are designed

to operate upon corporations whose securities are admitted to the list.

Their purpose, as is frankly stated in the report of the Pujo com-
mittee, is to substitute for the varying laws of the States as to the

degree of publicity to be given to corporate affairs, a uniform policy

of publicity prescribed by Congress. They are matters of corporate

I'egulation and have no relation whatever to the character, as innocent

or otherwise, of exchange transactions. No distinction between

innocent transactions in securities and harmful and fraudulent trans-

actions can be based upon the nature of the regulations as to publicity

governing the corporations which have issued the securities. It is

preposterous to say that there is any real connection between the

compliance or noncompliance by a corporation with the requirements

specified in subdivisions (a) and (b), and the propriety of trans-

actions between others in its securities after they are listed.

(e) Subdivision (^) should be classed with subdivisions (a) and

(b). It attempts to regulate the conduct of officers and directors

of corporations, denouncing as fraudulent and harmful all trans-

actions on any exchange which does not require each corporation

whose securities are listed to incorporate in its charter or bv-laws

provisions forbidding the offiicers and directors to sell " short " anv

security whatever, or to buy or sell the corporation's own securities

except upon compliance with the provisions stated in the subrli^i';i;^n.

Whether the proposed regulation is desirable is a question of n.Ii-v

to be determined by the legislature having jurisdiction in the prem-

ises. The point with which we are concerned is that the enforcement

or nonenforcement of such a regulation by an exchange has no logical

or obvious relation to the character, as innocent or fraudulent, of

transactions thereon.

(/) Subdivisions (e), (f), and (A) undertake to regulate the deal-

ings by brokers with securities held by them for account of their

customers and the contracts which may be entered into between the
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customers and the brokers. All transactions upon exchanges which
do not enforce the proposed regulations are classed as fraudulent
and injurious, and all communications relating to such transactions

are excluded from the mails. By these subdivisions transactions are
sought to be classed as fraudulent by reference to matters having
nothing to do with the transactions themselves and no possible bear-
ing on their character as fraudulent or innocent. All communica-
tions relating to transactions upon an exchange are excluded from
the mails unless the exchange prohibits its members from entering

into any arrangement or agreement with their customers permitting
the repledging of the customers' securities or permitting the lending
of the customers' securities, and unless it prohibits its members from
purchasing securities for their customers without the previous de-

posit in cash of 20 per cent of the purchase price. It is obvious that,

so far as these subdivisions are concerned, the distinction between
mailable and nonmailable matter is not based upon the character of

the transactions to which the matter relates, on the motive of the

senders, the effect on the recipient or any other consideration having
any possible relation to the regulation of the mails, but wholly on
extraneous considerations having to do with the policy of the regula-

tions governing the exchange on which the transactions take place

in regard to matters with which Congress has no concern.

(g) Subdivision (c) of section 1, which is designed to restrict the

right of exchanges to strike securities from the list, brings out with
a special clearness the fact that the distinction between mailable and
nonmailable matter sought to be established by the bill is not based
upon the character of the matter itself, or on the nature of the trans-

actions to which it relates, but on the nature and policy of the laws

and regulations governing those transactions. The striking of secu-

rities from the list of an exchange obviously can have no bearing
upon the character, as fraudulent or otherwise, of transactions in

securities listed thereon.

(A) Subdivision {g) of section 1 vmdertakes to exclude from the

mails as harmful and fraudulent all communications relating to

transactions on any exchange which does not require its menibers

to keep full and accurate books of account, showing the actual names
and transactions of their customers which shall be open to the inspec-

tion of the Postmaster General or such person as he may designate.

The supposed justification of this requirement is that the keeping of

such books of account open to the inspection of the Postmaster Gen-
eral will enable the Postmaster General to thoroughly investigate all

transactions which he suspects to have been the subject of manipula-
tion and that the existence of this power will have a tendency to

suppress attempts at manipulation. Here, again, the requirement
is a regulation of the business of exchange members. The require-

ment, if prescribed as a regulation by a legislature having jurisdic-

tion in the premises, and if it Avere constitutional, might conceivably
have some tendency to diminish sporadic attempts at manipulation,
but the character of the great mass of transactions in securities on
an exchange would be the same whether there were or were not such

a regulation. The fact that the transactions occurring upon an ex-

change are affected by such a regulation or not affected by it, as the

case may be, has no relation to the question whether such transac-

tions are innocent or fraudulent. This requirement, like the other re-
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quirements of the bill, pertains to the policy governing exchange
transactions, and could be established, if at all, only by the legislature
exercising the police power to which exchange transactions are
subject.

(^) The requirement of subdivision (g) that the books to be kept
by members of an exchange shall set out the serial numbers of the
certificates bought and sold likewise has no possible relation to the
distinction between bona fide and fraudulent matter.

ij) Subdivision (d) oi section 1 sets out the only requirement that
has any possible relation to the distinction between bona fide and
fraudulent transactions. But subdivision {d) does not distinguish
between communications in furtherance of the manipulation of
securities and communications relating to perfectly bona fide trans-
actions. It attempts to classify as fraudulent and injurious all

transactions occurring upon exchanges that do not enforce regula-
tions prohibiting particular kinds of transactions, irrespective of the
question whether the transactions classed as fraudulent are or are

not of the kind which the exchanges are required to prohibit. Here
again the distinction between mailable and nonmailable matter is

sought to be based not at all upon the character of the matter but
upon the regulations governing the exchange upon which the ^trians-

actions to which the matter relates occur. Like all the other require-

ments of the bill subdivision (d) attempts to use the power of

exclusion from the mails as a means of coercion to accomplish,objects

with which Congress is not concerned.

(h) The bill, as a whole, is an attempt to regulate stock exchanges
and transactions thereon, the relations of brokers to their customers,

the corporations whose securities are listed and dealt in, and the

conduct of the oiEcers and directors of such corporations. It.attempts

to effect such regulation by classifying matter as mailable or non-

mailable, not by a reference to the nature of the matter itself, or by
reference to any other fact or ground of distinction of which Con-
gress has the right to take cognizance, but by reference to the nature

of the laws and regulations governing exchanges, the corporations

whose securities are dealt in thereon, the relations of brokers to their

customers, and other matters within the exclusive jurisdiction of the

several States.

Point IV.

// this bill he con-stituHonal, Congress has power to take eomplete

control of eoery hnsiness. enterprise, and institution the successful

jyrosecution or operation of which requires the use of the mails^ and
the power of the States over matters of domestic policy continues

ardy hy the sufferance of Congress.

The bill undertakes to classify as fraudulent all communications

relating to transactions on any exchange which does not require the

corporations whose securities are listed thereon to disclose certain

information and to conform to certain regulations. It would be

quite as competent for Congress directly to denounce as fraudulent

all communications relating to any corporation which does not com-

ply with such requirements as to publicity, and insert in its charter

or by-laws such regulations and provisions as Congress may see fit

30578—14 37



578 REGULATION OF THE STOCK EXCHANGE.

to prescribe. With equal propriety Congress might exclude from the

mails as fraudulent all communications by or to dealers in securities

or relating to the securities dealt in by them, uijless such dealers kept
books open to the inspection of the Postmaster General, required

payment in cash of 20 per cent of the price of all securities pur-
chased by them for their customers, refrained from repledging or

loaning securities belonging to their customers, even with their cus-

tomers' consent. In other words. Congress has just as much power
through its control of the mails to exercise direct jurisdiction over
corporations and over the relations between brokers and their cus-

tomers as it has to exercise such jurisdiction indirectly through the

exchanges.
The Dusiness of insurance has always been held to be a matter

exclusively of State concern, although it affects the public interest to

such an extent that in most, if not all of the States, it is subject to

very rigid regulation. If the theory of this bill be sound, Congress
might at once take control of the entire insurance business of the

country by denouncing as fraudulent and excluding from the mails

all communications relating to the business of any insurance com-
pany which did not file with the Postmaster General complete reports

of all of its operations and conform to such requirements in re-

gard to amount of reserve, form of policy, payment of surrender
values, etc., as Congress or the Postmaster General might see fit to

prescribe. It would be a simple matter to compel aU the corpora-

tions of the country to comply with the requirement of the English
company's act. All intrastate commerce could be regulated as effec-

tively as interstate commerce.
Consideration of the necessary effects and consequences of the adop-

tion of the theory on which this bill is founded creates, to say the

least, a very strong presumption that the theory is unsound.

Point V.

The exercise of the arbitrary power of exclusion, from the mails as

a means of regulating matters outside of the jurisdiction of Congress

is unconstitutional.

It has been shown in a previous point that the distinction sought

to be created by the bill between mailable and nonmailable matter

is not based upon the characteristics of matter itself or even of the

transactions to which it relates, but solely upon the nature of the

laws and regulations affecting such transactions, and that the exclu-

sion from the mails which the bill proposes to effect has no proper

relation to the regulation of the mail service or to preventing the use

of the mails in furtherance of fraudulent or harmful transactions,

but is an arbitrary exercise of power for the purpose of regulating

matters over which Congress properly has no jurisdiction.

(a) In the case of Lewis Publishing Co. v. Morgan (229 U. S.,

288), the complainants attacked the constitutionality of an act of

Congress which required that newspapers, in order to obtain second-

class mail privileges, should file a sworn statement setting forth the

names and addresses of the editors, managers, and owners, and, if

owned by a corporation, the names and addresses of the stockholders
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and bondholders, and should mark as an advertisement all reading
matter for the publication of which money or other valuable consid-
erations were paid. The Solicitor General of the United States,
arguing in favor of the constitutionality of the act, said (see brief in
behalf of the United States, p. 39) :

Congress does not say that it will exclude a person from the use of the mails
unless such person will do something beyond its power to compel and having no
relation to the use of the mails ; but Congress only says that if certain articles
are to be carried m the mails (or rather in one specially favored class of the
mails) such articles must possess certain characteristics (i. e., contain the label
" advertlement " and twice a year the name of the owner, editor, etc. ) ; and as
these requirements apply to the very things themselves which are the direct
object of action by an undoubted power of Congress, they relate directly and
Immediately to the subject over which Congress has plenary power, to wit, the
transportation of articles by mail. * * *

[Page 40.]

It may well be that merely because a corporation uses the mails Congress
has no power to regulate (for example) the insurance business such corpora-
tion is engaged in ; but it may be quite competent for Congress to say that all
matter transmitted by insurance companies in the mails should possess, such and
such qualifications or be excluded. * * *

[Page 46.]

A possible abuse of power is no argument against its existence, but we may as
well observe that a denial of the mails to a paper because of its ownership or the
views held by its owners may well be illegal as having no relation to the thing
carried in the mails unless the views are expressed in the paper; but if such
views are expressed in the paper Congres can doubtless exclude them, just as
Congress could now exclude all papers advocating lotteries, prohibition, anarchy,
or a protective tariff if a majority of Congress thought such views against
public policy.

It will be observed that the Solicitor General in his argument went
no further than to claim for Congress the power to classify matter as
mailable or nonmailable by reference to the characteristics of the very
matter to be carried. Nevertheless, the Supreme Court in disposing
of the case said, with reference to the argument of the Solicitor Gen-
eral, at page 316

:

Finally, because there has developed no necessity of passing on the question,
we do not wish even by the remotest implication to be regarded as assenting to
the broad contentions concerning the existence of arbitrary power through the
classification of the mails or by way of condition embodied in the proposition
of the Government, which we have previously stated.

The Supreme Court in Matter of Jackson (26 U. S.. 72T), Ex parte
Eapier (143 U. S., 110), and in Public Clearing House v. Coyne (194

U. S., 497) , while affirming in the strongest terms the plenary power of

Congress over the mails, has given no countenance whatever to the

notion that the power may be arbitrarily exercised in disregard of the

constitutional limitations upon the powers of Congress or for the ac-

complishment of objects with which it has no concern.

In Ex parte Jackson the court stated in most emphatic terms that

the power of Congress to regulate the mails is subject in its exercise

to the limitations of the Constitution reserving rights to the people.

In Public Clearing House v. Coyne the court assumed that Con-
gress would have no right to extend to one the benefit of its postal

service while denying it to another person in the same class and stand-
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ing in the same relation to the Government, and held only that Con-
gress might properly

—

forbid the delivery of letters to such persons or corporations as in its judgment
are making use of the mails for the purpose of fraud or deception or the dissemi-
nation among its citizens of information of a character calculated to debauch
the public morality.

In Burton v. United States (202 U. S., 344, 371), it was said in

reference to the statute providing for the exclusion from the mail of
fraudulent matter—

That statute has its sanction in the power of the United States by legislation

to designate what may be carried in the mails and what must be excluded there-

from, such designation and exclusion to be, however, consistent with the rights
of the people as reserved by the Constitution.

In American School of Magnetic Healing v. McAnnulty (187

U. S., 94), the complainant, upon the facts stated in its bill of com-
plaint, was held to be entitled to an injunction against the post-

master undertaking to withhold mail matter addressed to it, under
the authority of an order issed by the Postmaster General in the

exercise of powers assumed to have been conferred upon him by sec-

tion 3929 of the Eevised Statutes. Section 3929 empowers the Post-

master General, upon evidence satisfactory to him, that any person
is engaged in conducting any scheme or device for obtaining money
through the mails by means of false or fraudulent pretenses, repre-

sentations, or promises, to instruct the postmasters at any post offices

at which registered letters arrive directed to any such person, to

return such letters to the senders marked " fraudulent." The bill

of complainant set out the nature of the business conducted by the
complainant, and the Supreme Court held that the business was not
of such a character as to justify the inference by the Postmaster
General that it was in fact a scheme or device to defraud, and that
in the absence of facts justifying such an inference, the order of the

Postmaster General deprived the complainant of its property with-
out due process of law.
In all the cases in which the exercise by Congress of the power to

exclude from the mails has been sustained by the courts as valid,

the exclusion has been based upon the actual character of the matter
excluded, or upon facts having an obvious and logical relation to the
actual purpose and intent of the parties proposing to use the mail
for its transmission.

(i) Congress can exercise no powers which have not been con-
ferred upon it, nor can it exercise powers which have been conferred
upon it in ways or for purposes which the Constitution forbids.
In the case of McCulloch v. Margland (4 Wheat., 423), Chief Jus-

tice Marshall said:

Should Congress, under the pretext of executing its powers, pass laws for
the accomplishment of objects not intrusted to the Government, it would become
the painful duty of this tribunal, should a case requiring such a decision come
before it, to say that such an act wiis not the law of the land.

(c) The courts can and necessarily must disregard the mere lan-

guage of an enactment excluding matter from the mails, and deter-

mine independently whether the classification of matter as mailable
or nonmailable which it attempts to make has any obvious relation

to the exclusion from the mails of fraudulent or harmful matter,
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or to any other end within the legitimate sphere of Federal legisla-
tion. The power to exclude matter from the mails is not like the
power to tax expressly conferred by the Constitution. Congress is
given power to establish post oiRces and post roads, and to pass such
laws as may be necessary or proper to that end. The power to ex-
clude from the mails such matter as Congress may deem proper is
incidental to its power to establish post offices and post roads and to
regulate the mail service. The question whether an enactment de-
claring matter to be nonmailable is necessary or proper for carrying
into execution the power expressly conferred upon Congress is neces-
sarily a judicial question. The assumption that the courts can not
take cognizance of the real objects of such an enactment, but are
bound to accept as valid any pretext that Congress may advance, is

quite unwarranted. If it has no real and obvious relation to the
regulation of the mails, or if it appears upon its face that its mani-
fest purpose or necessary effect is to reach an end beyond the power
of Congress, it must be condemned as unconstitutional.
In Adair v. United States (208 U. S., 161) the Supreme Court held

unconstitutional a law by which Congress, in the assumed exercise
of its power to regulate interstate commerce, had undertaken to pro-
hibit interstate carriers from discriminating against organized labor.

The Supreme Court said, at page 178

:

Manifestly^ any rule prescribed for the conduct of interstate commerce in
order to be within the competency of Congress under its power to regulate
commerce among the States must have some real or substantial relation to or
connection with the commerce regulated. But what possible legal or logical
connection is there between an employee's membership in a labor organization
and the carrying on of interstate commerce? Such relation to a labor organi-
zation can not have, in itself and in the eye of the law, any bearing upon the
commerce with which the employee is connected by his labor and services.
* * * If such a power exists in Congress, it is difflcult to perceive why it

might not, by absolute regulation, require interstate carriers, under penalties,

to employ in the conduct of its interstate business only members of labor
organizations, or only those who are not members of such organizations—

a

power which could not be recognized as existing under the Constitution of the
United States. No such rule of criminal liability as that to which we have
referred can be regarded as In any just sense a regulation of interstate com-
merce. We need scarcely repeat what this court has more than once said, that

the power to regulate interstate commerce, great and paramount as that power
is, can not be exerted in violation of any fundamental right secured by other

provisions of the Constitution. (Gibbons v. Ogden, 9 Wheat., 1, 196; Lottery

case, 188 U. S., 321, 353.) It results, on the whole cnse, that the provisions of

the statute under which the defendant was convicted must be held to be repug-

nant to the fifth amendment and as not embraced by nor within the power
of Congress to regulate interstate commerce, but under the guise of regulating

interstate commerce and as applied to this case it arbitrarily sanctions an

illegal invasion of the personal liberty as well as the right of property of the

defendant Adair. (See also Employers' Liability cases, 207 U. S., 463, 502;

United States v. Fox, 95 U. S., 670; United States v. Reese, 92 U. S., 214;

Cummings v. State of Missouri, 4 Wall., 277; Minnesota v. Barber, 136 U. S.,

313 ; Lochner r. New York. 198 U. S., 45 ; Lawton v. Steele, 152 V. S., 133
;
Dent

V. West Virginia, 129 U. S., 114; The Trade-Mark cases, 100 U. S., 82; C, B. &
Q. Ry. V. Drainage Commissioners, 200 U. S., 561.)

(d) The attempt by Congress by the arbitrary exercise of the

power of exclusion from the mails to regulate the conduct of the

people in regard to matters beyond the sphere of Federal legislation

not only violates the tenth amendment of the Constitution but, con-

trary to the fifth amendment, deprives those affected by the legisla-

tion of their liberty without due process of law.
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The powers conferred upon Congress by the Constitution were
mandatory and the actual exercise of them was contemplated, and re-

quired and such exercise was to be for the equal and impartial bene-

fit of all. They were grants not to Congress to be dealt with as it

might choose, but to the people subject only to the regulation of
Congress.
Any argument in favor of the validity of the proposed bill must

involve the assertion generally that Congress in making provision for

the enjoyment by the people of the benefit to be derived from
the exercise of the powers bestowed upon the Federal Government
is clothed with a discretion wholly arbitrary to give or withhold the

benefit thereof as it may please.

With reference to such an assertion Mr. Lindsey Eogers says

(Harvard Law Eeview, Vol. XXVII, p. 35) :

If such a theory is correct, it is not too much to say that powers as great as
those delegated in 1787 to the Federal Government, when In order to form a
more perfect Union the Constitution was agreed to, will, by judicial construc-

tion, be taken from the States and given over to the national legislature. For,

as it is hardly necessary to remark, the denial of postal and interstate com-
merce facilities would be almost as efficacious as positive legislation, since, with-

out using the mails and the channels of trade, practically no business could ex-

ist. If congressional control may be thus extended. State lines will no longer

exist, and the tenth amendment to the Constitution reserving the undelegated
powers to the States or to the people will become a practical nullity.

The doctrine of the Supreme Court is that the fundamental rights

of citizens—and these certainly must include the right, subject to

proper regulation—to enjoy any benefit to be derived from the ex-

ercise of the powers bestowed upon the Federal Government by the

Constitution, can be taken away only by due process of law, and this

does not include the arbitrary mandate of the legislature. (Dent v.

West Virginia, 129, U. S., 114; Yick Wo v. Hopkins, 118 U. S., 356;
Adair v. United States, 208 U. S., 161; Employers' Liability Cases,

207 U. S., 463; Lochner v. New York, 198 U. S., 45.)

In the case of Dent v. West Virginia (129 U. S., 114), cited supra,

the question involved concerned the validity of a State constitution

rescribing the qualifications for physicians. The doctrine declared
ly the court was that if the statute imposed no arbitrary restrictions

but such only as were adapted to secure professional competency and
skill, it was not open to objection. Mr. Justice Field said, at page 123

:

As we have said on more than one occasion, it may be difficult, if not impos-
sible, to give to the terms " due process of law " a definition which will em-
brace every permissible exertion of power afCeeting private rights and exclude
such as are forbidden. They come to us from the law of England', from which
country our jurisprudence is to a great extent derived, and their requirement
was there designed to secure the subject against the arbitrary action of the
Crown and place him under the protection of the law. They were deemed to

be equivalent to " the law of the land." In this country the requirement is

intended to have a similar effect against legislative power ; that is, to secure the
citizen against any arbitrary deprivation of his rights', whether relating to his

life, his liberty, or his property.

In Yick Wo r. Hopkins, Mr. Justice Matthews said, at page 369

:

When we consider the nature and the theory of our institutions of govern-
ment, the principles upon which they are supposed to rest and review the history

of their development, we are constrained to conclude that they do not mean to

leave room for the play and action of purely personal and arbitrary power.
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Point VI.

The provisions of the Mil excluding from the telegraph and tele-
phone all eommunicaidons relating to transactions on exchanges
which do not comply with the requirements which 'it specifies violate
the fifth amendment of the Constitution-,

(a) The right to transmit communications from one State to
another is not a franchise to be granted or withheld by Congress at
it pleasure. It is an inherent right of the citizen which springs from
the nature and necessity of social order, though, like other rights,
subject to valid regulations imposed by law. (Gribbons v. Ogden,
9 Wheaton, 1, at p. 585.)

In Employers' Liability cases (207 U. S., 463) Mr. Chief Justice
White, with respect to the contention that one who engages in inter-
state commerce submits all his business concerns to the regulating
power of Congress, said, at page 502

:

It rests upon the conception that the Constitution destroyed that freedom
of commerce which it was its purpose to preserve, since it treats the right to
engage in interstate commerce as a privilege which can not be availed of
except upon such conditions as Congress may prescribe, even although the
conditions would be otherwise beyond the power of Congress.

(&) The power of Congress to regulate interstate commerce, like

all other powers delegated to that body, is subject to the limitations

imposed by the fifth amendment of the Constitution. (Monongahela
Navigation Co. v. U. S., 148 U. S., 312; Gibbons v. Ogden, 9 Wheaton,
1 ; C. B. & Q. Railroad v. Illinois, 200 U. S., 561.)

(c) There is no legal or logical relation between the requirements
which this bill seeks to impose as a condition of the transmission by
telegraph and telephone of communications relating to exchange
transactions and the regulation of interstate commerce.

(d) The attempt to limit the right to transmit communications in

interstate commerce by the imposition of conditions having no legal

or logical relation to the regulation of interstate commerce deprives

the citizens of the United States of liberty without due process of

law in violation of the prohibitions of the fifth amendment of the

Constitution of the United States. (Minnesota v. Barber, 136 U. S.,

320; C. B. & Q. Ey. v. Drainage Commissioners, 200 U. S., 561, 593;

Adair v. United States, 208 U. S., 161, at pp. 179, 180; Employers'

Liability cases, 207 U. S., 468.)

Point VII.

The Mil restricts the liberty of the press contrary to the prohibit

tions of the first amendment of the Constitution.

(a) In 1836 an attempt was made to exclude from the mails anti-

slavery literature. After a full discussion of the proposed bill it was

defeated in the Senate by a vote of 25 to 19 on the ground of its

unconstitutionality. Calhoun, Clay, and Webster concurred in the

view that the proposed exclusion from the mails abridged the liberty

of the press contrary to the prohibition of the first amendment.

(i) In Lewis Publishing Co. v. Morgan (229 U. S.,_2S8) the

Supreme Court expressly refused to assent to the proposition that
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Congress had an arbitrary power to exclude publications from the

mail.

(c) The proposed bill not only attempts to exclude newspapers
containing information concerning exchange transactions from the

mails, and to exclude from the mails all communications supplying
information concerning such transactions to newspapers, but also to

exclude all such communications from the telegraph and telephone

lines. While letters in any way relating to exchange transactions are

excluded from the mails, there is no relaxation in the statutory pro-

visions preventing the transmission of such letters hj other means.
(d) The denial of the use of the mails and of the telephone and

telegraph apjDlies to every publication or communication relating to

transactions on exchanges not complying with the requirements of the

bill, or concerning securities listed on such exchanges, whether the

publication be an advertisement, news item, or editorial matter,

whether it be false or whether it be a complete and truthful state-

ment of facts that have actually occurred, or even if it be a criticism

or expression of opinion. The purpose and intent of the bill is to

deprive the public of all information concerning transactions upon
exchanges not complying with the requirements of the bill, or in se-

curities listed on such exchanges. It not only violates the letter of

the first amendment of the Constitution, but it takes away from the

people the fundamental right which that amendment was intended to

]>reserve—that is to say, the right to be informed through the medium
of an unrestricted press of all facts, arguments, and expressions of

opinion that may be of public moment.
Even if there were some legal or logical relation between the re-

quirements of the bill and the prevention of fraud in exchange trans-

actions, the attempt to exclude from the mails and from the telephone
and telegraph all publications and communications in anywise relat-

ing to transactions on exchanges or to securities listed on exchanges
not complying with the requirements of the bill goes far beyond the

constitutional powers of Congress and is forbidden by the first

amendment. The most that could be said about such publications
would be that, taken as a whole, they might be thought to have some
tendency to encourage or promote fraudulent or injurious transac-
tions. If it be within the power of Congress, through exclusion
from the mails or otherwise, practically to prohibit any class of pub-
lications which it may deem to have an injurious tendency, the free-

dom of the press which the first amendment of the Constitution was
designed to preserve is at an end.

LAST POINT.

Tfie proposed Mil is unconstitutional as a irhole and in all of its

parts.

John G. Milburn,
Walter F. Taylor,

Of Counsel for New York Stock Eicchange.



BRIEF ON BEHALF OF THE CONSOLIDATED STOCK EXCHANGE
OF NEW YORK.

Senator Owen's bill, No. 3895, is substantially identical with the
bill recommended by the committee appointed pursuant to House
resolutions 429 and 504 to investigate the concentration of control
of money and credit, and appears at page 170 of that committee's
i-eport, dated February 28, 1913.

At pages 119 to 128 of the same repQrt will be found an analysis
of the cases upon which a majority of that committee relies, in sup-
port of the proposition that Congress has the power to deny the use
of the mails, telegraph, and telephone systems to stock exchanges and
to their members and to other persons, except upon the conditions set

forth in the bill.

In view of the conclusion of a majority of the committee referred

to, that the enactment of the bill now under consideration is within
the power of Congress, we shall not at this time enter upon a discus-

sion of its constitutionality, but shall content ourselves with express-

ing the opinion that Congress has never yet gone so far as it is pro-

posed in this bill to go to accomplish a purpose by indirection, and
that it is at least doubtful wjhether it has power to deny the use of
the mails, telephone, and telegraph service to a voluntary association

of persons transacting an unquestionably lawful business, while per-'

mitting the use of such facilities by other persons doing the same
business through the medium of a corporation.

We should like, however, to refer to a very able discussion of the

question by Prof. Lindsay Kogers, of Johns Hopkins University, en-

titled, " The extension of Federal control through the regulation of

the mails," in the November, 1913, number of the Harvard Law Re-

view, page 27, in which the conclusion is reached that the bill now
under consideration (S. 3895) would, if enacted, be unconstitutional.

With this conclusion we agree.

Passing, then, the question of the constitutionality of such legisla-

tion, if enacted, we shall discuss the several provisions of the bill

upon their merits. The first condition, in the absence of compliance

with which the use of the mails and the interstate use of telephone

and telegraph system for communication is denied, is that the stock

exchange must be " incorporated under the laws of the State or Ter-

ritory in which its business is conducted," and that " the charter and

by-laws of such exchange, or the law under which it is organized,

shall contain regulations and prohibitions satisfactory to the Post-

master General." The question whether or not stock exchanges should

incorporate would seem to be a matter peculiarly within the prov-

ince of the several States to determine, for the Federal Government

has no exclusive power to enact legislation under which an exchange

may incorporate, and there are a great number of States in the

United States which have no laws under which a stock exchange

could incorporate.^
585



586 EEGULATION OF THE STOCK EXCHAKGE.

A bill was introduced at the regular session of the New York
Legislature in 1913 (S. Int. No. 761, A. Int. No. 1016) to compel
stock exchanges, among other things, to incorporate, and after pass-

ing the assembly was reported adversely and defeated in the senate,

after numerous and full hearings had been held and the arguments
of the proponents and opponents of the bill had been given the widest
publicity. The bill failed of passage not because defective and inade-

quate, but because the legislature refused to indorse the principle

of compulsory incorporation. The legislature, through its action,

in effect declared that it is not a part of the public policy of the

State of New York to prohibit persons from forming voluntary asso-

ciations to afford facilities for the purchase and sale of securities,

nor to require persons wishing to transact such business to incor-

porate.

Then, too, it is at least a serious question whether such incorpora-

tion would not greatly impair the disciplinary powers of stock ex-

changes, and it may be well briefly to remind this committee that

many provisions of the constitution and by-laws of the two stock ex-

changes situated in New York City enforce a far higher degree of

ethical business conduct than is required by the laws of the States,

and provide for a just and summary settlement of business differences

between members. Our criticisms, therefore, of the proposition in

effect to compel stock exchanges to incorporate is confined to (1) the

belief that the matter is one to be dealt with by the State in which
the exchange is situated and (2) the belief that incorporation would
probably to some extent impair the exchanges' disciplinary powers.

We do not, however, go so far as to say that compulsory incorpora-

tion would otherwise greatly hamper the proper activities of stock

exchanges, nor that incorporation would be harmful or burdensome
otherwise than as stated.

This subject was thoroughly examined into by Gov. Hughes's com-

mittee, and resulted in the following report to the governor on June

7, 1909, which we think is entitled, because of the high standing of

the individual members of the committee and the thoroughness of

iheir investigation, to great weight:

We have been strongly urged to recommend that the exchange be incorpo-

rated, in order to bring It more completely under the authority and supervision

of the State and the process of the courts. Under existing conditions, being a

voluntary organization, it hns almost unlimited power over the conduct of Its

members, and it can subject them to instant discipline for wrongdoing, which it

could not exercise in a summary manner if it were an incorporated body. We
think that such power residing in a properly chosen committee is distinctly

advantageous. The submission of such questions to the courts would involve

delays and technical obstacles which would impair discipline without securing

any greater measure of substantial justice. While this committee is not en-

tirely in accord on this point, no member is yet prepared to advocate the incor-

poration of the exchange, and a majority of us advise against it, upon the

ground that the advantages to be gnined by incorporation may be accomplished
by rules of the exchange and by statutes aimed directly at the evils which need

correction.

We should, perhaps, here mention that the statement in section 7,

on page 37, of Mr. Pujo's committee's report, that the Consolidated

Stock Exchange is incorporated, is erroneous. Its building is owned
by a corporation, but the exchange itself is a voluntary association

whose legal statute as a voluntary association is exactly the same as

that of the New York Stock Exchange.
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The provisions of section (a), subdivisions 1 and 2 thereof , and of
section (&), beginning on page 2, line 17, and ending on page 4, line

13, are objectionable to the Consolidated Stock Exchange of New
York in the extremej and we are convinced that their effect, if en-
acted, would be to bring about a ruinous result to such exchange and
to other stock exchanges entirely beyond the contemplation or de-
sire of any member of this committee.
The provisions referred to require that before any securities shall

be listed or dealt in on any exchange there shall be filed with the
secretary of the exchange a statement of the corporation issuing such
securities, setting forth in very great detail the financial condition
and transactions of such corporation. If the exchange had the power
to compel all corporations whose securities were dealt in upon its

floor to file such reports there could be no possible objection to these
provisions of the bill—provided it be assumed to be a proper subject
for Federal regulation—and we wish, to be understood as favoring
the fullest measure of publicity with respect to the condition of the
important corporations whose securities are offered to the public for
investment. We believe that the idea that directors are the only per-
sons entitled to intimate knowledge with respect to the condition
of corporations whose securities are largely held or dealt in by the
public is outworn and unjust and tends to facilitate frauds upon the
public. Any appropriate means for securing the fullest publicity

with respect to the affairs of such corporations will at all times have
our very hearty indorsement. It is submitted, however, that it is

not just to a stock exchange or to its members to compel it in effect

to prohibit its members from dealing in securities of a corporation

entirely beyond the reach of any compulsion which could be exer-

cised by the exchange or its members to secure such reports.

Our chief objection to these provisions arises, however, from a con-

dition of affairs which makes them peculiarly dangerous to the Con-
solidated Stock Exchange of New York. For instance, the United
States Steel Corporation, the Lehigh Valley Railroad Co., and
numerous other large corporations whose stocks are dealt in on both
exchanges freely accept from any New York Stock Exchange house,

irrespective of its financial standing, its guaranties of the genuine-

ness of indorsements of stock certificates and upon such guaranties

freely make transfers. The Consolidated Stock Exchange offered

these corporations and others the guaranty of the exchange itself

and exhibited a statement showing over $370,000 of assets above

liabilities—a considerably better showing than could probably be

made by many of the New York Stock Exchange houses. Notwith-

standing this offer, the corporations referred to still require a no-

tarial acknowledgment as a condition precedent to transferring their

stocks at the solicitation of a Consolidated Stock Exchange house,

thus imposing extra expense and, in many cases, considerable delay

where stocks arrive from out-of-town branch houses for transfer

Avithout such acknowledgment. It would be idle to multiply the in-

stances of oppression and obstruction, in spite of which the Consoli-

dated Stock Exchange of New York has done and is doing a large

and increasing business. If, however, the provisions of section (a),

subdivisions 1 and 2, and section (i) were enacted, the result would
be the legalization of a monopoly in trading in securities.
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Should the larger corporations, or only a very few of them whose
securities are most actively dealt in, determine to effect such a monop-
oly, they would be furnished an effective legal means of closing the

doors of the Consolidated Stock Exchange, and e^'ery other stock

exchange against which they might desire to discriminate. How
simple a matter for the four or five corporations in whose securities

the bulk of trading on both exchanges takes place to file their re-

ports with the secretary of the New York Stock Exchange, for in-

stance, and to refuse to file them with the secretary of the Con-
solidated Stock Exchange, or any other stock exchange. If such

action were taken by three corporations alone, the United States

Steel Corporation, the Reading Co., and the Union Pacific Railroad
Co., the Consolidated Stock Exchange would have to cease doing
business, and its members, not possessed of from $50,000 to $9.5,000

wherewith to buy a seat on the New York Stock Exchange, would

—

many of them well along in years—be obliged to commence their

business lives anew in some other employment.
If the Federal Government could place in the hands of all stock

exchanges equally a weapon whereby they could compel uniform
treatment, so that a corporation filing the reports required by sec-

tions (a) and (b) of this bill with the New York Stock Exchange,
would under severe penalties, be compelled also to file it with all the

other stock exchanges, at the same time, we should, as believers in

the fullest publicity with respect to corporate affairs, have no criti-

cism or complaint, but after careful consideration and consultation,

we are of opinion that the Federal Government is without power to

bring about such a result, and, therefore, earnestly urge that no such

provisions as those contained in sections (a) and (b) of the bill be

enacted, for we are confident that they would be promptly used to

bring about utter anjiihilation to the business of the Consolidated

Stock Exchange and its members, and to the business of other ex-

changes in ether cities, and their members.
Substantially similar provisions were contained in a bill intro-

duced in the New York State Legislature during the session of 1913

(Senate Int. No. 811, Assembly, Int. No. 1113), but after hearings

at which it was fully shown that the exchanges were without means
to compel foreign or even domestic corporations to file reports, and

that many corporations were indifferent as to whether or not their

secuiities were listed or dealt in on the two stock exchanges located

in New York City, and because of the injustice investors would suf-

fer from a prohibition of such trading, the bill failed of passage in

both branches of the legislature. We confidently submit that pubhc-

ity with respect to the aff'airs of corporations can onh^ be brought

about justly by requiring the corporations themselves to file such re-

ports, as a condition of doing interstate business and that to penalize

exchanges or members and investors generally for the failure of the

corporations to file their reports, is a manifest injustice, and tends

directly to promote and legalize monopoly.
Section (c) of the bill, page 4, lines 14 to 23, is doubtless aimed at

arbitrary action by a stock exchange in striking securities from the

list and prohibiting dealings therein, except after notice to the secur-

ity holders who might be injuriously affected l^y such action, since

striking a security from the list often gives it a bad reputation,

which involves a decline in market price and always curtails its
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market. We submit, however, that it is impossible to point to any
mstances of improper or arbitrary action o± any stock exchanges in
striking securities from their lists in the past. Moreover, it is the
natural human motive of the governors of every exchange to in-
crease the business done on their respective exchanges, and to strike
securities from the list naturally produces exactly the opposite
effect.

Then, too, the power to strike securities from the list speedily, and
not after review by the courts, and notice (which would have to be by
publication, widespread, and for a substantial period in the case of
holders of bonds, payable to bearer, of whose names and addresses
the corporations issuing such bonds are necessarily ignorant), is
absolutely essential, if the very worst abuse which can be brought
about upon a stock exchange, namely, a " corner " is to be prevented.
Obviously the greater the number of shares of stock issued and out-
standing the more difficult it is to bring about a corner, and con-
versely, the fewer the number of shares the greater the ease with
which a corner may be engineered and successfully operated. We do
not wish now to be understood as sympathizing solely with specu-
lator, who may have sold short a stock they do not own and found
themselves utterly unable, because of the corner, to repurchase it

except at ruinously high figures. Rather are we considering the in-
vesting public generally, which is always affected by a radical un-
settlement of the market. Every corner in a given stock results in
every other stock being thrown overboard for whatever it will bring.
Everyone who remembers the Northern Pacific corner of 1901, in
which that stock, paying 7 per cent with a par value of $100, rose in

a day to over 10 times par, or over $1,000 per share, while all other
active stocks, hurriedly thrown overboard by the brokers carrying
them in order that they might settle their short contracts in North-
ern Pacific, lost enormously in market value. Under such circum-
stances there is widespread calling of demand-bank loans made to

persons owning the collateral outright and not in any way identified

with the stock market or the corner, with resultant ruin to them if

they can not instantly take up their loans or furnish enough addi-
tional collateral.

Without entering at undue length into various forms of corporate
reorganization, which bring about scarcity in the number of out-

standing shares of listed securities, we will cite one case illustrative

of the necessity for leaving in the governing body of a stock ex-

change the power promptly to strike a security from its lists and
prohibit trading therein. The A corporation (whose stock is worth
$300 per share) and the B corporation (whose stock is worth $200
per share) agree to combine their interests forming together the C
corporation, and three shares of stock in the C corporation are

offered to the holder of one share in the A corporation, and two
shares of stock in the C corporation are offered to the holder of one
share in the B corporation in exchange for the stock of the A and
B corporations. The stocks of the A and B corporations have been
listed before they combined. The exchange for C company stock

seems to be advantageous, and a great majority of the stockholders

of the A and B corporations avail themselves of the opportunity to

make it, but a small number do not. To permit the stocks of the A
and B corporations under such circumstances to continue to be
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traded in and to be listed is to make it easy for unscrupulous persons
to bring about a corner in either stock, only a very few shares of
which remain unexchanged and outstanding. It goes without say-
ing that no lawmaking body would intend to bring about any such
result as facilitating corners, but the provisions of this bill requiring
notice to security holders and permitting review by a court of com-
petent jurisdiction as a condition precedent to strikmg such securities

from the list and prohibiting trading therein would inevitably have
that effect. Nor can we perceive any public necessity for such a pro-
vision of the law in the absence of proof of improper summary strik-

ing of securities from the list in the past. If such practices have
been indulged in we are not aware of the fact.

With respect to section (d), which is found at page 4, line 24:,"to

page 6, line 5, there can be, it seems to us, no criticism if once the
principle that the matter is one calling for Federal legislation and
regulation be accepted. Artificial manipulation of securities is

wrong; neither the exchanges nor their members defend such prac-

tices, but, on the contrary, they are severely penalized under the pro-

visions of the constitutions and by-laws of legitimate exchanges gen-

erally. Fictitious transactions, matched orders and wash sales, and
all other means employed to effect manipulation are equally inde-

fensible and are prohibited and penalized by the exchanges them-
selves. It has never, however, been the belief of the governors of

the- Consolidated Stock Exchange that exchanges should be left ex-

clusively to penalize such conduct, and that the penalties against

members provided by the exchanges themselves for conduct their

constitutions and by-laws condemn should be exclusive. On the con-

trary, the Consolidated Stock Exchange of New York appeared on
several occasions before the New York Senate and Assembly codes

and judiciary committee in support of a bill prohibiting fictitious

transactions, manipulation, matched orders, wash sales, etc., which
became a law at the last session of the legislature (Laws of New
York, 1913, ch. 254).

Section (e) apparently aims to prohibit the practice now gen-

erally prevailing among brokers of obtaining their clients' permis-

sion to hypothecate with banks securities purchased on margin for

the account of such customers. It is obvious that if such hypotheca-

tion were absolutely prohibited, notwithstanding the customer's as-

sent thereto, the business of all but the very few extremely large

brokerage and banking houses would be so curtailed as to become

wholly unprofitable, for the broker requiring a 10 or 20 point margin

of his customer would be obliged himself personally to loan the cus-

tomer 90 or 80 per cent of the market price of the stocks purchased

on margin and could not use stocks so purchased as collateral in se-

curing the money to loan his customer. Upon its face, the provision

of section (e) that a broker must not hypothecate his customers

securities for any amount in excess of the sum at the time owing

thereon appears attractive and would seem in principle to work out

a high degree of justice. If it were practicable it would hardly be

open to criticism, for when a brokerage house becomes insolvent it

is undoubtedly a very great hardship for the customer to appear

at the broker s office, tender in cash the full amount he owes the

broker, and learn that his stocks have been mingled with those of

bmidreds of other customers and hvDothecated en masse with a bank,
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which, as an innocent pledgee for value, has the legal right to hold
them for the entire indebtedness due from the brokerage house
to the bank. In principle, then, a requirement such as we are now
considering would appear to be desirable, and we should perhaps
here state that section 13 of the report of Mr. Pujo's committee, ap-
pearing at page 42, seems to be a correct statement of the subject of
hypothecation of customers' securities. Let us, however, go a step
further and examine the practical working out of such a requirement.

It would necessitate either that the broker make a separate loan in

connection with each separate transaction for each separate customer
or that the broker effect with the banks with which he does business
an agreement whereby, although a loan of a large amount be made to

the broker, the collateral of each customer be kept in separate en-

velopes with the amount due from the customer to the broker on
account of the purchase of each separate stock or bond for each cus-

tomer marked thereon, the bank agreeing to release such collateral

upon payment to it of the amount due from the customer to the

broker. The latter would obviously be the least burdensome form of

transaction ; and for the purposes of illustration we shall adopt this

method in discussing the practical working out of the requirement in

question, and shall not discuss the unwillingness of the banks to do
business on this basis, because of its impracticability.

Let us assume that A, B, and C are customers of a broker, and
require him to purchase for them, respectively, 15, 35, and 50 shares of

United States Steel common. The broker purchases this stock from
another broker, and a certificate for 100 shares is a good delivery, and
delivery is made on the day following the execution of the orders,

and, necessarily, a certified check is demanded in return for the stock.

The broker must in this case either have cash of his own on hand or

immediately obtain a loan on the stock at his bank. It will take him
at least another day, and in many cases two days, to procure the

certificate to be broken up and transferred into 15, 35, and 50 share

certificates, and the broker from whom he has purchased can not be

required to wait even an hour for payment. It may be suggested

that it will be a simple matter for the broker to place the 100

share certificate in an envelope and deliver the same to his bank with
the names of A, B, and C thereon, and the amounts owed by each;

but suppose that A decides in a day or so to sell his 15 shares, while

B and C prefer to carry their 35 and 50 shares, respectively, for

longer periods. The broker will necessarily be compelled, in order
to break up the certificate, to withdraw the entire 100-share certificate

from the custody of the bank and to reduce his loan by the amount
the bank was willing to loan on the entire 100 shares. None but half

a dozen or so extremely powerful financial houses could possibly

transact business on this basis, and, far from facilitating proper busi-

ness transactions, such a requirement would further the very condi-

tion Mr. Pujo's committee most earnestly criticizes, namely, concen-

tration of control of capital, credit, and financial business in the

hands of a few large banking houses.

Let us examine another case. A deposits with his broker $10,000,

intending to purchase stocks from time to time on margin. He opens

the account with the purchase of 100 shares of United States Steel

preferred at 110, and the broker places this with his bank in an
envelope marked with A's name and a statement that A owes $1,000
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thereon. Thereafter A gives an order to purchase 100 shares of
Brooklyn Eapid Transit at 90, and thereafter 100 shares of American
Cotton Oil at 40. His account is still amply margined, but the
broker is required arbitrarily to determine how much money A owes
on each particular purchase, a subject he can not possibly agree upon
with A in time to readjust the loan unless A is personally present in

the broker's office. Moreover, almost very broker permits his cus-

tomer a drawing account, and every time A withdraws any amount
from the broker the latter must go to his bank and arbitrarily reap-

portion the amoujit A owes him on the several stocks carried for A.
Then, too, most corporations pay quarterly dividends, which on

stocks carried on margin are received by the broker and credited to

A's account. Each time a dividend is received the broker must rush
to the bank and again readjust and reapportion the amounts actually

due from A to the broker. Ten thousand dollars is the customary
and fairly conservative margin for 10 different lots of stock of 100

shares each, the usual unit traded in on the New York Stock Ex-
change, and it is the usual and customary margin for 100 different

lots of stock of 10 shares each, which is the customary unit traded in

on the Consolidated Stock Exchange. Let us assume that each of

these hundred different corporations pays quarterly dividends, most
of them upon different dates, and we then see that the Consolidated

Stock Exchange broker is required to make about 400 separate trips

to the bank on account of his dividend receipts for A alone in the

course of a single year and an additional trip each time A buys or

sells a security or receives a check charged to his account. No broker

could possibly afford to do business on a commission of one-eighth

of 1 per cent on such a basis as this.

It would seem to us that there is nothing inherently wrong in per-

mitting an adult who understands the plain meaning of words in the

English language to contract expressly with his broker that the

broker may hypothecate securities purchased on margin, and while

it is true that there is no provision in the Constitution of the United

States prohibiting Congress from enacting legislation impairing the

obligation of contracts, there is an express provision prohibiting the

several States from enacting such legislation (United States Consti-

tution, Art. I, sec. 10). Contracts are now very generally in force

permitting brokers to hypothecate from time to time all securities

purchased on margin for their customers. We submit that it is of

at least very doubtful expediency for Congress to undertake to im-

pair the obligations of such contracts in a manner expressly pro-

hibited to the several States.

No question of public policy would seem to be involved in connec-

tion with these private contracts between the broker and his cus-

tomer, for, if the customer is unwilling to assent to the hypotheca-

tion of securities he purposes to purchase on margin, and it we as-

sume that he is unable to obtain the execution of his orders by any

broker except on condition that he assent to such hypothecation, it

will be a very simple matter for him to arrange to make a loan at

his bank with the securities he intends to purchase as collateral, and

pay the broker on account of such purchase the amount he would
otherwise be required to deposit with him as margin, and thereupon

order the delivery of the securities by the broker to the bank. In

that event the final shape of the transaction will be that the pur-
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chaser owes the bank an agreed sum, and the bank holds the stock
as collateral for the repayment of that sum only. The only disagree-
able consequence will be that the bank will, in most cases,' be unwill-
ing to loan more than 80 per cent of the market value, while a broker
exacting a 10-point margin, in effect, loans his customer 90 per cent.
Then, too, the bank will probably scrutinize the character of the
securities more critically than would the average broker. Many per-
sons, especially those contemplating protracted absences, do, in fact,
to-day transact their stock-exchange business directly with their
banks in the manner just described, and it is certainly open to all

persons objecting to the hypothecation of their securities to do so.

As it is, the business of brokerage suffers considerably from the
large fluctuations in the volume of transactions from month to month
and from year to year, and in dull times the brokerage houses find
themselves largely oversupplied with clerical assistants, and in an
active market forced to some extent to overwork their clerical assist-

ants. If the provisions of section (e) of this bill were enacted, it

would necessitate at least trebling or quadrupling the clerical force of
brokerage houses and adding enormously and unreasonably to their
fixed expenses. Indeed, it is not an exaggeration to say that such a
provision if enacted would drive scores of brokerage houses to the
wall in a period of protracted inactivity, such as the market has just

gone through and is to some extent still going through, and would
result in the survival of only a few of the largest houses.

The purposes of section (/) of the bill is in effect to prohibit what
is known as short selling, inasmuch as if the seller can not borrow
stocks for delivery he must have the securities in his actual possession

before selling them. This provision is therefore somewhat incon-
sistent with section 16, found at page 52, of Mr. Pujo's committee's
report, in which it is said, " that it is enough to say that there seems
no greater reason for prohibiting speculation by way of selling se-

curities in the expectation of buying them back at lower prices than
by way of purchasing them in the expectation of at once reselling

at higher prices." In other words, the committee has found that
5hort sales rest on the same footing as purchases on margin, and
that the one can not be separated from and is no more harmful than
the other. In this connection it may be well to refer to the findings

of the commission appointed in 1909 by the then governor of the

State of New York and now United States Supreme Court Justice

Hughes. The chairman of this committee was Horace White, and
the other members were Charles A. Schieren, David Leventritt,

Clark Williams, John B. Clark, Willard V. King, Samuel H. Ord-
way, Edward D. Page, and Charles Sprague Smith. In other words,

the committee was made up of representative merchants, jurists,

bankers, and publicists, serving without compensation, and with pub-
lic service as its sole object. This committee unanimously reported

on June 7, 1909, with respect to short selling as follows

:

We have been strongly urged to advise tlie prohibition or limitation of short
sales, not only on the theory that it is wrong to agree to sell what one does not

possess, but that such sales reduce the market price of the securities involved.

We do not think that it is wrong to agree to sell something that one does not
now possess but expects to obtain later. Contracts and agreements to sell,

and deliver in the future, property which one does not possess at the time of

the contract are common in all kinds of business. The man who has " sold

30578—14 38
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short " must some day buy in order to return the stock which he has borrowed
to malie the short sale. Short sellers endeavor to select times when prices
seem high in order to sell and times when prices seem low in order to buy,
their action in both cases serving to lessen advances and diminish declines of
price. In other words, short selling tends to produce steadiness in prices, which
is an advantage to the community. No other means of restraining unwarranted
marking up and down of prices has been suggested to us.

Moreover, as pointed out by this committee, a law to prevent short
sales is readily susceptible of being used for the purpose of protecting
syndicates, which are loaded down with certain securities, which they
have been unable to distribute to the public, and it would prevent the
very thing which an open market, such as a stock exchange, is de-

signed to secure, namely, a ready market for a large number of securi-

ties at or near their actual value, as determined by the financial status

of the particular corporations and the law of supply and demand
with respect to their securities. The manufacturer sells the product
of his own loom or factory long before it is made, taking the chance
that the raw material will not advance sufficiently before completion
of the product to show him a loss ; the farmer sells his crop before it

is harvested ; the planter sells his cotton before it is picked ; the con-

tractor sells the labor and material stipulated in his contract " short

"

the moment he signs a contract.

Moreover, if the provisions of section (/) should be enforced, the

result would be the closing of such foreign markets as those of France,
Holland, Germany, and England to American securities, after the

conservative efforts of years to build them up. Hundreds of millions

of dollars of stocks and bonds of American corporations are now
held abroad, and these nations, already thoroughly developed, are

saving, lending, and investing nations, while our country, as yet

largely undeveloped, is, and must for many years to come be, a bor-

rowing nation. Let us examine for instance such a case as the recent

unfortunate receivership of the St. Louis & San Francisco Railroad

Co., which has done more than anything else in recent years to shake

the confidence of foreign investors in American securities. Shortly

after the flotation abroad of a large issue of its bonds, when the re-

ceivership was first rumored, many of the more cautious foreign

banking houses sold and advised their customers to sell the stocks

and bonds of the railroad, and after the receivership became an ac-

complished fact a flood of selling orders came over the cables. If

the provisions of section (/) of this bill had been in force, no broker

could have loaned securities of the Frisco system pledged with him,

and when the small supply of these securities owned outright by the

brokers themselves, which would be the broker's only source of sup-

ply under the provisions of this section, became exhausted, no broker

could execute his foreign customers' selling orders until the actual

arrival of the securities themselves, 8 or 10 days after the cabled order

to sell. No one can believe for a moment that the foreign investor

would willingly place himself in a situation where his cabled orders

to sell could not be executed within a few minutes of their transmis-

sion, or would be willing that the domestic investor have the ad-

vantage of being able to sell 8 or 10 days before it would be possible

for the foreign investor to do so.

What we have said above with respect to section (e) of this bill in

connection with the right of an adult to contract with his broker for

the hypothecation of securities applies equally to the provisions of
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section (/). No one is compelled to deal with a broker against his
will. If he IS unwilling that his securities be hypothecated or that
they be loaned, he may make his purchase through his bank, the only
detrnnent to him being that his bank will very probably demand a
greater " equity," as the bank calls it, than the broker would " mar-
gin," as he calls it, and the bank will not of course sell any securities
short for him.
The very active stocks of the larger corporations, which are traded

in on the two exchanges in New York City, may be chiefly divided as
to their custody into the following groups

:

(A) Those held for investment by individuals, insurance companies, financial
Institutions, and other similar corporations, which stocks are held in the name
of the owner and are never loaned for any purpose

;

(B) Those (by far the largest class) held in customers' accounts, the cus-
tomers either intending a more or less speedy resale or an ultimate outright
purchase; and

(C) Those (by far the smallest class) owned outright by brokers.

Naturally enough it is only the very large and wealthy banking
and brokerage houses that own substantial amounts of active secu-
rities outright, and they do, of course, make a practice of loaning
them. If, however, the provisions of section (/) of this bill were
enacted into law, they would in effect prohibit all but the very large
houses from making short sales, and would thus not only tend to

create monopoly and curtail legitimate competition in the brokerage
business and greatly narrow the markets for American securities,

but would practically give the large and wealthy houses the sole priv-

ilege of making short sales, and would for this reason throw what,
if anything, would be left of the foreign business wholly into their

hands. It is submitted that there is no public demand for such a

result, and that brokers ought to be left free to contract with their

customers with respect to loaning securities held on margin or as

collateral to secure debit balances in their accounts. A law was en-

acted by the State of New York last year (Laws of 1913, chap. 500)
making it a felony to pledge securities so held for an amount in ex-

cess of the lien held by the broker, or otherwise disposed of them,
in the absence of the customers' consent, and we appeared in support
of it at the time the bill was pending. We submit that that law
is an adequate enactment on this subject.

With respect to the provisions of section (g), it should be said at

the outset that all members of stock exchanges and legitimate brokers

generally, do now keep full and accurate books of account of all

uieir transactions, which do contain the actual names and trans-

actions of their customers, with all the other particulars specified in

section {g) save only " the serial numbers of all securities, or of the

certificates representing the same," and such books and records are

now open to the inspection of the officers of the respective exchanges

and agents designated by them to examine such books and records.

Therefore, brokers could hardly object to the enactment into law of

such a requirement, except that as to the serial numbers. Indeed,

substantially similar requirements as to delivery of memoranda to

customers are contained in a New York statute (Laws of 1913, chap.

593). However, it would be practically impossible for a broker to

keep the serial numbers of all certificates representing transactions

made by him, as it would wholly destroy the clearing houses operated
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in connection with such exchanges. To destroy the clearing houses
of the exchanges would be just as reasonable as to destroy the clear-

ing houses of the banks and other financial institutions in the various
cities of the United States, and to require such banks to pay actual

cash upon every check presented to them.
This point may be illustrated by taking a typical transaction in an

active stock. A sells 1,000 shares of steel common to B ; B sells 500
shares to C, 300 to D, and 200 to E, who in turn sell to others, who
in turn again sell to still others, and at the close of the day's businessZ
has purchased 1,000 shares more than he has sold. Every inter-

mediary between A and Z turns in his clearing-house sheets and
settles on the basis of the prices at which he has purchased and sold,

some probably being entitled to a profit for their own or their cus-

tomer's account, as the case may be, and others probably being re-

quired to make good a loss. When the clearing house has eflFected the

settlement the fact is developed that A must make delivery to Z of

certificates representing the 1,000 shares of steel. The only parties

who will know the serial numbers of the certificates are A and Z and
the broker from whom A borrows the stock for delivery to Z. To
require the serial numbers to be kept by the intermediaries is in effect

to require delivery or exhibition of the actual certificates to each
intermediary, and to do away with the tremendous and important
agency promoting efficiency, rapidity, and economy in stock-ex-

change transactions, namely, the clearing house. We regard the pro-

visions of sections (g) as unreasonable and not called for by any
unwholesome business situation or public demand, and as involving

a marked step backward, in the abolition of the excellent service

rendered by clearing houses, and we trust that it will not be enacted.

In this connection Gov. Hughes' committee said

:

It has been suggested to us that there should be -a requirement, either by law
or by rule of the stock exchange, that no one should sell any security without
identifying it by number or otherwise. Such a rule would cause great practical

difficulties in the case of securities not present in Kew Tork at the time when
the owner desires to sell them and would increase the labor and cost of doing
business. But even if this were not the effect, the plan contemplates a restric-

tion upon short sales, which, for the reasons set forth above, seems to us
undesirable.

The provisions of section (A), in effect, require a broker receiving

an order from his customer to purchase stock to exact " from the cus-

tomer a partial payment in cash of not less than 20 per cent of the

market price of such stock." Let us examine the practical effect of

&uch a requirement. A customer desiring to speculate in the lower

priced securities of little market or intrinsic value, orders his broker

to purchase 100 shares of Wabash common, believing perhaps that

the assessment in reorganization will not be as heavy as generally

expected and that the transaction will show him a profit. The stock,

whose par value is $100, sells at $3 per share, and the broker in such

case is not required to exact from his customer a margin of more than

60 cents per share, or three-fifths of one point. If the assessment

should prove to be heavier than generally expected, or if a large

holder decides to liquidate his holdings, the market value of the stock

may go down almost to the vanishing point. A prudent customer, on

the other hand, desires to purchase such a stable investment secur-

ity as Great Northern preferred, selling at about 140. The broker



EEGULATION OF THE STOCK EXCHANGE. 597

in such case is required to exact of him a minimum deposit or margin
of $28 per share, or 28 points. To state such a proposition is enough
to demonstrate its inherent fallacy.

It is rarely through slim or weakened margins that a broker or his
customers suffer, for it is to every broker's advantage to require that
all his customers' accounts be adequately margined. It is through
unwise and over-extended speculation on some one customer's account,
or at times on his own account, that the broker and his customers
suffer, and it must be said in all fairness that instances of such failures

are rare, and that in all human transactions the personality, honesty,
and reliability of the person with whom one contracts is a large
factor in the ultimate result. Every commercial or mercantile estab-

lishment is willing to accept telegraphic orders to purchase or sell

commodities for the account of certain customers residing at con-
siderable distances from its place of business, and is utterly unwilling
to execute the same kind of transactions for other persons similarly
situated, and the factor of personality, honesty, and reliability (neces-

sarily gauged in most instances from Bradstreet or Dun, when pre-
vious experience is lacking), is the sole determining factor in the
question of whether or not such orders shall be executed. The situa-

tion is the same with respect to brokers, and we respectfully submit
that there is no occasion whatever for requiring that brokers adopt a
uniform and stringent rule that one-fifth of the market value of any
security purchased for the account of a customer be deposited with
them. In many instances where a broker does not consider a would-
be customer entitled to credit or possessing a good character, or where
he wishes to purchase a stock with a bad market record, the broker
will not do business with him on a deposit or margin of one-fifth of
the market value of the security, and in other cases where the cus-

tomer is entitled to credit, or where the stock is a stable investment
issue, the broker is willing and should be able in his sole discretion to

accept a deposit of less than one-fifth of the value of the investment
stock, or to execute a telegraphic order and accept a telegraphic
assurance that a check representing adequate margin has been or is

about to be mailed to the braker. Almost all foreign business and
the greater part of the out-of-town domestic business is transacted
in this way, and we earnestly and respectfully submit that there is

neither public demand nor economic necessity for such unreasonable
hampering of a broker's business judgment as is proposed in section

(A) of this bill. If such a theory be applied to the business of buying
and selling commodities, contracting and the giving of credit in de-

partment stores, for instance, it becomes at once absurd.

What is there in the business of brokerage which requires such
undue and unwholesome restriction, and if such restriction ought to

be required in the brokerage business, why not restrict the judgment
of a banker as to the amount he will be permitted to loan upon stocks,

and require him at all times to loan no more than 80 per cent of the
value of a stock? In such a case we should find the supposititious

banker in this situation : He is permitted to loan A & Co. $1,000 on its

unindorsed promissory note, but if A & Co. desires to secure the

banker by depositing with him as collateral 10 shares of Southern
Pacific, selling at par, the loan, though much better than before from
the banker's standpoint, must promptly be called or reduced to $800.
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Indeed, any attempt to inforce such a provision as that now under
consideration would almost inevitably result in transferring from the
stock exchanges and brokerage houses to the less conservative banks
and trust companies a large part of the volume of transactions in

securities, and would make it next to impossible for the small investor,

having no banking connections and desiring to purchase good invest-

ment securities, to do so, unless he could immediately pay down one-
fifth of their value, while the financially strong, having banking con-

nections, could make any agreement for such purchases which they
and their banks might choose to enter into.

The first part of section (i), from lines 15 to 19, on page 6, pro-

hibits listing or dealing in securities of any corporation whose char-

ter or by-laws do not expressly prohibit short sales of the securities

of such corporation by any officer or director. We do not wish
to be considered as defending for a moment short sales by directors

or officers (which might often be based on inside information not
available to others), and we should welcome appropriate laws ex-

pressly prohibiting directors and officers from making such short

sales of stocks of corporations on whose boards they sit, and requir-

ing corporations by appropriate action in so far as possible to pro-

hibit officers and directors from so doing. We do wish, however, to

suggest that it is hardly fair to seek to check such transactions by
indirection to the extent of prohibiting stock-exchange members from
dealing in the securities of any corporation, unless its charter or

by-laws, over which they can not possibly exercise control, prohibits

short sales by officers and directors. Many of the corporations whose
securities are dealt in on the stock exchanges are indifferent to

whether or not their securities are listed, and no such corporation is

within reach of disciplinary or coercive power of the exchanges. It

is submitted that such a provision as this should take the form of a

law applicable directly to the corporation and its officers and direc-

tors, and that stock-exchange members should not be penalized for

the former's misdeeds, over which they have no control.

What we have just said with respect to the proper method for

prohibiting short sales by directors and officers applies, of course,

equally to the remainder of section (^) ; but we have one further com-
ment to make on the provisions contained in lines 19 to 24, of page 6,

and lines 1 to 3, on page 7, which, in effect, prohibit even an outright

purchase for cash or a sale of securities already owned by officers or

directors, except upon condition that the officer or director wishing

to make the purchase or sale disclose his intention by previous writ-

ten notice given to the directors and " entered upon the minutes of the

meeting." We are at a loss to understand what good purpose could

be served by establishing such a practice, and we can readily see that

it would be out of the question to convene the board of directors, let

us say, of the United States Steel Corporation, every time a director

or officer desired to purchase or sell 100 shares of stock of that cor-

poration.

Moreover, it is a very serious and manifest injustice to require an

officer or director to disclose his intention with respect to bona fide

outright sales or purchases, because his fellow directors could in a

great many cases run the price up or depress it, as the case may be,
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and make the disclosure of intent to purchase or sell cost the officer
or director making such disclosure a large sum of money. If the
disclosure of outright purchases and sales by officers or directors be
deemed necessary or advisable, it is submitted that it should be suffi-

cient if the transaction were required to be reported to the secretary
on the same day on which it was made and by the secretary to the
next meeting of the board of directors, and,' if deemed advisable,
that the secretary post the notice immediately on its receipt in the
general offices of the corporation.
Perhaps we should also point out that the provisions with respect

to such notice, as now framed, would permit of wholesale evasion,
for a director might keep constantly on file and entered upon the
minutes of the meeting a notice of his intention to purchase or a
notice of his intention to sell, as the case may be, or both such notices,

and have the same entered on the minutes, for there is no power
whereby the director having once formed an intent to buy or sell can be
compelled to carry such intent into effect at a given time or at any
time. A notice that a purchase or sale had, in fact, been made would
be far more useful. In any event such legislation as this should be
directed against the corporation and its officers and directors and
not against the stock exchanges and their members, who are not
parties to and have no control over the transactions condemned in
this section of the bill.

We trust that we have made our attitude in the matter clear.

We have never adopted the arrogant position that stock exchanges
should have exclusive jurisdiction over their members, and that
when such members do wrong the penalty of suspension or expul-
sion, with consequent disgrace in the business community, should be
the only penalty. A lawyer who embezzles his client's moneys is

disbarred and is ever afterwards forbidden to practice his profession,

but this fact does not save him from the penalties of the criminal

law. Brokers who act dishonestly toward their customers are sus-

pended or expelled from stock exchanges and suffer such disgrace

in the business community as is fatal to success and reputable stand-

ing thereafter, but we have never believed that such brokers' acts

should not also be penalized by the criminal law. On the contrary, we
have appeared actively in support of all measures properly designed

to effect that end. We do, however, maintain that the enormously
important and intricate system of dealing in securities through stock

exchanges and their members ought not to be the subject of legisla-

tion which would unduly hamper or restrict stock exchanges or
brokers in the transaction of legitimate business, without any cor-

responding benefit to the public. Germany's experience with such
legislation, which was repealed on April 9, 1908, is the subject of

an article in the Yale Eeview for May, 1908, by Prof. Henry C.

Emery, and is also adverted to in the report of Gov, Hughes's com-
mission of June 7, 1909, in which it is said that " Germany is now
seeking to recover the legitimate business thrown away 12 years ago."

Both authorities point out that business was diverted to other mar-
kets, chiefly London and Paris, and with the business went a large

amount of capital and industries, and the business, once diverted,

was not regained on the repeal of the laws on April 9, 1908.
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It is, moreover, a very serious matter to invade the right of every
citizen doing a lawful and legitimate business to free access to and
use of the United States mails and the other great instrumentalities

for communication, and to divide persons transacting identical law-
ful and legitimate businesses into two classes, denying and penaliz-

ing the use of the mails and telephone and telegraph systems to the

class which does not do business through the means of a corporation,

and permitting such access and use to those who do.

"We have addressed ourselves, not to a strictly legal discussion

of the power of Congress to accomplish the apparent objects of this

bill through the instrumentality of the mails and telephone and tele-

graph service, but rather to an effort to exhibit to this committee
the lack of necessity for a measure containing the provisions of this

bill which we have criticized, and the unwisdom of seeking to accom-
plish by indirection objects which not only ought not to be accom-
plished at all, because of their inherent injustice, but which Congress
has no power to accomplish directly, the several States being clothed

with plenary power to make valid enactments on every subject re-

ferred to in the bill, when and if the public necessity therefor or

advisability thereof shall be determined by legislative enactment.
That the State of New York regards legislation affecting stock

exchanges and their members, and transactions in securities generally,

as well within its province and power to regulate by legislation is

shown by the nine laws enacted during the single year of 1913, which
it may be useful here to summarize :

Laws of 1913, chapter 500, prohibiting transactions by brokers
after insolvency, hypothecation of a customer's securities upon which
the broker has no lien, or for a greater amount than the amount of

the lien without the customer's consent, and making violations thereof

a felony.

Laws of 1913, chapter 592, making it a felony for a broker to trade

against his customers' orders. That is to say, a broker employed by
a customer to purchase or sell a given stock is prohibited from cross-

ing the order with an order of his own to sell or purchase such stock.

Laws of 1913, chapter 593, making it a misdemeanor for a broker

to refuse to deliver detailed memoranda of transactions to customers,

and requiring the delivery of such memoranda.
Laws of 1913, chapter 236, amending the penal law in order to make

the provisions against bucket shopping more drastic and more en-

forcible.

Laws of 1913, chapter 477, prohibiting discrimination by members
of one stock exchange against members of another, and the refusal

by members of one to trade with or for members of another on the

ground of such membership, and making the violation of its pro-

visions a misdemeanor.
Laws of 1913, chapter 475, making the issuance of false statements

or advertisements with respect to the value of or facts affecting the

value of securities a felony.

Laws of 1913, chapter 476, making it a felony to report or publish

fictitious transactions in securities.

Laws of 1913, chapter 254, making it a felony to manipulate prices

of securities by means of fictitious transactions or transactions

whereby a bona fide change of ownership is not effected.
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Laws of 1913, chapter 779, requiring among other things that

brokers register with the State comptroller.

Febktjart 24, 1914.

EespectfuUy submitted.

Consolidated Stock Exchange of New York,
By M. E. DE Agueeo, President.

Ogden D. Budd,
W. L. S. Webster,
F. A. Farnsworth,
W. T. Marsh,

Gommittee on Legislation.

SuLLFVAN & Cromwell,
General Counsel to Ooniolidated Stock ExcJumge of New Yorh.

Hjalmar H. Boyesen, Of Counsel.



COUNSEL ON BEHALF OF THE NEW YORK BANK NOTE CO.

Following out the very clear intimation in the report of the Pujo'

committee, at page 115, that the monopoly of engraving and print-

ing securities listed on the New York Stock Exchange, might be the
subject of legislation by Congress, we are asking for an amendment
to the above bill dealing with stock exchanges, which will put an
end to one of the worst monopolies in existence ; a monopoly which
puts practically all the engraving and printing of the great issues.

of securities in the country into the hands of a single concern, puts
other concerns equally well fitted to do the work out of business, and
imposes upon the great transportation and industrial enterprises of

the land an annual tax, by way of increased costs in the engraving
and printing of securities, of millions of dollars.

The monopoly is now secured by the misuse of the right, perfectly

proper and legitimate if properly used, to insist that any security

listed upon the exchange shall be so engraved and printed as to meet

the requirements of the exchange as to quality, and that the cor-

poration engraving and printing the same shall have sufficient safe-

guards against loss by fire, theft, and forgery, both in the way of

valiits for safekeeping of plates, the amount of its capital, and in the

character of the men who manage and direct its affairs.

We repeat, that rules and regulations covering all these points are

perfectly proper, and we wish to say at the outset that we care not

how high the standard of excellence in engraving and printing is set,

how drastic the rules to guard against loss by fire, theft, and forgery

are made, nor what rules relative to financial strength and the charac-

ter and standing of managers and directors of engraving concerns

are made, in order to protect the members of the exchange or the

public, provided all these things are made to bear equally upon all

competitors. What we claim is that rules and regulations are now
made and enforced in such wise as to shut off all competition with

the American Bank Note Co.

Fortunately the great advantage which listing upon the exchange
gives to a security, the enormous quantity there dealt in, and the

monopoly now secured to the American Bank Note Co. are matters

of record either in the report of the Pujo committee, the briefs filed

on behalf of the New York Stock Exchange, or other public docu-

ments.
[Piijo report, p. 33.1

The New York Stock Exchange is the primary market for securities in the

United States, and as such is a vital part of the financial system. (Mabon,

Rec, 373; Pomroy, Rec, 474.) In the past decade the average annual sales of

shares on that exchange have been ]96,500,000 at prices involving an annual

average turnover of nearly $15,500,000,000, and of bonds $800,000,000. (Sturgis,

Rec, 825.)*******
A special committee on speculation appointed by Gov. Hughes, reporting in

1909, rerferred to this exchange as "to-day probably the most important financial



BEGULATION OF THE STOCK EXCHANGE. 603

institution in the world." If that be true, membership in such an Institution
should be an oflace of distinction and public usefulness.

It is a voluntary, unincorporated association, with a written constitution. Its
chief functionaries are a president, a secretary, a governing committee, a law
committee, a committee on admissions, a committee on arrangements, a com-
mittee on stock list, and a finance committee. The governing committee is its
principal organ of administration. Its membership is now limited to 1,100,
which, under the constitution, can only be increased by the governing committee.
There has been no increase in this limitation since 1879, although the volume of
sales has grown from 75,000,000 shares and $413,000,000 of bonds in that year
to 129,324,169 shares and $664,942,420 of bonds in 1912 ; and the number of listed
securities, as roughly estimated by a high official of the exchange, is 50 times
greater now than at that time.

[Pujo report, p. 37.]

Sec. 7, the Consolidated Exchange and the Curb : There is also in New Tork
a much smaller market for securities known as the Consolidated Stock Ex-
change, which is incorporated, and a market called the " Curb " for securities
not listed on the New Tork Stock Exchange.

Sec. 8, Boycott of Consolidated Exchange : The last named wages bitter war-
fare against the Consolidated for no other apparent reason than that the latter
is a competitor. It has adopted and rigidly enforces a rule prohibiting any busi-

ness transactions between its members and members of the Consolidated and
any communication by telegraph, telephone, messenger, or otherwise, directly

or indirectly, between the places of business of its members and the places
of business of members of the Consolidated. (Ely, Rec, 326; Mabon, Rec,
388.)

Following the adoption of this rule members of the Consolidated Exchange
having accounts with the New York Stock Exchange were required to close

them out. (Helm, Rec, 756; Ober, Rec., 776; Dietz, Rec, 779; Jarvis, Rec,
780.) A member violating the rule is punished by suspension, usually for

one year, during which time neither he nor his partners, if any, can execute
.orders on the exchange nor employ other members to do so and divide the
commissions. (Ely, Rec, 327; Mabon, Rec, 388, 389.) So far-reaching is this

prohibition that a member of the Consolidated Exchange owning securities

listed only on the New York Stock Exchange could not sell them there, and
therefore would be without a market except by private sale. (Ely, Rec,
329-330; Mabon, Rec, 386.) The president of the New York Stock Exchange
admitted that the purpose of the rule is to drive the Consolidated out of
business. (Mabon. Rec, 387.)

[Pujo report, pp. 35, 36.]

To obtain a listing of a security upon this exchange, the issuing corporation

must make written application to the committee on stock list showing in detail

its condition and affairs, and accompanied by a form of stock certificate or

of bond and mortgage or other security, as the case may be, and a check for the

listing fee—$50 for each $1,000,000 par value of the issue. (Ely, Rec, 323, 324

;

Mabon, Rec, 409, 413.) It must also appear, among other things, that the

corporation has a transfer agent and registrar in New York City, regardless

of the place of organization or location of the business of the corporation ; that

the stock certificate or mortgage or other security is in a form satisfactory to

the committee on stock list and contains certain provisions required by the

exchange, and that the stock certificates or ionds or other security, as the case

may be, were engraved ty a company approved hy the governing committee.

(Ely, Rec, 325, 325; Mabon, Rec, 409, 410, 414.) There are other conditions

of less importance. All are set forth in the record. (Exhibit 24, pp. 338-342.)

The committee on stock list, after ascertaining whether the application meets
the requirements, makes a recommendation in the premises to the governing

committee, which makes the decision. (Ely, Rec, 323, 324.) (The Italics are

ours.)

From this it will be seen that no important security can be ade-

?uately handled unless it is listed on the exchange, and that, by re-

using to approve the work of other companies, a monopoly in en-

graving and printing the vast proportion of securities in the country

can be secured.
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That a monopoly of this kind has been secured by the means
aforesaid is found by the Pujo committee in the folloAving language:
As stated, one of the requirements for listing is that tiie stocli certificate or

bond must be engrnved by a company approved by the governing committee.
(Ely, Rec, 326.) This is so even as regards Government and municipal bonds.
(Mabon, Rec, 391.) Indeed, the bonds of the city df New York are denied listing

because not engraved by a company so approved. (Mabon, Rec., 391.) Observe
that it is not the engraving which must be approved—that would be proper—but
those doing it. Since virtually all important issues are sought to be listed on
the New York Stock Exchange, this requirement enables the latter to create a
monopoly of the business of engraving securities, and it has done so by con-
fining its approval practically to one concern—the American Banh Note Go.
and its affiUated companies—in which many members of the exchange and of
powerful banking houses are financially interested. (Kendall, Rec, 898-900;
Exhibit 126, Rec, 900, 927.)

In response to recent protests and following a suit for damages by the New
York Bank Note Co. against the members of the exchange, an attempt has been
made to create an appearance of competition, which your committee, however,
finds to be a mere pretext. The boycott against the New York Co., one of the

reasons for which, as stated by the president of the exchange, is that the New
York Co. has sued the members for conspiring to ruin it (Mabon, Rec, 391, 392),
seems to your committee without justification or excuse. (The italics are

ours.)

The committee appointed by Gov. Hughes, of New York, in 1909

reported upon this point as follows

:

The officers of the exchange admit that the companies which issue securities

are sufferers from this monopoly, both as to promptness of delivery, and say

that the exchange would be glad to be relieved of such monopoly.
From sources not connected with any of the parties to this controversy we

learn that although the stock exchange will accept the work of certain foreign

companies, they will accept it only for foreign securities, and that attempts by
American corporations to avail themselves of competitive prices by securing

bids from foreign engravers ha^'e been thus defeated. Prom this it would seem
that other considerations than the goodnesS of the work and carefulness in

guarding the plates are here operative, and that the stock exchange has not

rid itself of the evils of monopoly.

In its brief submitted to the Pujo committee, the exchange made
the following statement at page 59

:

In 1892, and for many years thereafter, there were, besides the American
Bank Note Co., several engraving companies entirely independent of the Amer-
ican whose work was admitted to the stock list. These companies were even-

tually acquired by the American. Since they were so acquired, the stock-list

committee has been authorized to pass upon the work of other companies
which are entirely independent of the American, and there are now four com-
panies whose work is admitted to the stock list. (The italics are ours.)

Of the above quotation these things should be said

:

1. As to the last sentence thereof, we repeat in part the quotation

from the report of the Hughes commission

:

Although the stock exchange will accept work of certain foreign companies,
they will accept it only for foreign securities.

2. The fair inference is that it was not until after the acquisition

of all the competing companies by the American, and the consequent

suit of New York Bank Note Co., referred to on pages 57 and 68

of said brief, that " the stock list conunittee has been authorized to

pass upon the work of the other companies," and that this sop to

public opinion is what the Pujo report meant when, at pages 38

and 39, it said:

In response to recent protests and following a suit for damages by the New
York Bank Note Co. against the members of the exchange, an attempt has been

made to create an appearance of competition which your committee, however,
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•
3. The president of the New York Stock Exchange, in his answer

in the suit above referred to, makes the following admissions:
He admits that the New York Stock Exchange since the organization of

*^.P'?'"*'"
^ff ?**,'»??.ited to the stock list any securities engraved by the

plaintiff, and that plaintiff has from time to time made applications to have
securities engraved by it admitted to said stock list * * *

He admits that the New York Stock Exchange has refused and now refuses
to receive for mspechon or examination specimens of the work of the plaintiff.

Of this latter admission the report of the Puio committee savs
(p. 39) :

J J

The boycott against the New York company, one of the reasons for which as
stated by the president of the exchange, is that the New York company has sued
the members for conspiring to ruin it (Mabon, R., 391-392), seems to your
committee without justification or excuse.

That the quality of the work of the New York Bank Note Co.
and safeguards against fire, theft, and forgery are not the reasons
why that company's work is barred from the stock list, is pretty
well shown by the fact that two recent issues of bonds for the city
of New York, aggregating $125,000,000, were, after competitive
bidding, engraved and printed by it to the complete satisfaction of
the city, and that, too, after it became known that they could not be
listed on the exchange.
This was only possible, however, because the mayor of New York

took the position that

—

The city of New York is bigger than the stock exchange. They can't dictate
where the city shall 'have its printing done.

The difficulty in most cases, however, is that the exchange is bigger
than the party putting out the securities and that a man of the
caliber and stability of William J. Gaynor is not the final arbiter.

Industrial and transportation corporations can not afford to have
their securities barred from the stock list, and so must submit to the
extortionate charges of the American Bank Note Co.
From the foregoing, taken almost entirely from the report of the

Pujo committee, it will be seen:
That, in order to float a large or important issue of securities, list-

ing on the stock exchange is a practical necessity, and that the an-
nual amount of listed stocks and bonds dealt in on the exchange
is $16,300,000,000, and that engraving and printing of these securities-

is a great industry in which several substantial concerns might well

compete.

That a certain standard of excellence in engraving and printing of
securities and certain safeguards against fire, theft, and forgery are

reasonably required as a prerequisite to such listing.

That for years the stock exchange listing committee has so man-
aged affairs as to give a practical monopoly of the engraving and
printing of these enormous issues of securities to the American Bank
Note Co., and will not even examine work submitted by the New
York Bank Note Co.
That the American Bank Note Co. now has such a monopoly, and

that anything that looks like a chance at competition is a 'mere
pretext."

WHAT WE ASK.

That standards of excellence of work arid of safeguards against

fire, theft and forgery be established and made public by the ex-
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change, that any concern coming up to those standards have an equal
opportunity with every other to compete for the engraving and
printing or these securities, without having them barred from the
stock list and that in case of dispute the ultimate decision rests with
some competent, disinterested authority, so that something more than
a " pretext " at competition may be had.
There can be no doubt but that the Congress has power to exclude

from the mails any matter having to do with transactions which are

detrimental to the public welfare, and that Congress is the sole judge
whether or not any transaction or method of dealing is inimical to

the public welfare. This is very clearly shown by the cases cited in

the report of the Pujo committee at pages 119-123. (Public Clearing
House V. Coyne, 194 U. S., 497; American School of Magnetic Heal-
ing V. McAnnulty, 187 U. S., 94, 107 ; Otis & Gassman v. Parker, 187

TJ. S., 606 ; Matter of Jackson, 96 U. S., 727 ; ex parte Eapier, 143

U.S., 110.)

In Ex parte Jackson (96 U. S., 727) the court said, page 736

:

In excluding various articles from the mail, tlie object of Congress has not
been to interfere with the freedom of the press, or with any other rights of

the people; but to refuse its facilities for the distribution of matter deemed
injurious to the public morals

—

and the inhibition was extended to circulars concerning lotteries.

In Ex parte Kapier (143 U. S., 110), which was another case

growing out of lottery legislation, the court again upheld the law
excluding lottery circulars from the mails, saying (pp. 134 and 135)

:

The circulation of newspapers is not prohibited, but the Government de-

clines itself to become an agent in the circulating of printed matter which it

regards as injurious to the people. The freedom of communication is not

abridged within the meaning of the constitutional provision, unless Congress
is absolutely destitute of any discretion as to what shall or shall not be
carried in the mails and compelled arbitrarily to assist in the dissemination
of matters condemned by its judgment, through the governmental agencies

which it controls.

In Public Clearing House v. Coyne (194 U. S., 497) the court

said, at page 506

:

The Postal Service is by no means an indispensable adjunct to a civil govern-

ment, and for hundreds, if not for thousands, of years the transmission of

private letters was either intrusted to the hands of friends or to private enter-

prise.

^ :le ^ ^ if ^ ^

The legislative body in thus establishing a Postal Service may annex such

conditions to It as It chooses.

Of course, these cases all presuppose, if they do not definitely de-

cide, that all persons must be treated alike, with reference to the

same kind of transactions.

Certainly Congress has the power, having found upon full in-

quiry, that a monopoly touching such vast interests exists, to refuse
" to assist in the dissemination of matter condemned by its judgment,

through the governmental agencies which it controls." The only

question is, is the evil sufficiently grave to warrant such legislation?

It certainly seems to be as serious a matter as many of the subjects

already covered by the bill. We are engaged in an attempt on the

part of the Federal Government to end monopolies. There is no

reason why, if the bill passes, this monopoly, found by the Pujo

committee to exist, should not be dealt with.
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From the findings of the Pujo committee already quoted, the fol-
lowmg propositions admit of no denial.

1. Listing on the New York Stock Exchange is a necessity for any
security of recognized standing, if it is to find a ready market or be
used as collateral in business transactions.

2. The securities of the character mentioned comprise those of
nearly all of the great transportation and industrial enterprises of
the day.

3. The amount of dealings on the exchange in such securities
amounts, annually, to more than $16,000,000,000.

4. "Through the capricious action of the committee on stock list-

ing, through the method of interlocking committees, or through the
conspiring of stock-exchange managers with the officers of the
American Bank Note Co., a complete monopoly of the printing and
engraving of this vast quantity of securities—vast both in variety
and amount—is given to the American Bank Note Co.
Any competition in the matter of engraving and printing is a

mere pretense. The reasons given for excluding the work of other
bank-note concerns is a sham.

6. By reason of this monopoly the cost of engraving and printing
its securities is greatly increased to every enterprise wishing to put
its securities on the market.

It would be difficult to imagine a monopoly which so universally
affects the business of the entire country or which touches so in-

timately the financing of every great business enterprise.

A company having such a monopoly, which can be asserted at the
critical moment in the life of a security, can compel every great
enterprise to pay any price it sees fit to ask for engraving its securi-

ties, and this tax falls proportionately upon every stockholder, so

that the monopoly complained of affects a multitude of people.

After the comi^rehensive view of the whole situation made in the

report of the Pujo committee, it needs no argument to show that the

public welfare demands that the heavy hand of monopoly be lifted

from this great branch of the engraving and printing business.

It was intimated in the brief submitted to the Pujo committee, on
behalf of the New York Stock Exchange, that the New York Bank
Note Co. does not give sufficient guaranties of its financial standing
and management.
To this we reply:
1. The company never lost a security or had a theft or counter-

feit of one, owes no debts, never gave a note or obligation, owns its

entire plant free and clear, with ample vaults, and has cash in bank
many times sufficient for working capital, and, further, if a fair

opportunity to do business is given, can meet any demand for in-

creased capital ten times over.

2. Before the company's business was ruined by the stock-ex-

change monopoly, men of the highest financial standing were con-

nected with its management, and the only reason why such men are

not now on its board is that the company's present business is too

small to warrant such men giving their time to its affairs.

On all of these points we are asking for no favors, for no lowering
of standards. Let the standards be made as high as anyone wishes

;

only let standards be fixed, and let every corporation conforming to

those standards have a fair chance to compete for the engraving and
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printing of securities, and let there be some disinterested arbiter,

such as the Post Office Department, in case of dispute, and we are

sure not a single independent engraving and printing concern will

complain should the American, under fair rules of competition, show
itself able to monopolize the trade.

We annex to this brief proposed amendments which, we think,

would insure a fair field and no favors in the engraving and priat-

ing of securities, and if this is obtained, independent bank-note

concerns are content to take every chance of meeting all reasonable

rules and regulations and of securing a fair share of the engraving

and printing business.
Edwabd p. Lyon,

Counsel for New York Bank Note Go.

Proposed amendments to Senate bill No. 3S95.

In the title of the bill, after the word " transactions.'' insert the words " and
monopolies."

In line 11, on page 2, after the word " thereon," insert the words " the en-

graving and printing thereof."

In line 15, on page 2, after the word " against," insert the word " monopoly."

Add after line 3, on page 7, as subsection (j), the following:

(/) That every such exchange may fix a standard of workmanship for the

engraving and printing of securities to be dealt in on said exchange and file the

same with the Postmaster General, and make the same public in one or more
places in said exchange, and may make and file with the Postmaster General

and make public in one or more places in said exchange reasonable rules and
regulations, satisfactory to the Postmaster General, safeguarding the public

against loss or damage from fire, theft, and counterfeiting, and unless and
until such standard of worlunanship and rules and regulations are so filed and
made public, no securities shall be refused listing upon said exchange, provid-

ing all other listing requirements not appertaining to the engraving and print-

ing of such securities have been complied with. In case such standard and
rules and regulations are so filed and made public, listing shall not be refused

to any securities engraved and printed in conformity with said standard, and
engraved and printed by a person, firm, or corporation conforming to said rules

and regulations, and no discrimination shall be made by said exchange or any
committee thereof against any person, firm, or corporation engraving and print-

ing any security conforming to said rules and regulations, or against any
security engraved and printed by a person, firm, or corporation conforming to

said rules and regulations and in conformity with said standard, provided all

other listing requirements not appertaining to the engraving and printing of

such securities have been complied with. In case of dispute the decision of tlie

Postmaster General shall be final on the question whether or not the engraving
and printing of a security conforms to said standard, and whether or not the

person, firm, or corporation engraving and printing such security has made
proper provision for protecting the public against loss by fire, theft, and counter-

feiting.



ARGUMENT OF SAMUEL UNTEEMYER, OF NEW YORK, N. Y.

[Mar. 16, 1914.]

Mr. Chairman and gentlemen of the committee, the learned coun-
sel for the New York Stock Exchange has argued before you and has
presented an elaborate brief against the constitutionality of this
bill. A similar argument was presented by him to the Pujo com-
mittee.

If in the light of recent adjudications, the legal propositions for
which he has assumed responsibility had been advanced by one less

experienced and distinguished one would be disposed to characterize
them as trivial, but I feel that any proposition advanced by him is

entitled to serious and respectful consideration. They are fully

discussed and I think conclusively answered by the argument and
citations that will be found at pages 119-124 of the report of the
Pujo committee and by a supplemental memorandum which is here-
with submitted. I take issue with the assertion that the proposed
bUl contains provisions that are intended by indirection to regulate
the internal affairs of the exchange and of the corporations whose
shares are listed. There is not a requirement of this bill that is not
necessary to and does not bear directly upon safeguarding the mails
against being used as an agency for the distiibution of manipulated
quotations of prices of securities and other fraudulent purposes.
The biU carefully refrains from intruding into the internal man-

agement or affairs of the exchange or from writing into its charter

anything that does not strictly concern the integrity of the trans-

actions that are to be carried through the mails. All else is left to the

jurisdiction of the States, where it rightfully belongs.

The purpose and effect of this bill have been grossly misrepresented

and misunderstood, as will hereafter appear. It has been said that

it involves a censorship of the press and that it interferes with the

liberty of the press. It has about the same relation to the liberties

or censorship of the press as chalk has to cheese. It is a purely

constructive measure. It does not seek to punish for the misdeeds

of the past, but to prevent and punish their recurrence in the future.

It is framed on the theory that the stock exchange is an integral

and perhaps the most important part of our national and inter-

national financial system and that if the abuses such as the manipu-

lation of prices that now characterize its operations can be eliminated

its usefulness may be greatly enlarged and it may be made the great

public security market of the world to which investors will resort

with a sense of security in the integrity of the tiansactions there

conducted.
It is believed that by requiring fuU pubMcity of the facts concern-

ing corporations in the securities of which it is permitted to deal and

by banishing and rendering hereafter impossible the illegitimate

transactions that now disgrace it and that have destroyed confi-

dence, the investing public will be attracted and a vast amount •

of Legitimate investment business will result, which will mean for it

the dawn of a new era of prosperity.
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Whilst the ex parte statements and the arguments of counsel be-
fore your committee have served only to emphasize the weight of the

sworn evidence on which the House subcommittee of the Comrriittee

on Banking and Currency (the Puj o committee) acted in recommending
the bin that is now before j^ou, the discussion has been valuable in

clarifjdng and simplifying the issues with which you are called upon
to deal.

As the result of this discussion wo arc confirmed in the view that

Federal supervision of the quotations that are hsted r.nd dealt in on
our stock exchanges is essential to the pubhc protection. The only
open question is as to how that protection is to be best accomplished.
The champions of the bill insist that it can be effectively done

only through excluding from the use of the mails, telephone, and tele-

graph all quotations on pubUc markets of securities that are not sub-
jected to suitable State supervision through incorporation and under
charter and by-laws that in the judgment of Congress will prevent
the maUs and the agencies of interstate commerce from being used
as mediums for the distribution of fraudulent and manipulated quo-
tations. To that end and only for that purpose wc insist that the

Postmaster General should be given the power—not to pass upon the

sufhciency of the State charter or by-laws of the exchange, as the

opponents of the bill v>ould have you beheve, for there is no such pro-

vision—but (1) to perform the formal duty of determining whether
the charter and by-laws coiitain the safeguards that are prescribed

by the bill against the abuse of the use of the mails, telegraph, and
telephone, (2) to ascertain whether these statutory requir-cments are

being eiiforced, and (3) to examine the books of the members contain-
ing entries of their transactions on the exchange (not their other
business) as the only possible means of detecting such misuse, so that
if such violations exist they may be dealt with by the courts upon
the complaint of the Department of Justice.

It is only where a public security market is not incorporated or
where if incorporated its charter does not contain the prescribed
provisions, or where the provisions are not being enforced, that
the Postmaster General can deny the use of the mails to any letter

or pubUcation containing its quotations. His are ministerial acts

in these respects and should be made subject to review by the courts.

So, too, in his examination of .the books of the members of the
exchange, if as the result of such examination he finds that there
have been quotations of "wash sales," "matched orders," or ficti-

tious or manipulated transactions foisted upon the public as genuine
transactions, he can not stop their transmission or interfere with the
operations of the exchange on that account or punish any one con-
cerned in the fraud if the requirements of the statute are being
met by the exchange. AU he can do in that event is to furnish the
evidence thus secured as a basis for prosecuting the guilty parties.
The exchange is not thereby interfered with in its right to con-
tinue the use of the mails for its quotations. So long as its charter
is in proper form and its charter provisions are being observed its

use of the mails is secure. The guilty party alone is reached and
his punishment made possible.
By what stretch of construction such a scheme of regulation of

the use of the maUs can be contorted into a censorship of the press
or an interference with the freedom of the press, or as "Russianizing
the press," it is difficult to understand. And yet the cry has been
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ingeniously raised and thoughtlessly rrpeated throughout the le-o'th
and breadth of the land by a press tliat is at the moment hyp^er-
sensitive of its privUeges, that m some way as yet unexplained this
bill would furmsh an entering wedge for curtailing the hberties of
the press.

Before disposing once and for aU of this baseless contention,
which IS cleverly put forward by the exchange as a bid for the sup-
port of the press in defeating this bill, permit me to say by way of
parenthesis that the power and momentum of the press are increas-
ing at such a rate that the danger is not so much that Congrcfs will
ever "Russianize the press" as that the press may "Russianize" the
people.

The liberties of the press are in no peril in this press-ridden, press-
governed country of ours, where we have no libellaws worthy of the
name and where public officials are terrorized, reputations are
slaughtered without redress and governmental policies are dictated
by the newspapers. Notwithstanding these excesses—which wiU
doubtless be corrected or will correct themselves in time—the liberty
of our press is one of our priceless possessions which no patriotic
citizen would care to see abridged, even though it is permitted under
our lax administration of the law at times to lapse into unrestrained
license and to become a serious handicap to the administration of
justice. These temporary evils are negligible as compared with the
peril of the loss of a free press.

This bill has no possible relation to the press or its liberties. True,
no pubhcation that contains the quotations of the securities of an
unincorporated stock exchange can have the use of the mails ; all that
means is that the newspapers shall carry the quotations of only such
public security markets as conform to the requirements that Con-
gress considers essential to prevent the dissemination of fictitious or
manipulated transactions by which the public will be misled. The
press does not and can not assume any such obligation. It knows
nothing of the genuineness of the quotations that it receives from the
Western Union Telegraph Co. and which the latter in turn takes from
the officials of the exchange. The newspapers are quite as much
interested as any other part of the community in the stability of the
news and in preventing the dissemination of frauds of the character
sought to be reached by this bill. The same prohibition applies to

the use of the telegraph and the telephone and to the dissemination
of the information through letters or by any other agency of inter-

state commerce.
It might as well be said that the exclusion of pictures or literature

contained in newspapers that the postmaster believes to be obscene,

or of offers of fradulent stocks by advertisements or of other enter-

prises of doubtful legitimacy is an interference with the liberty of the

press, for in those cases the Postmaster General has absolute authority

to determine whether the picture or literature or advertisement is

proper. Here he has no such power. If the exchange has been
incorporated and its charter contains the requirements that Con-
gress considers necessary to assure the integrity of the quotations
he can not exclude them unless the requirements are being violated,

and his action should be made subject to review, which is not true

of any of the existing regulations which I have instanced.

If a newspaper pubUshes paid matter in the form of "news" and
fails so to label it, the Postmaster General may refuse the use of the
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mails to the paper as second-class matter, which he can not do under
this bUl, even if he knows the quotations to be fictitious or manip-
ulated. If a deceptive advertisement is contained in a newspaper,
the Postmaster General may likewise prohibit it the use of the mails.

He may absolutely exclude from the mails matter, though not fraudu-
lent and not relating to gambling or unlawful transactions, which he
believes not to constitute legitimate enterprise, as was held in Public
Clearing House v. Coyne (194 U. S., 497).

In all these cases and in a variety of others that are cited in the
discussion of this bill at pages 119-128 of the Pujo report, he is the
sole judge. Under this bill he has none of these powers.
Another useful purpose that has been accomphshed by the dis-

cussion before your committee has been to force the virtual admission
by the opponents of this^bill of the necessity for some sort of Federal
regulation. They object, however, to the result being accomplished
through State incorporation or through the supervision of the Post-

master General, but fail to point out any effective alternative.

Counsel, speaking for the New York Stock Exchange, suggests that a

bill similar to that under which lotteries were suppressed, that would
deny the use of the mails and telegraph for the distribution of fictitious

and imlawful transactions would answer the purpose. To me it is

manifest that it would be about as valuable as a blank piece of paper.

Anybody can detect a lottery ticket, but counsel fails to explain how
fraudulent or fictitious or manipulated quotations are to be detected
unless some machinery is to be supphed for the purpose of safe-

guarding the mails against being used for their dissemination. The
Boston Chamber of Commerce acting, as I understand, with the

Boston Stock Exchange, presents a bill which will hereafter be more
fully discussed, proposing Federal supervision but without incorpora-

tion, and which would perpetuate the chief evil sought to be abated
by this bill.

By the terms of this bill Congress will be satisfied to have the States

in which these exchanges are located place them under State super-

vision, provided their charters contain certain prescribed provisions

safeguarding against fraud and manipulation the quotations that

require the use of the mails and telegraph and anything else that the

State may see fit to write into them and which Congress does not
undertake to dictate or suggest. In response to this moderate pro-

posal it is said that it is an attempt on the part of Congress to dictate

the form of the State charter, which is precisely what the bill pains-

takingly refrains from doing except in the single particular in which
the Federal Government is directly concerned. When it is suggested
that the only possible means of ascertaining whether quotations are

fictitious or being manipulated is to give to the postmaster the right

to inspect the books of the members for that purpose, we are told

that no responsible broker will tolerate any such inquisitorial pro-

cedure and that none but clerks would thereafter be membeis of the

exchange if that necessary and only means of discovering violations
of the law were adopted. The opponents of the biU significantly
refrain from enlightening us as to how there could ever be any
effective regulation without this privilege.
The right to secrecy from their point of view is not invaded when

the board of governors of the exchange, consisting of 40 of the compet-
itors of a member are entitled and are constantly accorded the right
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to investigate these transactions; but it is intolerable when for the
purpose of discovering fraud a Government official is to be entrusted
with a like power as a condition of allowing a member to use the
Government facilities.

The members, besides using these public facilities, have their
private telegraph and telephone wires between New York City and
the principal cities of the United States, through which orders to
purchase and sell securities come to them from all parts of the
country, based on the quotations that are carried through the mails
and over the telephone and telegraph. They require these facilities.

They are admittedly essential to the conduct of the business of its

members but they resent the proposal that the Government should
have any way of ascertaining whether they are being used to mislead
the public.

Whilst the exchange is suggesting a law similar to the antilottery

bill as the limit of Federal regulation, other opponents and many
well-meaning but uninformed friends of regulation are urging that
the Bureau of Corporations or the Department of Commerce or the
proposed new trade commission be intrusted with the duty of regu-
lating stock exchanges, as though this were a bill to regulate the inter-

nal affairs of stock exchanges, which it is not. Its only purpose is

to prescribe the conditions on which such exchanges may use the
mails and telegraph for the distribution of their quotations beyond
State lines. So long as they do not require these privileges the bill

does not apply to them. Why the Secretary of Commerce or the
Commissioner of Corporations would be as well adapted or more
acceptable than the Postmaster General for the carrying out of the
declared objects is not explained, except by the fact that the exchange
is seeking to take advantage of a prejudice against delegating any
additional powers to the Postmaster General. That prejudice is in

some respects well-founded, for he has many arbitrary despotic pow-
ers, none of which are subject to judicial view. But it has no
application to this case where the regulation has to do distinctly

with the use of the mails, and the Postmaster General is accordingly
manifestly the only logical and legitimate official in whom the author-
ity should be vested and it should be subject to review.

The position of the stock exchange is inconsistent. It insists and
has submitted an elaborate argument to prove that the distribution

of quotations is not interstate commerce—to which, by the way,
we do not agree—and yet suggests as a remedy legislation on the
lines of the antilottery bills. The exchange, as before stated, sells

its quotations for distribution throughout the country and in foreign

countries to the Western Union Telegraph Co., but by the contract
between the exchange and the telegraph company they continue
under the control of the exchange wherever they go.

If, as the Supreme Court has held, a lottery; ticket and the letters

of a correspondence school and a variety of kindred subjects consti-

tute interstate commerce, it is difficult to understand why these

Quotations do not come plainly within the decisions. This phase of

tne subject is also fully discussed on pages 119-128 of the report of

the Pujo committee, where the conclusion is reached that Congress
has the power to control the business of these exchanges and of their

members as being engaged in interstate commerce. But thus bill

is not framed on that theoiy for the reason that the control over the
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quotations is more legitimately dealt with through control over the

use of the mails.

Beyond these considerations there is, however, the further unan-
swerable reason why the Federal regulation of these quotations,

which seems at last to be recognized as essential, can not be accom-
plished through the Department of Commerce, the Bureau of Cor-

porations, or the proposed trade commission, that the quotations are

not in all instances tnose of corporations engaged in interstate busi-

ness. Many of the most important of the securities dealt in on the

New York Stock Exchange and on other exchanges are those of intra-

state public-service corporations and other intrastate companies.
Among the securities of that character Usted on the New York Ex-
change there occur to one at the moment such as the Interborough-
Metropolitan Co. and Brooklyn Rapid Transit Co., which together

control the subway, elevated and surface lines of Greater New York,
and will have approximately $500,000,000 of securities listed; the

Consolidated Gas Co., which controls the gas and electric hghting
systems of Greater New York and is represented by a vast amount of

securities; the telephone companies in the various States whose secu-

rities are dealt in all over the country; innumerable railroads that are

within the boundaries of the different States; mining corporations,

with hundreds of millions of listed capital, that operate within the

States where their mines are located and sell their product at the

mines so that they do no interstate business and an mfinite variety

of other great interstate corporate enterprises. There are bUhons of

dollars of securities of intrastate corporations the securities of which
have a broad international market over whose operations this Federal
trade commission (which, by the way, has not yet been created)

would have no control.

When we come to analyze these various propositions it seems
incongruous that in enacting laws to protect the public against

being victimized by the circulation through the mails of fictitious

and manipulated quotations of prices of securities, Congress should
ignore the department through which such protection can be best

accomplished and should consider intrusting the duty to another
department having no logical relation to the subject, merely to

satisfy a prejudice against intrusting to that department the duties

for which it was organized and which it is best equipped to perform.
The very astute and resourceful gentlemen who are trying to

defeat this legislation by the familiar device of suggesting ways of

not doing the things that tliis bill is intended to accomplish, charge
that this is an effort by indirection and through the medium of the

Post Office Department to secure publicity and uniform regulation
of the affairs of corporations. In proof of that claim they refer to

subsections (a), (6), and (i) of section 1 of the bill prescribing the

requirements of the charters of stock exchanges as to the disclosures

that must be made by corporations whose seci-rities are to be listed.

They profess to applaud that purpose, but say that everything
attempted in that direction can be more legitimately accomplished
by requiring these disclosures to be made to the Bureau of Corpora-
tions or the Interstate Commerce Commission or the new trade

commission. In presenting that argument they entirely overlook
the facts to which we have adverted (1) that these conditions are

imposed as necessary to secure the integrity of the quotations for
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the distribution of which the mail facihties are sought and for no
other purpose; (2) that none of these departments has jurisdiction
over the use of the mails or is in any way responsible for the abuse of
that privilege, and (3) that the quotations that are to be distributed
mny be, unless regulated, employed to mislead the public.
The prevention and punishment of manipulation are the chief

aims of the bill.

No matter how complete may be the disclosures made of the
affairs of a corporation, the pubhc may be preyed upon, if every
unscrupulous stock operator or combination of speciilators and
every pool or syndicate may freely manipulate the securities of that
corporation and exploit the pubhc through the unrestrained use of
the mails and telegraph. The public must be protected at the cru-
cial point at which the securities are being marketed if there is to
be any protection anywhere. The argument now advanced that
the protection should be applied in the issue of the securities by
the corporation is a clever effort to obscure and shift the required
reflation from that of safeguarding against the manipulation of
prices of securities that are already protected by the requirement of
publicity to that of the control of bond and stock issues.

It is rarely, if ever, that the corporation manipulates or deals in its

own securities or that it is done on behalf of the corporation. The
operation is frequently conducted without its knowledge or conniv-
ance, generally by or in conjunction with insiders, but often by
outsiders.

The wholesome requirements for publicity contained in this bill

furnish one of the two conditions necessary to insure the integrity of
dealings in the stock. The other condition of equal importance is

that the market for the stock shall be open and honest, free from
manipulated prices. Neither condition can be met by any of the
makeshifts that have been proposed or by any means other than that
outlined in the bill. None has yet been suggested.
The proposed bill submitted as the result of collaboration between

the Boston Chamber of Commerce and the Boston Stock Exchange
lacks every essential of effective control and would leave the situa-

tion worse than it is at present. It represents an attempt to appease
the public demand whilst accomplishing nothing. It significantly

omits to condemn manipulation, which is the chief evil to be reached,
by covering only manipulation by means of "fictitious purchases and
sales," "wash sales," or "matched orders." Manipulation is not
accomplished by any of these means, as will be hereafter shown. The
only penalty prescribed is expulsion from the exchange. It should
be made a crime. No means are provided for discovering violations.

It is the most transparent "make believe." Far better no legislation

on the subject until something really effective can be secured. Even
in the requirements for listing the most important safeguards are

omitted, such as the exclusion from listing of the securities of corpo-

rations whose officers and directors are not prohibited from secretly

speculating in its securities. There is not a provision in the proposed
Boston biU that is not now embodied in the rules of the exchanges
in which there now exist the evils that are sought to be corrected.

It is a "bUnd" under cover of which to defeat effective regulation.

The following are some of the chief contributions in the way of

irresponsible assertion without proof that have been added to the
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testimony adduced by the Pujo cominittee during the course of the
discussion before your committee:

(a) The illuminating argument of Mr. Edward D. Page, who was
one of the members of the Hughes commission of 1909, on whose
report the stock exchange strangely relies, and of which we will here-

after have more to, say, in which Mr. Page learnedly descants upon
and champions the virtues of "watered stock" as a positive boon to

the investing public and in which he deprecates the ignorant prejudice
against it that seems to have taken possession of the ill-informed leg-

islative mind.
(&) Mr. Van Antwerp's surprising nonsequitur that the effect of any

legislation by Congress safeguarding the people against the frauds that

are being practiced upon them through manipulated transactions wiU
be to transfer the business to the bucket shops (p. 153).

We had not supposed and do not believe that, of late years at least,

there is any such close relation between the character of the legitimate

business of the stockbroker and the dishonest occupation of the bucket
shop. Mr. Van Antwerp's "argument" is an insult to the exchange.

It implies that its dealings are largelv gambling and that they involve

nothing more than a settlement of differences.

(c) Mr. Van Antwerp's further nonsequitur that such regulation

would transfer the busmess of buying and selling securities from the

public market of the exchange to the private bankers.
The two methods of dealing in securities are as far apart as the poles.

They always have and alwavs will coexist and complement one an-
other, just as real property will always be sold privately and at public

auction, one being regulated b^v private barter and the other by public

competition.
(d) Another instructive point of view advanced by Mr. Van Ant-

werp as to the effect of protecting the integrity of quotations through
regulation is that the speculative business would go to the London,
Montreal, and Toronto Stock Exchanges. As this bill does not in-

terfere mth speculation ^ve have here another argument apropos of

nothing. If Mr. Van Antwerp means that the speculation that is

induced by manipulated prices would go to foreign exchanges 1 can
only say that the sooner that form of activity is transferred to for-

eign shores the better it will be for our people.
Some continental countries still maintain Government lotteries.

Unlike sales of stock that are induced by the excitement and appar-
ent activity induced by manipulation, these lotteries are doubtless
honestly conducted. 'They are not accompanied by false rumors of

impending "deals," new discoveries, increased dividends, and the

many other devices that have become so familiar but the source of

which can never be traced. It is possible that many of our citizens

patronize those lotteries because they are unable to huj lottery tick-

ets in this country, but that furnishes no reason why our Govern-
ment should reopen the business of allowing lottery ticlkets to be sold

through the use of the mails.

Mr. Van Antwerp in his excess of zeal to perpetuate the practice

of manipulation on the threat that unless the Federal Government
continues to lend its aid through the use of the mails it will be con-

ducted through foreign exchanges, fails to take into account the fact

that the quotations of those exchanges may be equally barred from
the mails as the lottery tickets of foreign Governments are now
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barred unless thev conform to the requirements that are imposed
upon our own exchanges.

I venture to say that your committee has rarely had submitted to
it anything quite so unsubstantial in the way of "argument" as is

this plea of Mr. Van Antwerp.
The purpose of this bill is to assure and protect the honesty of the

public marTset against the frauds that now characterize it in the form
of manipulation which the stock exchange still seeks by all manner
of specious arguments to defend. Mr. Van Antwerp calls the form
of mock auction known as manipulation "stabilizing the market"
(p. 121).' Other defenders of the system refer to it as "creating a
market" or "creating activity." Mr. Milburn apparently is uncer-
tain whether to defend it or condemn it. At one point he argues
that there is very little of it and that the exchange seeks to prevent
it, whilst at another he insists that it is permissible and should not
be forbidden, as when he seeks to justify such unpardonable transac-
tions as the Hocking pool.

His clients have, however, no doubt of the entire legitimacy of the
practice. Mr. Sturgis said that pajring commissions to manipulate a
market was like spending so much money for advertising the security.

He was quite oblivious of the fact that a man who in the ordinary
course of business should sell stock by advertising that so many
thousand shares were actually being bought and sold day by day at

a given price, and who was actually "going through the motions"
and paying commissions on both sides of the transaction for the sole

purpose of deceiving would-be purchasers whom he was thereby seek-
ing to attract into the belief that such purchases and sales were genu-
ine, would clearly be guilty of larceny. Yet that is precisely the intent

and effect of these manipulated transactions that form so large a part
of the business of the exchange, and it is passing strange that the

members are so blinded and obscessed by self-interest that they can
not appreciate the perfect analogy in principle between the two
transactions.

Anyone who is interested in creating an active market in a given
security should hereafter be required to frankly set forth his purpose
over his own signature, advising its purchase, for which some one can
be held responsible, instead of continuing the present underhand
methods of false rumors of impending developments, "melons" to be
cut, dividends to be increased, large earnings, great market activity

(manufactured for the purpose of misleading), etc., that are the accom-
paniments of "creating activity," "stimulating speculation," and of

the various other forms of manipulation.
Successful manipulation of established securities frequently depends

on these methods. In order to get the speculative pubUc interested

in the stock there must be "something doing" in it. They must be
made to believe that they are getting advance information of what is

"doing." The whole performance when thus conducted is essentially

in the nature of a "confidence game."
The most amazing development of the discussion before your com-

mittee and of the testimony of the officials of the exchange before the

Pujo committee was the blind persistency of the exchange in defend-

ing this practice and struggling to retain it, apparently because of the

large proportion of the dealings that it represents. They can no more
be permitted to continue such practices than they could retain "wash
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sales" and "matched orders" that until recent years were also

regarded as legitimate ; nor than they could continue on the list their

so-called unlisted department of blind pools, such stocks as Amal-
gamated Copper and American Sugar Refining Co., which refused to

disclose their affairs and were yet among the most active stocks.

Every important reform looking to the abatement of abuses
that were the source of profit has been fairly dragged from the
exchange under threat of subjecting it to regulation.

If I remember rightly, the assertion was made before you that
manipulation represented only a small proportion of the daily trans-

actions on the exchange. There is no proof to support that statement.

It is contrary to the facts to be fairly deduced from the mass of

statistical and other evidence before the Pujo committee.
No one can read those statistics of fabulous transactions in con-

nection with the oral testimony and remain for a moment in doubt
as to the gigantic scale on which manipulation has been conducted,
nor as to the hundreds of millions that have been annually taken
from the public, and dishonestly taken, by that practice. I refer

now to the manipulation in active and established securities and
not to that practiced to create an appearance of activity in a new
security, which though little less justifiable is not resorted to from
the same sordid motives.
The exchange has presented no facts or figures that attempt to

challenge the proofs before you. It contents itself with vague
assertion, which by the way, is characteristic of its entire argument
before you. An analysis of these statements, not made under oath

and not subjected to the test of methodical cross-examination by
anyone familiar with the facts, contrasted with the results ac-

complished through an inquiry conducted under the forms of law
with the aid of counsel, must satisfy you of the unsubstantial and un-
reliable character of the information secured by the former method.
These assertions by the exchange are further contradicted by the

findings of the Hughes commission of 1909, on which the stock

exchange relies, for reasons to us unaccountable; notwithstanding
the shortcomings of that unofficial investigation it constitutes a

severe arraignment of the exchange.
Among other things, that commission had the following to say

under the heading " Character of transactions "

:

It Is unquestionable tliat only a small part of the transactions upon the

exchange is of an investment character. A substantial part may be charac-

terized as virtual gambling.

It had the following, among other things, to say under the heading
" Patrons of the exchange "

:

The patrons of the exchange may be divided into the following groups

:

(1) Investors, who personally examine the facts relating to the value of

securities or act on the advice of reputable and experienced financiers, and pay
In full for what they buy.

(2) Manipulators, whose connection with corporations issuing or controlling

particular securities enables them under certain circumstances to move the

prices up or down, and who are thus In some degree protected from dangers
encountered by other speculators.

(3) Floor traders, who keenly study the markets and the general conditions

of business and acquire early information concerning the changes which affect

the values of securities. From their familiarity with the technique of dealings

on the exchange, and ability to act in concert with others, and thus manipulate
values, they are supposed to have special advantages over other traders.
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(4) Outside operators having capital experience, and laiovvledge of the gen-
eral conditions of the business. Testimony is clenr as to the result which,
in the long run, attends their operations; commissions and interest charges
constitute a factor alwa.vs working against them. Since good luck and bad luck
alternate in time, the gains only stimulate these men to larger ventures, and
they persist in them till a serious or ruinous loss forces them out of the
" Street."

(5) Inexperienced persons, who act on interested advice, "tips." advertise-
ments in newspapers, or circulars sent by mail, or " take flyers " In absolute
ignorance, and with blind confidence In their luck. Almost without exception
they eventually lose.

Under the head of " Manipulation of prices " it had the following
to say:

A sub.iect to which we have devoted much time and thought is that of the
manipulation of prices by large interests. This falls Into two general classes:

(1) That which is resorted to for the purpose of making a market for issues
of new securities.

(2) That which is designed to serve merely speculative purposes in the en-
deavor to make a profit as the result of fluctuations which have been planned
in advance.
The first kind of manipulation has certain advantages, and when not accom-

panied by " matched orders " is unobjectionable per se. It Is essential to the
organization and carrying through of important enterprises such as large cor-

porations, that the organizers should be able to raise the money necessary to
complete them. This can be done only by the sale of securities. Large blocks
of securities, such as are frequently issued by railroad and other companies,
can not be sold over the counter or directly to the ultimate investor, whose con-

fidence in them can, as a rule, be only gradually established. They must,
therefore, if sold at all, be disposed of to some syndicate, who will in turn pass
them on to middlemen or. speculators until, in the course of time, they find their

way into the boxes of investors. But prudent investors are not likely to be
Induced to buy securities which are not regularly quoted on some exchange
and which they can not sell, or on which they can not borrow money at their

pleasure. If the securities are i-eally good and bids and offers bona fide, open
to all sellers aud buyers, the operation is harmless. It is merely a method of

bringing new investments into public notice.

The second kind of manipulation mentioned is undoubtedly open to serious

criticism. It has for Its ob.iect either the creation of high prices for particular

stocks in order to draw In the public as buyers and to unload upon them the
holdings of the operators, or to depress the prices and induce the public to

sell. There have been Instances of gross and uujustiflaljle manipulation of

securities, as In the case of American Ice stock. While we have been unable
to discover any complete remedy short of abolishing the stock exchange Itself,

we are convinced that the exchange can prevent the worst forms of this evil

by exercising its influence and authority over the members to prevent them.
When continued manipulation exists It is patent to experienced observers.

This argument in favor of c< rtain classes of manipulation was rc-

?eated before your committee by Mr. Horace White and Edward D.
agv-^, mem.bers of the commission. It was also d' fond^d hj n pre-

sentativc m'>mbors of tho exchange before the Pujo comnratt' c but
was unqualifiedly condemned i.n the report.

Counsel now til us that "it us:d to bo" consid red quite 1' giti-

mate but that there is now a di^dsion of opi.nion on the subject and
hence the exchange has recently (since the exposur. s of the Pujo
committee) enacted rules to prevent it. On examining those rules

you wiU find that th'-y accomphsh no such result. Under pretense

of such rules it is att;^mpting to perpetuate the practice. Berides, if

it is defcnsibL^, as counsel and members of the exchange continue to

insist before you in oral statements and in their briefs, why prevent
it? Can anyone t<^ll us now, after these days of discussion, where the

exchange really stands on this crucial question? I confess I can not,

but I can plainly see what it seeks to accomplish here by its tortuou s
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attitude. It wants to make it appear here that manipulation is for-

bidden, in order -to defeat legislation, and still to be able to insist

hereafter when that peril has passed that what it is doing is not
manipulation but is something that it has always claimed the right

to do.

The 'fact is that manipulation as now practiced on the exchange
and as permitt:d under their amended rules is dishonest, whether
resorted to for the purpose of introducing a new security or for any
other purpose. True, it is five years since the Hughes commission
made its report and there were many things then tolerated in corpo-

rate management and in the financial world generally that would
not dare be attempted to-day, thanks to the exposure of corporate

abuses by the much-despised "reformers" and to the improvements
in moral standards of business for which their unwelcome activitiis

are responsible. But it is stiU inconceivable that even in 1909 a

hody of New York gentlemen as distinguished as were the members
of this commission should have become so permeated with the cus-

toms and atmosphere of the financial world in which they moved as

to have boen led into putting in an official document the statement
that manipulation "which is resorted to for the purpose of making a

market for issues of new securities is unobjectionable per se" or that

"it is essential to the organization and carryng through of important
enterprises."

It is nothing of the kind. It is distinctly disreputable, and the

exchange will shortly be made to see it in that light, as they have
been taught to see other practices that they' once thought to be
legitimate.

Is it to be wondered at that no legislation looking to the correction

of the abuses that were pointed out by this conamission followed its

report and that nothing was done in that direction until July, 1913,

following the pubhc exposure by the Pujo committee of the same
conditions that this commission privately investigated? Is there

any occasion for surprise that there was no abatement of the practice

of manipulation in view of the quasi encoirragement lent to it by this

report ? It is no exaggeration to say that the bulk of the securities

on the list has been at one time or another manipulated—not for the

purpose of creating a market or an appearance of activity in a new
security, but, as stated in the Hughes report, either " to create high
prices for particular stocks in order to draw in the public as buyers
or to unload upon them the holdings of the operators or to depress

the prices and induce the public to sell."

The few instances of manipulation that were discussed at the

hearings before your committee were not the most aggravated
cases. That of the Cahfornia Petroleum Co., which was so much
discussed, was among the least objectionable in form and purpose.

It was selected for comment in the report of the Pujo conunittee
mainly because it was happening during the taking of testimony.
A case more characteristic of the general purposes and methods

of manipulation by reason of its darmg and magnitude and of the

extent to which the pubhc was victimized is that of the Amalgamated
Copper Co. It is a long story, that was only partially told before

the Pujo committee because many of the facts were rendered un-

provable through the death of Mr. Henry H. Kogers and others

that were expected to be established b}' his partner in the enterprise.
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Mr_. William Rockefeller, were unobtainable because of what was
claimed to he the then desperate condition of Mr. Rockefeller's
health. It is as stirring as any tale of pirating on the high seas that
you have ever read, and was practiced by the same insiders over and
over again, but there is not time to tell it here. You can read the
outlines between the hues of the testimony and statistics that are
before you. Time and again the prices were juggled by them up and
down from $10 to $50 or more per share to the tune of deahngs
ranging from 20,000,000 to 40,000,000 of shares per year, dependent
on whether they wanted to shake out weak holders so as to buy
cheaply or put up the price preparatory to unloading the stocks
thus "accumulated." High finance would be a comparatively
unprofitable industry without the use of the machinery of the stock
exchange.
The exchange was a party to it each time in the sense that it lent

its facilities to what was neither more nor less than a "blind pool"
by permitting vast dealings without requiring information of its

assets or earnings or any of the facts concerning it which the exchange
was finally forced to exact, after the harvest had been reaped from
the public. Happily some of those methods are part of the history
of the past, but history has the habit of repeating itself. Perhaps
there is no such danger under the present alert administration of

the exchange, but it has such a past to live down that it should be
patient with those who seek to aid in making impossible the repetition

of the past misdeeds.
At the moment the pubUc is wary, and the exchange is on its good

behavior, except as to a certain amount of manipulation, which it

seems unwiUing to prevent and seeks to justify. Recent exposures
of financial and stock exchange methods have made the pubHc
timid. Business is stagnant and all seems serene. It is no time for

creating speculative excitement. The old masters of the game of

"rigging markets" like Keene and Gates are gone. The times are not
propitious to develop the new ones who wiU take their places. Unless
the "industry" itself is stopped, who can tell when others wiU arise

to take the places of those who have passed away or are in temporary
retirement waiting for the storm to blow over and who will need their

Keenes and Gateses ? Does anybody doubt that they will be on hand
unless the inexorable hand of the law has meantime stepped in to pro-

tect the ever-gulUble public ?

The exchange should welcome the opportunity to be protected

against itself.

Unless I whoUy misapprehend the operations of our financial sys-

tem the regulation by law of the stock exchange is an indispensable

condition precedent to the destruction of the control of great financial

credits by a few men or to any effective corporate reform in this

country. It is by the illegitimate use of the facilities of this, the

world's greatest security market, that the vast predatory fortunes

have been filched from the pubhc. The relation and importance of

the exchange to corporate independence of banking domination are

little understood. We shall accomplish nothing substantial in the

direction of the coveted goal of financial emancipation toward which

we are striving until this factor is appreciated and dealt with as an

essential part if not the most essential factor in the general scheme

of reform.
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This discussion before you has been conducted on the part of the

exchange as though there were no official data to guide us in deter-

mining the extent of the existing abuses and on the assumption that

the field of irresponsible assertion is wide open. And so we have been
regaled with statements unsupported by proof as to the character ex-

tent and methods of deahngs on the exchange that are challenged at

almost every point by statistics and by the testimony of the officials

of the exchange, made at a time when they were under the whole-
some restraint of having their assertions analyzed by the test of a

methodical examination.
The opponents of this legislation seem also to have lost sight of the

fact that after months of exhaustive investigation in which the ex-

change was represented by counsel and was afforded the fullest oppor-
tunity to jjresent its case, this bill was favorably reported by a com-
mittee of the House of Representatives of the Sixty-second Congress
by the unanimous action of the seven Democratic members of that

committee, based upon a voluminous record of sworn testimony sup-

ported by documents and statistics.

I quote from their report on this subject as follows

:

[Page 115.]

The general public, whlcli has grown to look upon the exchange with distrust,

because of the practices that have been permitted, will be given new confidence
in it when it is under legal supervision.
Notwithstanding these facts it contends that it should be permitted to con-

tinue its voluntary organization with the privileges and freedom of action of

a private club, and should not be made subject to legislative or judicial con-

trol or supervision, and that it is not amenable to Federal regulation in its

use of the mails and of the telegraph and telephone in Interstate commerce and
in the dealings of its members with foreign countries.
To this contention your committee is unable to agree. It is incongruous that

such an institution wielding such power and equipped to perform such useful
and important functions in our economic system should be uncontrolled by law.

On the other hand, your committee believes that incorporation and regulation
would banish from the exchange transactions which now disgrace it, bringing
in their place a greater volume of business of an investment and otherwise
legitimate character, and marking the dawn of a new era of prosperity for its

members and of usefulness to the public.

[Page 116.]

^ * Jf * * if *

In 'other words, the facilities of the New York Stock Exchange are employed
largely for transactions producing moral and economic waste and corruption;
and it is fair to assume that in lesser and varying degree this is true or may
come to be true of other institutions throughout the country similarly organized
and conducted.
Your committee believes, therefore, that Congress has power unconditionally to

prohibit the mails, the interstate telegraph and telephone, the national banks,
and all other instrumentalities under its control from being used in executing,
negotiating, promoting, increasing, or otherwise aiding transactions on such
stock exchanges.

It seems also to have been overlooked that three of the four Ee-
publican members of that committee joined in the recommenda-
tion of the majority on this subject in their minority report. I

quote from the minority report as follows

:

Many abuses are disclosed by the evidence produced before the committee, a

number of which are well known to the public and recognized by everybody at

all familiar with the business conditions In this country. Abuses on the stock

exchange, of quite long standing, were disclosed before the committee, as were
also flhnses PYistinp' in flpnrinp--hr,nao QcenftiaHrtYio ^^an/irt^on-tT iyi tccl^ Vrtft C.\tv.
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Evils existing in both stock exchanges and clearing-house associations could
be corrected by the exchanges and associations themselves, if they were so
inclined. They having failed and neglected to remedy the abuses existing in
their conduct and operation, in our opinion it is the duty of each State in which
these exchanges or associations are located to compel their incorporation and
to regulate their management by appropriate legislation. Should the exchanges
and the associations, as weW as the various States, neglect this plain and
Imperative duty, then we believe that it is the duty of Congress to exercise any
jurisdiction or power conferred upon the Federal Government by the Constitu-
tion to pass such restrictive and regulative legislation as may be necessary.
This duty arises from the fact that these evils are not such as affect only the
local communities in which they exist, but their results are as broad as the
business interests of the country, and affect in their most intimate and im-
portant business relations all the people thereof.

While agreeing substantially with the majority upon many of the abuses to

be corrected in the financial system, the stock exchanges and the clearing-house
associations, the undersigned have doubts as to the wisdom of some of the
remedies proposed by the majority to correct these abuses.

(The last clause refers to other subjects discussed in the report

—

not to stock exchanges.)
The opponents of the bill also ignore the circumstance that the

investigation disclosed that the manipulation of prices was regarded
and defended by the exchange as a part of its legitimate business, and
that the committee found the existence of an incredibly deplorable

state of aflfairs which demands prompt and drastic correction for the

public protection and which can be corrected in no way other than

that proposed by this bill.

The following language of Chief Justice White in Lewis Publish-

ing Co. V. Morgan, decided by the Supreme Court in June, 1913,

in which the right of Congress was sustained to exclude from the

second-class privileges of the mail newspapers that did not make
certain disclosures, is peculiarly applicable here.

Under that six-word grant of power (referring to the post-roads clause of the

Constitution) the great postal system of this country has been built up, involv-

ing * * * the suppression of lotteries and a most efficient suppression of

fraudulent and criminal schemes impossible to be reached in any other way.

The manipulation of prices of stocks is another of the " fraudulent

schemes impossible to be reached in any other way."

The operations of the stock exchanges was only one of the many
topics bearing on the concentration of the control of credits with

which the committee had to deal. It constitutes only 1 of the 27

separate recommendations of the report.

It was accordingly impossible for the committee within the limited

time at its disposal to go further in the taking of testimony on that

subject than to present selected instances by way of illustrating the

character of the abuses that were being perpetrated upon the com-

munity, but the disclosures made were such as to shock and amaze

the country and to demand redress.

On the subject of the manipulation of prices the committee pre-

sented a dozen or more cases, some of them extending over a series

of years, but they were selected merely by way of illustrating a gen-

eral practice. Nothing could better show the perils to a legislative

body of relying upon loose assertions made in the course of an infor-

mal hearing conducted as were the proceedings before this committee,

where no one is prepared with the material with which to challenge

inaccurate statements, than an analysis of a few of the assertions
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that are made with respect to these official statistics. You are told

that they were "selected cases of the most speculative stocks grouped
to create dramatic effect" and that "if tables had been prepared to

show normal conditions a different showing would have been made."
But no such tables are presented, and it is not pointed out wherein
these tables are inaccurate. It was within the power of the exchange
to have presented other tables before the Pujo committee, as it was
within its power before this committee to have challenged these

detailed figures by facts. Instead of doing so, it again contents

itself with vague generalities and unsupported assertions.

The Pujo committee could not have presented statistics of the

dealings covering the entire 1,500 or more securities dealt in on the

exchange day by day and month by month over a period of from 2

to 10 years as they did in these dozen or more selected cases. It

would have required years and v^^ould have cost hundreds of thou-

sands of dollars in fees of experts. It naturally selected active stocks

as examples of manipulation to establish the existence and something
of the extent of the practice. Now we are told that if there had
been others they would have disclosed a different state of facts as to

the others and that these tables should not be therefore treated as

examples of the general practice.

The Pujo committee was not trying a lawsuit. It was investigating

the charge that there was a concentration of the control of credit in

this country. The methods of the stock exchange were inquired into

because of their relation to the general question. It was one of many
subjects bearing on that control. The practice of manipulating stocl^

constituted one of those methods. There were others eq^ually

involved in the general subject of inquiry. Banking control, inter-

locking directors, holding companies, life insurance control, railroad

and industrial organizations, clearing houses, and a vast number of

other topics constituted essential features of the inquiry. It is now
argued that in order to show the extent of manipulation the com-
mittee should have traced all the hundreds of millions of transactions

affecting every security on the list over a series of years. The sta-

tistics presented do in fact trace every transaction in 13 active

securities day by day and month by month over a term of years

involving as to such securities alone many hundreds of millions of

shares, and the results are before you. The answer and the only

answer to this mass of statistics is—not other statistics, not facts

—

but the bald, unsupported assertion that if the dealings in other

securities had been taken their dealings would have shown normal
transactions. In other words that there might have been found
some companies whose securities were not manipulated.

Ergo: There is no such thing as manipulation?
So reckless was the action of the members that the committee was

able to establish (again merely by way of illustrating the extent of the

abuse and the persistent unwillingness of the exchange authorities

to interfere with these vicious practices) an operation that was
actually being conducted in the manipulation of a newly listed security

day by day on an enormous scale by prominent members with two

leading banking houses as allies and associates, whilst the inquiry

was in progress.

The details of this particular transaction—which is typical of the

method of "making a market" in the securities of a new company,
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but which, as above stated, is far less aggravated than others that were
proven with respect to the manipulation of the securities of estab-
lished companies—are summarized at pages 50-52 of the report in
the following language

:

The California Petroleum Co. flotation.—A typical instance of manipulation
for the purpose of stimulating speculation in a new security is the operation
in the stocls of the California Petroleum Co. begun in October last whilst this
investigation was in progress and the subject of manipulation of securities on
the stock exchange was under active discussion.
This company was organized in September, 1!J12, with an authorized capital

of $32,500,000—$17,500,000 preferred and $15,000,000 common—of which $11,-

997,024 preferred and $13,513,081 common was given in payment for the stocljs

of two California oil-producing companies. (Henry, Rec, 1251-1253.) Simul-
taneously, and as part of the plan, William Salomon & Co., bankers of New
York, and associates—namely, Plallgarten & Co. and Lewisohn Bros., of New
York, and a fourth, not named, for $8,215,662 in cash—purchased from the
vendors $10,000,000 of the preferred and $7,572,845 6f the common stock of the
California Petroleum Co., which the latter had accepted in payment for the
stock of the two producing companies, William Salomon & Co., Hallgarteu &
Co., and Lewisohn Bros., each taking 29J per cent and the unnamed associate

12i per cent. (Henry, Kec, 1253, 1255, 1270; Exhibits 149-153, Rec, 1261-1266.)
Thereupon the bankers, as we shall hereafter call them, formed a syndicate

in New York to underwrite $5,000,000 of the preferred and $2,500,000 of the
common stock at the price of $5,000,000, and sold to a London syndicate the
same amount at the same price, leaving the bankers at this point with a profit of

$1,784,338 in cash and $2,572,845 m common stock, which latter they sold at 40
and 45. (Henry, Rec, 1271, 1285.)
The bankers also joined the New York syndicate, in which altogether there

were 104 members, including^
(a) Three corporations affiliated with national banks—two of them in New

York, one of which had a participation of $500,000 and the other $50,000, and
one outside with a participation of $50,000

;

(6) One trust company in New York with a participation of $50,000; and
(c) Twenty-four officers of banks, among them officers of four national banks

in New York, two in Chicago and one in Detroit, whose aggregate participations

were $535,000, the largest single participation, $50,000, going to an officer of

a Wall Street bank which lends on stock-exchange collateral. (Henry, Rec,
1271-1275.)
The stock was all sold at an advance of nearly $500,000 above the price at

which it was underwritten on the day it was delivered to the bankers—October

2, 1912—and before any appreciable number of the syndicate had accepted the

offers of participation. Thus nearly all the underwriters, including the bank
officers, got their profits without having made any commitment ; and none of

them put up any money or had to take any stock. (Henry, Rec, 1277, 1278.)

Mr. Henry, of Salomon & Co., who was called as a witness in regard to this

transaction, having refused to divulge the names of the national bank officers

who received participations in this syndicate, his contumacy was certified to

the House, and from there to the United States attorney for the District of

Columbia for prosecution under sections 102, 103, and 104 of the Revised
Statutes. Your committee is of opinion that the information sought from Jlr.

Henry is germane to the question, ^\'hether national bank officers are being

inffuenced by any form of reward to lend the money of their banks on newly
listed and unseasoned stocks? It was impossible for the committee, without

knowing the identity of the banks and officers, to determine whether these par-

ticipations to officers were given for the purpose of inducing the banks they

served to accept these new Securities as collateral for loans or whether they

were so accepted.
The stock of the California Petroleum Co. was listed on the New York Stock

Exchange on October 5, after the portion underwritten by the syndicate and

the separate holdihgs of the bankers had all been sold. (Henry, Rec, 1281.)

Thereafter an operation in the stock was conducted (principally in the com-

mon) on the New York Stock Exchange by Lewisohn Bros, for the joint ac-

count of the bankers, for the purpose, as described, of "making a market."

(Henry Rec, 1282, 1283.) Under the general direction of Salomon & Co.,

Lewisohn Bros, would put in separate orders to different brokers on the morn-

30578—14 40
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ing of every day to sell on a scale up and to buy on a scale down, so adjusted
that at the end of the day they would have bought and sold, so far as market
conditions permitted, substantially the same number of shares. (Henry, Rec,
1282, 1284.) There is in the record a table showing the purchases and sales

by Lewisohu Bros, and the prices day by day from October 5, when the stock

was listed, through the end of that month, from which it appears that during
that period of about 21 business days 163,000 shares were purchased, and 172,900

sold by I>ewlsohn Bros, for account of themselves and associates. (Exhibit

134i, Rec. 1186.)
Under the influence of this operation the price of the common stock, starting

at about 62J, quickly rose to 72; it had fallen to 50 by December. (Heury,
Rec, 1285, 1286.) Mr. Henry, of Salomon & Co., stated that he supposed the

public bought largely on the rise. (Rec, 1286.)

The total purchases and sales on the exchange during these 21 days were
362,270 shares, which was equal to over 34 times the total outstanding common
stock.

It may be remarked in passing that this stock, which was thus

manipulated to $72 p'er share and distributed to the public, has

since sold as low as $16 and is now selling at $25.

The exchange insists that this is a legitimate transaction because

it was resorted to for the purpose of "introducing a new security."

They say the bankers had sold their stock before this was done and
there was no profit for them in this operation. The facts as proven

do not sustain them. True, the first bankers' syndicate had sold its

stock. But to whom? To the second syndicate, of which Messrs.

Lewisohn were the managers and the bankers were also members.
The manipulation was conducted by the second syndicate, which
bought 163,000 shares and sold 172,900 sharefs during the 21 days of

its operations. In the same period there were 362,270 shares sold on

the exchange and an equal number, of course, purchased. What about

the dear pubUc that was "landed" with the 199,270 shares that were

not represented by the syndicate dealmgs, at prices ranging between
$60 and $72.50 per share that subsequently declined to $16 and are

now selling at $25 ?

The only comment that would appear necessary in answer to the

claim of the exchange that the disciplining of its members should be

left exclusively in its hands without interference or review by the

courts is to refer to the fact that neither in this nor in the many other

instances of manipulation uncovered by the committee was there any
effort made to discipline the offenders, except where the operation

resulted in insolvency. The transactions were, on the contrary,

sought to be justified. Both Mr. Milburn and Mr. Van Antwerp
agam defended the California Petroleum manipulation before your

committee as a means of "stabiUzing the market." The criticism is

not based on the mere fact that the price of the stock has dechned.

That is a risk incident to aU business. Nor is it suggested that this

is not a meritorious security. The reputable banking houses that

issued the securities would never have offered them if they had not

beUeved in their merit. The complaint is of the devices by which
the price was maintained and the public interested.

To my mind, these transactions are indefensible. If they can be

resorted to for one purpose there is no reason why they should not

be justifiable for any other purpose. If it is permissible to create a

false appearance of activity and of rising prices in a new security in

order to attract people to buy, why is not the same fraudulent device

defensible in order to get rid of old securities that have been held or

accumulated to be unloaded on the pubUc ? Or to depress prices in
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order to buy cheaply a security that one desires to acquire, which,
oy the way, are the usual forms of manipulation and the purpose for
which It is most generally employed ? All such transactions amount
in effect to a mock auction, with the pubhc as the victuns. They are
vastly more dangerous and far-reaching than the familiar form of
mock auction, because conducted under the cloak of an honorable
calling. The following from the testimony of Mr. Frank K. Sturgis,
a then governor and former president of the exchange, is instructive
on tliis point:

Q. Very well; that is an answer. How do you justify as legitimate the
transactions of a pool or syndicate In giving out buying and selling orders to
brokers for the purpose o" lifting the price of the stock or of depressing it?—A.
Those are the acts of individuals. I can not be responsible for what thousands
of people throughout this country do.

Q. Do you seek to justify it?—A. It depends entirely upon ciicumstances. I
have already said that under certain conditions, orders given out, commissions
paid, no collusion whatsoever, the broker who buys not having the slightest
Idea where the order comes from that the broker executes to sell—I say it is
not an illegitimate transaction.

^ N >ic :{; :^ :1c ,(f

Q. * * * Will you be good enough to answer that question? Is not the
operation, at times, resorted to to depress prices, and at other times to lift

prices?—A. Yes; I can consistently answer that.
* =N * * * >: ,|c

Q. You approve of those transactions, do you?—A. I approve of transactions
that pay their proper commissions and are properly transacted. You are ask-
ing me a moral question and I am answering you a stock-exchange question.

Q. What is the difference?—^A. They are very different things.

Q. I thought so. There is no relation between a moral question, then, and a
stock-exchange question?—A. Sometimes.

Another witness (Mr. Morse, at p. 719) described the mechanism
of manipulation as practiced on the exchange as follows

:

He is the gentleman who manipulates the stock, giving the buying and sell-

ing orders. (Morse, Rec, 710.)

If he merely wishes to make a stock appear active, he gives buying and
selling orders in about equal volume; if he wishes to put up the price, he gives
an excess of buying orders ; if he wishes to depress, he gives an excess of
selling orders. (Morse, Eec, 710, 711.)

There is not time to rehearse here the innumerable ways in which
the machinery of the exchange is shown by the testimony to have
been used with impunity over a long series of years and up to the
conclusion of the inquiry for the practice of deception upon the
public.

The cases of the Columbus & Hocking Coal & Iron pool, Rock
Island and California Petroleum Co., described at pages 47 and 50
of the report, are further illustrations of one of the many phases of

the evil to which I refer.

Suffice it to say that there is overwhelming evidence to support
the findings of the committee. The testimony comes, not from
hearsay nor from muckrakers or enemies but from the lips and
the records of the members themselves. The exchange was repre-

sented before the committee by the same eminent counsel who ap-

peared before you, as astute and resourceful as any in the land, who
submitted a lengthy printed argument dealing with every phase
of the law and facts. The witnesses who testified to its general

methods and practices were selected by the exchange at the invita-

tion of the committee and they were afforded the most ample oppor-

tunity for explaining and supplementing their testimony.
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There is no basis for the impression that the exchange, through its

press bureau, has industriously sought to create, in order to excuse
the exposure of its methods that canae from the lips of its own officials

who were selected by it for the purpose of presenting its defense, that
there was anything unfair or one-sided about the manner of the

inquiry. Here again it is intimated that the exchange did not have
the opportunity to present its case and that the committee selected

the witnesses. This is not a just or accurate statement, as will be
apparent from an examination of the record.

Never was an investigation conducted with greater fairness or

generosity to those concerned nor with so strict an adherence to the

rules of evidence that would be applied in a court of law. Every
witness whom the exchange asked to have examined was called, it

was invited to submit whatever questions it desired to have asked,

and all such questions were put and every witness was given the

opportunity to examine and correct his testimony and to make such

additions, explanations, and statements as he chose at the conclu-

sion of his evidence. All the arguments that have been presented

to you by the exchange in defence of its practices wiU be found in

one form or another in the record of those proceedings. Nothing
that counsel for the exchange asked to have read into the record or

asked of the witnesses—who were their own officials, selected by
them—^was omitted. Availing himself of that permission, Mr. Sturgis

delivered a carefully prepared address, which wiU be found at the

end of his testimony. I do not deem it necessary or appropriate to

enter upon a defense of the fairness of an inquiry by a conmiittee of

the House of Representatives against the irresponsible and imfoimded
attacks that were inspired in the public prints. The record and the

unanimity of the conclusions reached by the committee regardless

of partisan lines speak for themselves. The exchange had to say
something by way of apology for the amazing exhibition that it

made and this was all it had to offer.

In the face of the record accompanying the report of the Pujo
committee it is worse than idle to assert that the exchange wiU ever

be able to bring about its own reformation. Its unaccountable
insistence upon continuing the practice of manipulating prices of

securities leaves no room for argument. The practice amounts to

a continuing inducement to the public to buy and sell under false

rem-esentations.

The amazing figures presented by the diagrams at pages 1120-

1178 of the report indicate that manipulation is the rule rather than

the exception, that nothing short of legal regulation and restraint

will ever be effective and that there must be adequate legal machin-
ery for uncovering the offenses.

A few further quotations from the testimony of Mr. Sturgis will

given a fair idea of the prospect for reform in that direction

:

Q. We are speaking of transactions that are made by members of your

exchange in the way of short selling. Would not their books show whether or

not they were selling short?—A. If the broker is operating for his own ac-

count
;
yes.

Q. And you say from a quarter to a half of the transactions on the exchange

are for the broker's own account?—A. We agreed upon a third, I think.

Another of the notorious instances of manipulation in the recent

history of the exchanges was that of the Hocking pool in 1909, of

which the late James R. Keene was manager, the operations of which
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will be found described on pages 47-49 of the report. Ten stock-
exchange firms participated in it. The stock which was earning only
one-halt of 1 per cent was forced up from $24 to $92.50 per share.
The entire number of shares Usted was 69,304. In a single montli
(March) when the pool operations began 143,400 shares were traded
in. Upon the termination of the pool the stock decUned to $2 per
share and then disappeared.
More remarkable even than the neglect of the authorities of the

exchange to stop this operation when they knew it was going on
was the theory on which they inflicted "punishment" after the pool
collapsed. Of the 10 firms engaged in the pool, only the three that
failed were punished. They were expelled from the exchange. The
others were neither expeUed nor suspended, but merely "censured."
Thus ike punishment was inflicted, not for the character of the opera-
tions, since all were equally cupable in that regard, but for becoming
insolvent in consequence of dealing beyond one's means.

This was admitted by Mr. Sturgis (Eec, 846) :

Q. I should like to know wliy you should expel two members of a pool out
of seven stock-exchange firms for doing the same thing thnt the other five
did simply because those two happened to fail at it.—A. Because they went
away beyond their means.

Mr. Sturgis further stated that the members of this pool who did
not fail were not punishable under the constitution of the exchange
for the character of operations in which they engaged and that he
did not think they ought to be (Sturgis, Eec, 846, 847)

:

Q. Do you mean to say that the things these seven firms did were not
punishable under the constitution?—A. No; they were i}Ot punishable.

Q. Do you not think they ought to be?—^A. We have not thought so hereto-
fore.

Q. Do you not think so ?—A. I do not think so ; no.

There has been much discussion of the relative merits of and
objections to "short selling" and speculation generally, on moral
and economic grounds. I do not propose to enter upon that dis-

cussion at this time.
This iill is not intended to prohibit speculation.

That might be accomplished by the Federal Qovernpaent f)y
indirection through the taxing power, with ample constitutional
warrant based upon judicial precedents. But this bill attempts
nothing by indirection. It seeks only to prevent the use of the mails,
telegraph, and telephone in aid of fictitious transactions ar^d (dis-

honest speculation. It does not attempt to prohibit short selling.

In so far as its effect is to limit short selling the result is brought
about incidentally and indirectly through prohibiting practices that
bear directly upon tjie integrity of the quotations that are to be
distributed through the mails.
The following extract from Mr. Sturgis's testimony fairly repre-

sents the stock exchange view of short selling and the arguments
that are advanced to support it (Sturgis, Kec. 830, 831, 832, 833):

Q. Certainly. What is the purpose of short selling?—A. Generally speak-
ing, to make a profit.

Q. To make a profit by what process?—A. By repurchasing the short sale at
a declining price.

Q. That is, by selling a security that you have not got and gambling on the
proposition that you can get it cheaper and deliver the thing that is sold? Is

not that it?—^A. That is the usual process—selling when you think the price
is too high and repurchasing when you think it has reached the proper levfil.
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Q. But is It, or not, the process of selling a thing you have not got?—A. It is.

Q. And is it, or not, with the idea that it will go lower, or can be depressed
lower, and bought cheaper and delivered?—A. Truly.

Q. Do I understand that you regard that as legitimate and defensible?—A.
Do you wish my personal expression of opinion?

Q. Tes.

—

A. I think it depends entirely upon circumstances,
Q. Under what circumstances would you regard that sort of short selling as

legitimate and proper?—A. I would regard it so if there was a panic raging
over the country and It was desirable to protect interests which could not be
sold. I think It would be a perfectly legitimate thing to do.

Q. Let us see about that. If there was a panic raging over the country and
a man sold stocks short, would not that simply add to the panic?—A. It might.
Self-preservation is the first law of nature.

* ): * * ^ * #

Q. But, as I understand it, if there is a panic raging over the country, yon
think it is defensible for a man to depress stocks by selling stocks he has not
got, with the idea of adding to the panic?—A. Mr. XJntermyer, if a person has
I)roperty which is absolutely unsalable and he can, so to speak, protect his

position by selling something for which there is a broad market
Q. Th;it he has not got?—A. (Continuing.) I do not consider it wrong.
Q. Mr. Sturgis, let us just analyze that, because I do not think I understand

you. You do not want to be misunderstood, do you?—^A. It is not my wish.

Q. And I do not want you to be misunderstod. Do you mean to say that if

there is a panic raging it is a defensible thing for a man, under any circum-

stances, to sell stock that he has not got, with the idea of getting it back
cheaper?—^A. I do think it is defensible. I certainly think it is defensible.

Q. For what purposes does he do that except to try to make money?—A. To
try to save his credit, perhaps.

Q. How does he save his credit in a panic by selling stocks that he has not

got, with the idea of adding to the panic and getting them cheaper?—^A. Because
If he can make a profit on that sale it may repair the losses that he has made
on stocks he can not sell.

Q. I see. Tou know that that would simply accentuate the fierceness of

the panic, do you not?—^A. It could not he otherwise.

Q. Certainly. And his only purpose in doing a thing of that kind in time

of panic would he to make money, would it not?—^A. To protect himself.

Q. It would be to make money, would it not?—A. Tes; and that would protect

him.
Q. Of course. It always protects a man to make money, no matter how he

makes It, does It not?—A. Tes, sir.

Q. And that, you think, is justifiable?—^A. I think under those circumstances

it is.

Q. Tou do not want to make any further explanation of that proposition, do

you?—^A. I do not.

Q. Is it any more justifiable for a man to sell short in a panic than in a

normal market?—A. It depends very much upon his financial necessities.

Q. Do you regard it as justifiable in a normal market for a man to sell a

thing he has not got, with the idea of depressing prices in order to buy in the

stock at a lower level?—^A. I think it is a question between a man and his own
conscience.

Q. I am asking for your judgment. Tou have been many years in the ex-

change, and you are a careful observer, and I would like to know your judg-

ment.—A. I think a grent many people deprecate it. Others approve it.

Q. Do you approve of it?—^A. Tou ask me personally?
Q. Tes.—^A. I never sold a share of stock short in my life.

Q. Then you do not npprove of it, do you?—^A. I just happen not to have done

it. My private business, If you please, I beg you to omit.

Q. I have not asked you your private business.—^A. Tes ; you asked me what
I did myself.

Q. I did not ask you that, sir ; I asked you what you thought about it.

* * * w * * *

Q. Do you approve of short selling in others?—^A. Under what conditions?

Q. Under any conditions.—^A. Tes; under some conditions.

Q. Do you approve of short selling in a normal market?—^A. I will answer

that question by saying it is a moral question with the individual himself. It

is not up to me to express my opinion upon it.
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Q. And It IS done m large volume, is it not?-A. At times
Q. The stock exchange does not discourage it, does it?-A. The steels ex-change does not enter into it at all.

Q The stock exchange does not discourage short selling, does if—A The
stock exchange takes no position in the matter at all

>-• a- -ine

Q. Has the stock exchange any rule or regulation against short selling'—

A

None. °

Q. Why is it not just as simple a matter for them to have a regulation against
short sellmg as to have a regulation against a broker splitting his commission'—
A. There is no regulation against short selling; that is all I can sav to vou
about it.

My reason for declining to enter upon the discussion of the relative
evils and alleged compensating advantages of speculation and short-
selUng is that they have only a remote relation to the purposes of
tllis bill, and I am anxious tliat the real issues shall not be obscured.
Judging by the prominence that the representatives of the exchange
have given to the discussion of those purely collateral and largely
academic questions, it looks as though they are anxious to create a
false issue by setting up a wooden man and proceeding to knock him
down. I decline to follow them upon that quest, however, tempting
may be the inducements.

This biU is aimed at dishonest speculation through manipulation
whether for the long or short account. It is employed equally to
raise and to depress prices. The methods in both operations are
equally deceptive.

I may, however, be permitted to say in passing that the champions
of sl^ort-selling studiously ignore the main argument against its

legitimacy. They insist that it is a safety valve against undue
inflation and depression in that it tends to check an undue rising
and falling market in a security.

It is said that the short-seUer sells when, in his judgment, a stock
is too high and is compelled to cover his sale by buying when it has
reached what he believes to be its real value. That sounds well in
theory. In practice short-selling is a dangerous factor in times of
depression. It is a direct incentive toward creating and accentuating
panics in the security market.
But above and beyond this, it is not in fact to any extent employed,

as is claimed, as a test of the value of a given security, and does not
in practical operation perform any such useful function, except in rare
cases. Speculation is the main feature of the stock market. The
bulk of its transactions is in the nature of gambling, the brokers being
themselves and for their own account the chief speculators and the
customers who trade through them buying and selling from day to

day making up the remaining speculative contingent.
A "short-selling" movement is not ordinarily directed ' against a

particidar security on its merits. In order to be successful on a

substantial scale it attacks the entire market. The operator sells,

without owning, a number of the most active securities on the list

without regard to their merits or whether they are intrinsically worth
more or less than their then selling price. There is rarely a sub-

stantial selling movement that does not attack and depress prices in
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hi the active stocks all alonti; the line. The market prices move up
and down by sympathy. That being true, explodes most of the
fine-spun theories as to the justification for short-seUing in fixing and
steadying the value of a given security.

The demand of these gentlemen that they be further intrusted with
the task of self-reformation, is an unthinkable proposition. If the
practices they are struggling to retain, such as manipulation of prices,

are to be hereafter prohibited as unlawful, the suggestion that the
machinery for uncovering the oflfense and the punishment therefor

be left exclusively in their hands to deal out justice to one another is

certainly unique, to say the least. The absurdity of the contention is

emphasized by the tenacity ^-ith which they cling to the delusion that

manipulating prices is legitimate business. Not more so, however,
than the further argument of the exchange that it is now mending its

ways and that there should therefore be no means provided by the law
for discovering or punishing future offenses. Truly a most remark-
able process of reasoning!

If a member divides any part of his commissions with his customer
or with any one through whom he secures business, expulsion and
ruin are the immediate results.

"SpUtting commissions is the most heinous offense a member can
commit," says Mr. Sturgis—far more heinous than "wash sales" or

fraud. One would imagine that these gentlemen would have suffi-

cient sense of humor to pause in their denimciation of the motives of

those who have dared suggest that they have not quite demonstrated
the justice of their demand that they be permitted to continue free

from the legal regulation and restraints that pertain to other occupa-
tions affecting the public. It is difficult to imagine what motives
there could be for the performance of this unpleasant duty other than
the public interest and to promote the eventual usefulness of this

great financial agency.
The extreme gravity and importance to the pubhc of the transac-

tions conducted on the exchange are Uttle understood outside the

very restricted circle that has to do with large corporate business.

Even to the latter the mechanism of the stock exchange and the way
in which prices are made are largely a closed book. They are tech-

nical and compUcated in the extreme, which accounts for the endless

opportunities for misrepresenting the issues and misleading the

public.

Incorporation and rigid regulation of the exchange have become
essential to the public protection; that they will vastly add to the

value and stability of meritorious securities and to the usefulness of

the exchange as a legitimate and necessary part of our financial sys-

tem, and they furnish the only means of preventing deception in the

quotation, purchase, and sale of securities on public exchanges. I

claim that there can be no effective regulation without incorporation,

nor without the accompanying aU-important power to inspect the

books of members of the exchange insofar as concerns the transac-

tions on the exchange. In making this claim it is not necessary to

impugn the purposes of the general body of membership of the ex-

change. Nor am I unmindful of the efforts that the exchange, under
the spur of the criticism aroused by these exposures, has recently

been making to correct existing defects in its management in certain

directions nor the inherent difficulty in bringing about reforms, but
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the chief abuses remain and so it will continue until the law renders
them impossible by making them punishable as crimes and providing
means for their discovery.
My contention is that without the aid of incorporation the exchange

will be unable to put an end to illegitimate practices and that the
best element in its membersliip, whose business does not depend upon
these practices, should welcome the proposed legislation msteacf of
short-sightedly arraying itself with the other element against pubHc
sentiment and opposing every measure that is intended to restore
and maintain pubUc confidence, on the mistaken theory that the
exchange must be permitted to continue to be a law unto itself.

This contention is supported by the judgment of so eminent an
authoritjr as Mr. George W. Perkins, who was for many years a
partner m the firm of J. F. Morgan & Co. The following is from the
testimony of Mr. Perkins on this subiect before the Puio committee
(pp. 1625-1626):

Q. Have you, as a result of your experience, any opinion as to the necessity
or aclvisability ot putting tlie stoclt exchange under legal control and regulating
it?—A. Yes.

Q. What is your view as to that, and what are the reasons for it?—A. I feel
generally, from such study as I have made of that, that if the exchange were
incorporated under some broad system of regulation, that it would inure to the
benefit of the people who are investing in securities sold there and would at
once be better for the public who are the buyers and for the members of the
exchange who are conducting this busipess.

Q. You favor the incorporation of the stock exchange, do you?—A. I would;
yes.

Q. And under what laws do you favor its incorporation?—^A. I linow that the
feeling among some people with whom i have talked is that it should be in-

corporated under the laws of the State of New York. The New York Stock
Exchange was organized a great many years ago as a New York enterprise,
but personally I think it has largely outgrown that function. It Is a national
institution now. In fact, it is more than that. It is an international Institu-

tlctn.

Q. It is an international institution?

—

^. Yes; and people are trading in its

securities who are many thousands of miles away, and they should be given
all the protection in that trading that it Is possible to throw around It. I

believe a very vast sum of money would come as an investment in American
securities if some of the conditions in regard to the manner in which they are
traded in could be changed and perljaps improved to the benefit at once of

the exchange and to purchasers.

Q. Is it your judgment, then, that it should be incorporated under a Federal
law?—^A. That would be my judgment, if it could be so arranged. In fact, I

am a nationalist on almost all of these questions, not a State rights man.
Q. Does the stock exchange perform any important function in national

finance?—^A. I think it does, very; and a most useful function.

Mr. John Aspegren, president of the produce exchange, testified

as follows before the Pujo committee (pp. 929-930)

:

Q. Your exchange is incorporated under the laws of the State of New York,
is it not?—A. Yes, sir.

Q. Do you find any diflSculty in doing business as an Incorporated exchange?^
A. No ; we do not.

Q. Do you find it handicaps you in any of your legitimate operations?—A.

That depends on what you mean by " legitimate " operations.

Q. I assume your operations are all legitimate.—A. That is why I asked
the question.

Q. It does not hamper you in the pursuit of any of the legitimate operations

of the exchange, does It?—^A. It may bring out lawsuits. I think we have had
some.

Q. You mean it gives a remedy to people who claim they are injured by your
acts?—A. That is exactly it.
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A comprehensive understanding of the complex machinery by
which prices are controlled is necessary to form a judgment on the

question. This knowledge is of far greater importance to the masses
and in more ways than is generally appreciated. Those who have
never bought or sold or owned a bond or share of stock, and never
will, are as deeply concerned in the rigid regulation of this vast

instrumentahty of finance as are those who deal in the secutities that

are hsted on the exchange. Their interest will be found not only in

the close relation between fictitious values of securities and the
prices of the commodities of the companies represented by these

securities but in many pubUc aspects of the subject connected with
its quotations of securities.

But for the incentives and opportunities offered by the stock

exchange most of the great trusts would have been impossible.

The attraction to the vendors of the properties lay largely in the

opportunity offered of seUing the secutities received in payment for

their properties to the pubhc. This was made possible only through
the medium of the exchange. To those who continued to hold their

securities, inflated prices for the commodities meant higher divi-

dends, thus further increasing the market values of their securities;

the control of the market for a given product with the accompanying
power to levy tribute on the public is capitaMzed at all that the

traffic wiU bear and the securities representing no actual property
and nothing but this artificial control, find a ready market on that

basis. In order to support the fictitious values thus created that

control must at all hazards be maintained.
The merits of the controversy over this question of whether the

stock exchange should be required to incorporate and be subject to

regulation have, with few exceptions, been imrecognizable from the

newspaper reports.

The exchange maiatains a publicity departmmt under the euphoni-

ous title of the "library committee." In the course of the hearings

before your committee there was distributed from Washington and
pubUshed all over the country a canard to the effect that the Presi-

dent had expressed his disapproval of the bill now under discussion.

So persistent and circumstantial was the rumor that an explicit

demal from the White House was considered advisable to prevent the

discrediting of the legislation.

Such methods are most unfortunate. They are bound sooner or

later to react against the exchange and thus obscure the merits of the

controversy, which the champions of this measure are anxious to have
impartially and impersonally discussed.

In answer to the question: Why should the stock exchange be

incorporated? We might with far greater justice ask: Why should
it not ? It is to-day the most powerful and far-reaching of all the

instrumentalities of National and international finance. Its records,

whether genuine or fictitious, honest or juggled, are the guides by
which transactions are conducted and values fixed by millions of

people here and abroad. Its vast and delicate machinery, with its

endless opportunities for the perpetration of fraud and pillage (un-

fortunately too often accomplished in the past) should not be in the

uncontrolled, unregulated, and irresponsible power of any body of

men, however unselfish and altruistic may be their aims.
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Without yielding here to the temptation to rehearse the history
of the past 15 years of the exchange as the instrumentality by which
vast fortunes have been filched from the public through the absence
of control over its operations, it is sufficient to remind you at this
point that the plea for incorporation and regulation involves no
reflection upon the exchange or its membership.
Why should any public utility or instrumentahty be subjected to

control ? Why should banks, trust companies, life and fire insurance
companies, casualty, accident, burglary, insurance and other indus-
tries that might equally well be conducted by individuals be required
to be incorporated? Why should not you or I have the right to
insure lives or property if we are considered sufficiently responsible
and otherwise acceptable by those who are concerned? There was a
time when this was permitted. It is no reflection upon your honesty
or mine that these things are no longer tolerated in any civilized

country.
Why should auctioneers who buy and sell any kind of personal

property, except securities, require licenses and have their books of

account and all their transactions subject to public inspection, whilst
the brokers who deal in securities are free from such inspection ? Is

not such a broker an auctioneer in the largest and broadest sense?
How does a manipulated stock transaction differ from any other kind
of mock auction ? You imagine that you are purchasing in an open
competition in which true values are fixed when in fact the cards have
been stacked against you.
Why are the books of employment agencies, hotels, boarding houses,

etc., now required by law to be subject to public inspection? Why
are barbers, plumbers, pharmacists, liquor dealers, warehousemen,
steamship ticket agents, public accountants, and innumerable other

occupations required to be licensed and regulated ?

I mean no disrespect to the calling of the stock broker and suggest

no comparison except in the principle involved in asking why the

pawnbrokers should be open to the mspection of the public authori-

ties if, as is now claimed, there is no power to compel the transactions

of brokers on an open board to be subjected to examination by State

or Federal authority. There is no argument in support of the consti-

tutional power in the one case that does not apply to the other.

They are aU conducting legitimate business, but the right to regu-

late them like that of dozens of other industries that might be named
is recognized. Their occupations may be more humble than that of

the stock broker in the sense that the transactions may not be of such

magnitude, but they are quite as legitimate.

It was suggested on the hearing that as everybody in business uses

the mails the argument in favor of requiring the stock exchange to

incorporate under a form of charter to be dictated by Congress might
be urged with equal force against all business, thus inteilering with

the sovereignty of the States in the granting of charters and by indi-

rection transferring this power to the Federal Government.
The answers to this suggestion may be summarized as follows

:

1, The bill, as before stated, does not prescribe the form of charter except

in so far as necessary to protect the mails against being used as the agency for

the perpetration of frauds upon the people of the country. In all that pertains

to the internal management of the corporation, its powers, restrictions, and obli-

gations, the Stale writes its own charter. All that Congress asks is that the
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State shall give to the Federal Government the assurance of State supervision
and such protection as Congress regards as essential to the proper use of the
mails and telegraph.

2. Congress would have the right, if it saw iit, to go much further and to

demand that the exchange take out a Federal charter or license as a condition
of using the mails for purposes of such far-reaching importance and involving
such potentialities of national injury. The stock exchanges of New York, Bos-
ton, and Chicago are institutions of national rather than of State concern.
Congress has by this bill left their government to the State when it might justly

have Itself assumed control.

3. If the necessity for regulation that is here shown to exist could be estab-
lished with respect to any other business, it would be not only the right but the
duty of Congress likewise to protect the mails from being made the agency
for the perpetration of fraud. The provision of the Sherman law for the seizure
and confiscation of the goods of an unlawful combination in interstate transit

is an instance of the exercise of that power. The pure-food law is another.
Whether it is advisable for Congress to exercise its authority in a given case
is a question for it to determine, but the existence of the power to exclude
from the mails matter that is not safeguarded in the manner that Congress may
deem necessary can not be open to question. It may say to-morrow that the
results of horse races shall not in any event be carried by the mails or over
the telegraph or that they shall be carried only where the races are run under
the control of corporations expressly chartered by the State and where gnin-

bling is not permitted.
The Federal Government is not bound to permit Its agencies and facilities to

be used for purposes that Congress believes to be immoral or fraudulent. So
long as every State and every citizen receives equal treatment there is no
ground for complaint.

4. There is no way of enforcing uniformity of regulation with respect to the
conditions on which the mails and telegraph shall be used by the exchanges for

the distribution of quotations except by Federal law, which shall prescribe- in

that respect in their charters the conditions under which securities are to be

listed, quoted, and dealt in. The alternative is as between State and Federal,

incorporation of the exchange. To require Federal incorporation would involve

placing the internal management of the exchanges under Federal control, which
is neither necessary nor advisable. To attempt regulation without incorporation

would impose upon the Federal Government the unwelcome and unwise task of

supervising the listing appUcations of intrastate as well as interstate corpora-

tions the quotation of the securities of which are being distributed through the

mails, all of which is avoided and properly left to the jurisdiction of the State

under this bill.

The reasons in favor of regulation and control of the exchange

are vastly more weighty than those appertaining to any of the ahove-

ennmerated occupations that are now regvdated and controlled.

The exchange is in no sense a private or local enterprise. It is

grossly misleading to say, as has been argued by the defenders of its

E
resent irresponsible form of association, that it is not engaged ia

usiness and that its only function is to provide a meeting place

where its members may deal with one another under prescribed rules.

The exchange is engaged in business and of a highly important

and distinctly national character. It owns the entire stock of the

New York Quotation Co., which for a specified rental, supplies

members' offices south of Chambers Street, New York City, with a

ticker service that registers, impartially and ' without earmarks,

every genuine and manipulated transaction that takes place on the

floor of the exchange. For 1100,000 a year, under contract ter-

minable upon one day's notice, it sells these quotations to a sub-

sidiary of the Western Union, the Gold & Stock Telegraph Co.,

which also maintains a like ticker service. The latter, however,

can supply the quotations to such persons only as the exchange ap-

proves, and under no circumstances to members' offipes south of
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Chambers Street or to any competing exchange in New York City.
The quotations are gathered upon the floor of the exchange by its

employees and transmitted by its own operators to the officers of
the New York Quotation Co., and the Gold & Stock Co., and thence
distributed throughout the United States, but the exchange retains
the right to determine absolutely who shall and who shall not re-

ceive these quotations. There is no other method by which quota-
tions of transactions on the exchange are obtainable.

It is themarket place of the entire country and of foreign countries
for securities and the only pubUc market in the United States where
money is loaned and borrowed.
The business transacted by its members has no relation to State

lines. It comes to them from almost every comer of the civiUzed
world. It is not only nation wide, but international in scope. Its

members maintain private wires to aU the principal cities of the
United States and the transactions conducted on this open board
are for the account of customers from all parts of the country and
from foreign coimtries.

Its hall-mark as to the genuineness of a certificate of interest in a
corporation passes current everywhere and it is rightly supervised
with jealous care and at considerable expense to the corporations
concerned.

It undertakes to prescribe the form and conditions of every cor-

porate security in which it authorizes dealings aild its determination
is final thtough its control over the listing of such securities. It

reserves the right to exact the minutest details of the business and
affairs of the issuing corporation, to impose its will in the matter of

the procedure by which such corporations shall declare and pay
interest and dividends and in the matter of the transfer agents and
registrar and as regards endless other details; all this veiy properly

on the ground that it is performing a public function national m its

scope.
It jealously controls the reports of every transaction on its floor,

issues and distributes the records of every purchase and sale, or

offer of purchase and sale, which it thereby impliedly represents as

an honest and genuine transaction. Courts of justice, trustees,

fin.ancial institutions, tax officials. State superintendents of banks,
trust companies, and life insurance companies, and other corpora-
tions that are subject to supervision in the several States throughout
the country, and the Comptroller of the Currency in fixing the value
of securities of national banks, and the pubhc the world over, act

on this information. It exacts compensation for the service of

listing securities, sells the quotations to interstate and international

telegraph companies for large sums of money and scatters them
broadcast through the newspapers, over the telephone and telegraph

but always under its control.

In the face of this array of undisputed facts, this stupendou.sty

powerfu.l national and international agency of finance contends that

it would not be a reasonable or legitimate exercise of the power of

Congress to prevent the use of the mails, telephone, and telegraph

in interstate business as a means of perpetrating frauds upon tne

Eublic. Congress not only has the unquestioned power—it has

ecome an imperative duty. It is a necessity of modern finance

from which there is no escape. It is far more important than the
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power now exercised by the Post Office Department over letters and
prospectuses that are circulated through the mails, under which
there have of recent years been so many wholesome convictions for

fraudulent use of the maUs.
Regulation, through incorporation, is not only needed as a preven-

tive of fraud, it will accomplish still greater results as a constructive
measure.

Great and much-needed reforms in the organization and methods of

our corporations may be legitimately worked out through the power
wielded by the stock exchange over the Usting of securities. Much of

the confusion and many of the defects in corporate regulation, due to

the diversity of State laws and to the bidding of the States against one
another in laxity of administration in order to attract corporations
within their borders, may be corrected and uniformity of methods
introduced through the hsting department of the exchange.

Thus complete publicity as to all the affairs of a corporation may be
uniformly enforced. It may and should require as a condition of list-

ing a security that all the intermediate profits and commissions of

bankers, brokers, and middlemen shall be fully disclosed, thus throw-
ing about the invester the protection afforded by the "companies act"
of Great Britain and of other civilized countries. Every new security

should be required to be pubUcly issued and offered to the public

through the pubhcation of a prospectus so as to ehminate the secret

profits of themiddleman as far as possible. It is the only way to cre-

ate confidence in and to popularize investments in corporate securities.

Detailed annual statements should b^ exacted from all corporations
whose securities are Usted, disclosing all payments made or profits or

emoluments received, directly or indirectly, by officers, directors,

bankers, and brokers from the corporation, so that every security

holder may know whether and to wnat extent his company is being
exploited.

The scandalous practices of officers and directors in speculating
upon inside and advance information on the action of their corpora-
tions may be curtailed, if not stopped, by requiring that the officers

shall make full disclosure of all their transactions in buying and sell-

ing securities of their companies. The act incorporating the exchange
should provide that all statements required to be made by corporations
shall be under oath and that false swearing shall constitute perjury.
At present they are extrajudicial.

In short, the opportunities of the exchange as an agency of corpo-
rate reform are almost eadless, provided its own practices can be
reformed so as to entitle it to exercise these broad powers. Instead
of the investment business of the country abandoning the exchange,
as is now and has been to an extent the case for some time past, it

will become necessary to the reputation and saleability of a security
that it should be listed by reason of the protection thereby afforded
the investor. The general public, which has grov/n to look upon the

exchange with distrust because of the practices that have been toler-

ated in the past, will be given new confidence in it when it is under
legal supervision.
The argument as to the effect of the legislation in enlarging the

usefulness of the exchange has bee:i referred to as an admission that

the ultimate purpose is to secure publicity and uniformity in cor-

porate transactions and general corporate reform through the use of
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the Post Office Department. It is nothing of the kind, although it
would not be a misfortune if it should indirectly lead to uniformity
in requiring publicity of the affairs of corporations and to restricting
the bidduig of the States against one another in laxity of administra-
tion. If it incidentally reduces .the incentives for the organization
of "carpet-bag" and "Mdld-cat" corporations it will hardly be objec-
tionable on that grouad if it is otherwise a legitiaiate exercise of
power.

It is as essential to protect the mails against being used as an
agency for facilitating the perpetration of fraud to require that the
public market whose quotations are to be carried by the mails shall
be restricted to the listing of securities that conform to given require-
ments of publicity of their affairs as it is that the quotations of those
securities shall represent oaly actual and not fictitious or manipulated
transactions.

There is no ulterior pur|)ose in the first requirement, even though
it may serve another useful purpose. The intended protection of
the public can not be secured without compliance with both require-
ments.
The principal objection urged by the exchange against incorpora-

tion is that it will interfere with its power of discipline over its mem-
bers, and thus lower the existing standard vvdiich it is claimed can
only be maintained by reposing unquestioned and summary final

authority in the board of governors.
No such interference in the internal affairs of the exchange is

involved. As before stated, this biU does not undertake to deal
with the form of charter or conditions of membership. The State
will preserve the present power of discipline if in its wisdom that
is deemed to be for the general interest. So it will, if it sees fit,

permit the exchange to retain its present limit of membership and
its right to require that its members charge a uniform rate of^ com-
mission. These, among other things, are matters with which Con-
gress has no concern. I have never been able to persuade myself
of the sincerity of this plea against incorporation. There is no
difference between the power of discipline that may be enforced

over the members of an incorporated and unincorporated body.
It all depends upon the form of the charter. There are incorporated

clubs in all the States that have the power of discipline now enjoyed
by the exchange. Is it not more likely that the fear of mcorpora-
tion is based upon the possible interference hereafter by the State

with the limitation of membership or with the maintenance of the

present enforced rate of commission ? It can not be based on con-

gressional action, since Congress does not assume to deal with that

question.

In connection with the much-discussed necessity of absolute and
unreviewable control of the exchange over the discipline of mem-
bers it may, however, be said here parenthetically that the discipline

maintained under freedom from governmental supervision has not

been of such character as to constitute a very convincing argument
in favor of the continuance of such despotic and unreviewable power.

An exammation of the records of punishments mflicted which will

be found among the exhibits accompanying the report of the Pujo

committee furnishes forcible reasons in favor of the wisdom and

necessity of judicial review. The offense most severely punished
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is the splitting of commissions or any infraction of the uniform com-
mission rule. Fraudulent and fictitious transactions by which the

Eublic has been grossly swindled on an enormous scale and which
ave brought the exchange into world-wide disrepute have been

treated as mere venal offenses beside the criHie of allowing a customer
part of the commission.

Manipulation is considered legitimate provided commissions are

paid at both ends of the manipulated transaction.

Notwithstanding these peculiar views of the duty of the exchange
to the public it urges the importance of its unrestricted control over
the discipline of its members as the sole reason why it should not be
forced to incorporate. Some would regard it as an added reason in

favor of incorporation.

It is not apparent why such results in the way of the disruption of

discipline as have been suggested by the exchange should follow from
giving an accused member whose reputation and entire business

career and means of livelihood depend on the action of his comembers
and competitors the ordinary measure of justice of a right to review

by an impartial authority. There is no danger that the courts will

deal less severely or less effectually than has the exchange with the

frauds practiced upon the public which it is the purpose of incorpora-

tion and regulation to prevent and punish. That would be difficult.

Nor are they likely to regard manipulation with any less disfavor

than the spokesmen of the exchange, who have steadily insisted on

attempting to defend and justify such practices by arguments that

are surprising for their speciousness and lack of understanding of

the public aspects of the business of the exchange. These are,

however, as before stated matters for the State to determine.
It is next suggested that if there is to be incorporation it should be

left entirely to State authority and that the Federal Government
should not exact it or have anything to do with it. Yet when the

former was attempted it was opposed with equal bitterness, apart

from the fact that efforts at State legislation have proven a farce, as

will be hereafter seen. There can be no efficient relief from that

direction.

It would be manifestly unjust to have one set of conditions on

which the New York Stock Exchange could use the mails and another

or none for the Boston, Chicago, Denver, or San Francisco exchange.

Uniformity of regulation is essential.

Boston and Chicago should no more than New York be permitted

to prey upon the country because their respective States do not see

fit to restrict them. That seems to me in and of itself a conclusive

answer to the suggestion that each State should be left to determine

whether the public market whose qiiotations are to have the use of

the mails shall be subject to or free from supervision. The Federal

Government is vitally interested in that question.
The two fundamental reasons, in addition to a number of subsidiary

ones, for i-equiring the incorporation of the stock exchange may be

recapitulated as follows:

1 . To prevent, detect, and punish the practice of frauds upon the

public through manipulation, matched orders, wash sales, and like

fictitious transactions, by means of which apparent values are created

for securities in the world's mai'kets.
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This can only be accomplished through incorporation and the
accompanying delegation to public authority of the right to ex-
amine the books of members, through which alone these transactions
are discoverable.

The State and the Nation have each, separately and independently,
the unquestioned right to safeguard the public against imposition
on a subject that so nearly affects the interests of all its citizens.
Neither is bound to permit an institution so preemmently public in
its character and so vitally affecting the financial interests o'^f the entire
country and of other countries to remain uncontrolled. Such regula-
tion involves no attempt to interfere with the individual in buying and
selling securities except in a public market. Its purpose is to secure
fair dealing in such a market. No one need become a member of such
a corporation; but if as a condition of membership the law requires
that nis books shall be subject to inspection, none of his constitutional
rights are violated nor is it an interference with such rights to pro-
hibit the individuals engaged in that calling from combining for

the creation and operation of such a public market except through
incorporation and under such regulations as the State or Nation may
prescribe.

At the 1913 session of the Legislature of the State of New York,
following the disclosures of the Pujo inquiry, a number of bills were
passed that were supposed to be intended to meet some, but by no
means all, of the existing evils. The extent of the power of the ex-
change may be faintly gathered from the fact that never in its entire

history and notwithstanding the scandals of all the past years in its

management was there any attempt to legislate on the subject until

the exposure of its methods brought the people face to face with the

conditions that had been so long tolerated.

The stock exchange points to these belated bills as demonstrating
that incorporation is not now necessary in order to regulate the

exchange.
I consider none of them as of any value. Only the bills to which

the exchange consented were passed. None of them meets or even
attempts to deal with the worst evils under the present system. A
bill to require incorporation was defeated, as it deserved to be. I

opposed it as a mere "blind," as are those that were passed. The
only relatively important bill passed is that which purports to prevent

manipulation—but it does no such -thing. It will serve only to

legalize and perpetuate the existing abuse by excluding it from the

definition which should include it.

The bill reads as follows

:

Manipulation of securities.—Any person who inflates, depresses, or causes

fluctuation in, or attempts to inflate, depress or cause fluctuations in, or com-

bines or conspires witli any other person or persons to inflate, depress, or cause

fluctuations in, the market prices of the stoclts, bonds, or other evidences of

debt of a corporation, company, or association, or of nn issue or any part of an

issue of the stock, bonds, or' evidences of debt of a corporation, company, ov

association, by means of pretended purchases and sales thereof, or by any other

fictitious transactions or devices, for or on account of such person or of any

other person, or for or on account of the persons so combining or conspirmg,

whereby, either in whole or in part, a simultaneou.s change of ownership of or

interest in such stocks, bonds, or evidences of debt, or of such issue or part of

an issue thereof, is not effected, is guilty of a felony, punishable by a fine ol

30578—14 41
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not more tliaii $5,000 or by imprisonment for not more than two years, or by
both.

A pretended purchase or sale of any such stocks, bonds, or other evidences of
debt loherehij, in whole or in part, no simultaneous rluinf/c of ownership or
interest therein is effected, shall be prima facie evidence of the violation of this
section by the person or persons taking part in the transaction of such pre-

tended purchase or sale.

(The italics are ours.)

This bill stands in the way of effective legislation to prevent
manipulation, and that is precisely what it was intended to do.

Manipulation of securities is not accomplished to any appreciable

extent by fictitious transactions. As now practiced upon the

exchange it does result in a change of ownership, so that the most
widespread forms of manipulation practiced on the exchange are

not reached by this bill.

When a banker or a broker wants to create a fictitious appearance
of activity in a given security for the purpose of stimulating dealings

in it or to advance or depress the market price, he no longer does it

through matched orders or washed sales. He gives at the same time
to a number of different brokers orders day by day—and sometimes
hour by hour—to sell the security on a scale either up or down,
dependent on whether he wants to advance or depress the price ; and
he gives at the same time iind as part of the same operation to

another set of brokers orders to sell on a scale. These brokers are

not supposed to know—and often do not know—of the counter orders

that have been given. The effect of these transactions is, however,
to create a nominal change of ownership accompanying every trans-

action and yet at the end of the day the operator has probably
neither bought nor sold the stock on general balance, although the

records and quotations of the transactions as published and scattered

throughout the country will show great apparent activity and heavy
dealings and rising or falling prices when tnere have been in fact no
dealings other than those of this operator on both sides of the market,
except the purchases and sales of such victims and the gambling
transactions of such "room traders" as have been attracted to the

stock by this false appearance of activity.

The violent protest that was made before you of the definition of

"manipulation" contained in subsection (a) of section 5 of this bill is

easily understandable in the Hght of this explanation. Your especial

attention is invited to that definition. Is there anything in it that

would apply to an honest transaction ? Or to which there would or

could be objection if the members of the exchange were not deter-

mined to cling to these illegitimate methods just as they clung to the

disgraceful practice of permitting dealings in "blind pools" under the

guise of their "unlisted" department until 1910 ?

This provision forbids only transactions that are made for the pur-

pose of giving a false appearance of activity or of artificially influencing

the market in order to ouy or sell or to attract public attention so as

to induce purchases and sales by others.
Why should there be such a storm of opposition to forbidding such

practices ?

No law will reach these transactions unless the exchange is sub-

jected to legislative control through incorporation, with the right to

some public authority to examine the books of its members. The
mere existence of such authority will in and of itself be a powerful
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deterrent. In view of the concession that at least one-third of all
the transactions are those of members themselves for their own
account and of the statistics s]i,,wing that upward of 80 per cent are
purely speculative, there would appear to be urgent need of every
deterrent that can be lawfully applied. If you want almost ocular
demonstration of the processes and baneful results of manipulation
to the extent of hundreds of millions of dollars within a fe«- months
look at the sheets and diagrams showing the trend, character and
extent of the dealmgs in Amalgamated Copper Co. during the period
between December, 1906, and October, 1907, to which reference has
elsewhere been made.
In those 11 months there were over 32,000,000 shares dealt in of a

company that had only 1^ million shares. Stated in dollars, the deal-
ings in that 11 months in that one security amounted to over
$3,000,000,000. Look also at the range of prices. On a single day
(March 15, 1907) there were 2,147,005 shares sold, which was one and
one-half times the entire capital. Or, still more instructive, look at
its record between June, 1901, and November, 1903, when the price
went from $130 to $35 per share, and again the capital was bought
and sold many times over and over again each year.
An examination of the charts and statistics of other companies,

such as Reading and United States Steel, tell the same story. The
same old game is repeated over and over again by "insiders" operat-
ing through pools and syndicates in the manipulation of vast blocks
of securities, either forcing the prices up and unloading them on the
public or forcing them down to shake out the public preparatory to
another raid.

It is a notorious fact that James R. Keene, who managed the ill-

fated Hocking pool, was employed to manage and that he in fact
conducted pool operations in Amalgamated Copper and United States
Steel stocks through market manipulations.

If the average human mind that has not been steeped in the intri-

cacies of high finance can realize the magnitude of these transactions,
your attention is directed to that end to the figures showing the
dealings in the securities of these two companies.
In 1906 and 1907 there were, in all, 1,400,000 shares of Reading

common stock listed. There were over 81 ,000,000 shares sold in that
time, starting at $164 per share and ending at $90. Those transac-
tions represented over $11,000,000,000 in monej^ in sales and the same
amount in purchases.
In United States Steel, with 5,084,000 shares of common stock out-

standing, there were 74,000,000 shares sold and the same nuiriber

bought in 1909 and 1910. In a single month (January, 1910) there

were over 6,000,000 shares sold.

It will be said that this largely represents speculation. But is it

honest speculation or speculative excitement brought about by pool

manipulation ? What part of it is pure manipulation ?

Here, again, there have been selected hj way of object lesson only
a few of the instances that might be multiplied ; but prominent cases,

have been taken to illustrate the point. Unless these practices are

made discoverable and punishable there is no reason why they should:

not be repeated when conditions are again favorable.

Many of our great fortunes have been amassed by these methods..

Who first knew when United States Steel common stock was to b^
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put upon a dividend basis ? Or when Union Pacific was to increase

its dividend to 10 per cent? Or when Amalgamated Copper would
reduce or pass its dividend? Or when and on what basis it would
resume dividends? The determination of these questions generally

rests with one or at most a few men in each company. It was nat-

ural that they should make use of their advance knowledge so long

as there was no law or public sentiment to restrain them. But the

temptation to force dividends and to suspend dividends and other-

wise to use their vast power is too great. They must be removed
if we are ever to have honest corporate management.

It may be that under the new order of things we shall not have

the same class of men in our boards of directors. That is probably

true. The incentives will no longer be there. They were dishonest

incentives, but strange to say it was not considered dishonest for a

trustee to exploit his shareholders. It was considered rather clever

even to the point of selling the stock of his own company "short"

and shaking out his shareholders.

It should be made impossible for the men who are in control of

these vast enterprises to go on fleecing the pubMc. It is high time

that they were brought to reaUze that they are trustees for their

shareholders.

In no other country are such practices tolerated.

Subsection (i) of section 1 of the bill is intended to put a stop to

the use by directors of inside information as a basis for speculation.

There is no reason why a director should secretly trade in the securi-

ties of his company, nor should it be possible further to use the mails

to promote such exploitation.

As illustrating the insincerity of the proposed bill requiring incor-

Soration to which I have referred as having been defeated in the last

ew York Legislature, I call attention to the fact that the bill em-
powered the superintendent of banks to examine the books of the

exchange, but not the books of its members. As the exchange
claims that it conducts no business and keeps no books, that was

rather an empty formahty. What is needed is the power to ex-

amine the books of the members. Without that power no law

against manipulation is of the sUghtest avail.

The governors of the stock exchange now have that power and

exercise it summarily. Are public officials less entitled to be trusted ?

Few brokers would dare take the risk of conviction if their books

were made subject to inspection. The law against railroad rebates

would be a dead letter unless the commission nad power to examine
the books of the railroad companies. The same is true as to the

members of the exchange to discover manipulation. Nothing short

of that will ever do so. As matters now stand there is not the

sUghtest peril in such transactions.

Another of the many abuses exposed by the inquiry of the Pujo

committee, which the exchange claims has been corrected by the

New York State legislation of 1913 is that of the hypothecation by
brokers of the securities belonging to their customers for loans to the

brokers in excess of the amount owing by the customer to the broker.

As the result of this practice, whenever the broker became insolvent

the customer lost his stock through its sale by the creditor of the

broker. The customer may owe 50 per cent of the value and the

broker may have borrowed 80 or 90 per cent of such value. The law
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of 1913 pretends to, but does not correct this flagrantly dishonest
practice, which the exchange has permitted to go unchecked all
these years.

In other States where there has been no attempt at legislation
following these exposures the stock exchanges continue to tolerate
this form of fraud without even the modification that has been
introduced in the New York Exchange.
The New York broker now goes through the formality of requiring

from his customer at the inception of their dealings an omnibus
consent applicable to all transactions to the use of his (the customer's)
securities for an amount greater than is owing the broker by the
customer. This has little less justification than the other. Why
should the broker be permitted to exact the right to do business on
the capital of his customers ? Is it any wonder that one-third of all

the transactions on the exchange are for the broker's own account?
One of the most effective means of checking the worst form of

speculation is to prohibit this practice.

Still another remedy will be to require every purchase and sale to

be delivered or "cleared" through the stock exchange clearing

house, as checks are now cleared in the various clearing-house asso-

ciations instead of permitting a mere delivery of balances, as is now
the rule in the stock exchange clearing house. Still another remedy
will be to require that at the time of purchase the broker be paid
20 per cent of the then purchase price. It would not be necessary to

keep good any such margin. Its requirement at the beginning would
be a wholesome deterrent against the worst form of gambling—by
those who can least afford it and who are always the surest victims.

The exchange takes unto itself credit for the recent rule forbid-

ding its members to accept the accounts of clerks of banks and trust

companies but it does not extend the rule to the officers of those

institutions. The defalcations from stock gambling by clerks are

negligible compared with those of the officers or corporations.

Still another rule of the exchange quite as reprehensible as any
that were exposed and quite as repugnant to the sense of justice is

that which assures to all the members of the exchange a preference

against the estate of a bankrupt member for all debts owing such

member to the full extent of the value of the membership seat over

the claims of the victimized customers of such bankrupt. It often

happens in such cases that the "seat," which is worth from $40,000

to $100,000—dependent on the activity of speculation—is the only

valuable asset of the bankrupt. Every dollar of that money is

applied toward paying the creditor members in full to the exclusion

of the outside creditors. If the broker has rehypothecated your
securities for twice what you owe him and they have been swept
away you get nothing except your share of what is left after the

members of the exchange have been fully paid.

Such a condition would not be permitted to survive incorporation

and regulation.

This rule is defended as essential to the present system under which
the members accept one another's obligations for large sums. The
defense appears to me most inadequate. What becomes cf the much-
prized code of honor of v,iiich the members' are so proud if it must be

fortified by a preference over other creditors ? There is a fine spirit

of commercial honor among the members that is unique and that
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makes it possible for them to conduct large transactions in the heat
of excitement by mere word of mouth with amazing smoothness and
freedom from repudiation or controversy and which should render
this injustice to their customers unnecessary. It should be made
impossible.

To leave the disciplining of members for manipulation in the hands
of the stock exchange governors without the right ai judicial review
would be like relegating to the association of railway presidents the

punishment of one another for granting rebates. Or to an associat^ion

of the presidents of the trusts the power to determine violations of

the antitrust law and to inflict punishment. In what other depart-

ment of the administration of justice is the punishment of crimes left

with the colleagues of those who are charged with the commission of

such crimes ? Yet it is now seriously proposed that whilst the evi-

dences of these crimes shall be available to the governors of the

exchange (as it now is under its rules), so that they may inflict punish-
ment, such evidence shall not be made available to the public au-

thorities.

2. The second important result to be gained by incorporation will

be to secure complete publicity of the profits of bankers, brokers, and
inlermo'^iaries in the flotation of companies and the exposure of all

the salaries, commissions, and other profits of officers and directors

through the control of the department of the exchange for the Usting

of securities, to enforce the listing of proper securities, and to pre-

vent those that have once been listed from being stricken from the

list viithout notice and the right of reA'ie\r.

Bonds of the city of New York were recently refused a listing

because they were engraved by a company that was in litigation with
the exchange o^er the refusal to list securities engraved by that

company.
Listing en the New York stock exchange gives to a security a pubhc

market and a definite current value, rendering it salable and available

as collateral. Securities are not generally available as collateral for

stock-exchange loans unless they are listed.

The constitution of the New York E.xchange provides that the com-
mittee on stock list

—

stall have power to direct tliat any such securities or temporary receipts be taken
from the list and further dealings therein prohibited;

and that tlie governing committee

—

may suspend dealings in the securities of any corporation previously admitted to quo-

tation upon the exchange, or it may summarily remove any securities from the list.

A regulation dated March 27, 1895, further provides that

—

\\Tienever it shall appear to the committee on stock list that the outstanding amount
of any security upon the stock exchange has become so reduced as to make inadvisable

further dealings therein upon the exchange, the said committee may direct that such

security shall be taken from the list and further dealings therein prohibited.

Acting under this authority the governing committee and the com-
mittee on stock list have frequently removed secuiiaes from the list.

Stocks have been so removed on the ground of an insufficient amount
outstanding, simply because a large proportion of the issue has been

absorbed by some other corporation.
Taking a security from the list is a serious injury to the holders by

depriving them in large part of a market and making borrowing upon
such security difficult if not impossible.
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Obviously, therefore, the effect of prohibiting further dealings in the
stock oi a corporation when the great bulk of it has been acquired by
one person, group, or corporation is, whether intentionally or not to
coerce small stockholders into selling out to the majority holders.

'

It
destroys their market.

Striking illustrations of the operation of this regulation are not
lackmg. Thus, on the reorganization of the Southern Railway Co.
by J. P. Morgan & Co. a majority of its stock was placed in a voting
trast, which deprived the stockholders of all representation and voting
powers and vested the absolute control of the company in the trus-
tees—J. P. Morgan, George F. Baker, and Charies Lanier—who, upon
the transfer of the stock into their names, issued the usual trust cer-
tificates, which were listed and traded in on the exchange instead of
the stock certificates. When this voting trust expired in September,
1902, the trustees, through J. P. Morgan & Co., requested certificate
holders to extend the trust. New trust certificates were issued to
those assenting to the extension and these were listed on the exchange.
In March, 1903, the old trust certificates were removed from the list,

although there were at that time, which was six months after Messrs.
Morgan had requested the extension of the voting trust, certificates
representing 183,938 shares whose holders were apparently unwilling
to further resign their voting powers. The result was that those not
assenting to the extension of the trust, and hence not taking new tnist
certificates, found themselves with a security not listed on the
exchange, and therefore without a ready market and not available as
collateral. The listing of the extended certificates and the removal
from the fist of the old ones, whether so intended or not, operated as a
means of coercing the holders of these 183,938 shares into exchanging
their old certificates, in order to get a listed security which could be
sold or made available for borrowing purposes. It is now 19 years
since that voting trust was created, and it has not yet been dissolved.

Again, in the development of the Tobacco Trust, a few men who
were in coiitrol of the management organized a new company known
as the Consolidated Tobacco Co., to the stock of which they alone
were permitted to subscribe. The then outstanding stocks of the
American Tobacco Co. and the Continental Tobacco Co. were earning
such large dividends, and the prospects were so alluring that the in-

siders conceived the scheme of taking the equities in these companies
unto themselves l>y the organization of this new company which was
to acquire the outstanding stocks by issuing in payment for them 4

per cent bonds of the new company charged upon the stocks thus

acquired at the rate of 200 in bonds for each $100 share of American
Co. stock and par for par for each Continental Co. share. The insiders

thus acquired the vast equities in these companies without paying
any cash except that they nominally paid in 25 per cent of the $30,-

000,000 capital (which they shortly thereafter repaid themselves in

the form of a dividend). The bonds had no security behind them
other than the stock that was being received in exchange, and the

subscriptions to the stock of the Consolidated Co.

It was one of the most remarkable coups ever consummated in the

world of high finance and is said to have netted many millions to the

inventors of the scheme but at the expense of the shareholders. The
exchange of the old stocks for the new bonds having proceeded until

the Consolidated Co. had acquired all but 1 1,357 shares of the common
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stock of the old American Tobacco Co., the Tobacco stock was re-

moved from the list and in its place the new convertible bonds of the
ConsoHdated Co. were listed without notice to the holders of the out-

standing 11,357 shares of the Tobacco Co.
It is admitted by the governors of the exchange that the effect of

this action might be to further the schemes of the promoters of this

enterprise to take from the stockholders their equity and transfer

that equity into the pockets of the promoters. When that stock was
stricken from the list it ceased to be readily available as collateral,

as it had lost its market quotation. Its best market thereafter was
manifestly among the insiders, who understood its intrinsic value.

One of the most strildng instances of the oppression of minority
stockholders from the operation of this rule came to light through the
questions put by a member of the committee. It was in connection
with the striking from the list of the stock of the Kanawha & Michigan
Railway Co. of Ohio, which occurred in 1910 but which I had erro-

neously placed from memory as having occurred some years earlier.

Although concerned in the transaction the details had entirely es-

caped my recollection.

It appears that the road had at one time been a prosperous, inde-

pendent property but had, contrary to the antitrust law, come under
the control of the Hocking Valley, which was a parallel and competing
line, where it remained for many years. This control was represented

by a bare majority of less than 51 per cent, or $4,510,000 of the then
outstanding capital of 19,000,000.
During all the years that it was under such control it eked out a

precarious existence, while the controlling road developed great pros-

perity and earned large dividends at its expense. The stock had been
seUing around $40 per share. The minority began agitatmg for a

change in this intolerable condition, and in 1909 the Hocking interests,

under pressure from the minority, made an offer of S72 per share for

the outstanding stock. What amount, if any, had been meantime
acquired by the controlHng interests in the market at lower prices

does not appear.
Most of the minority holders, worn out by the delays and disap-

pointments of years and unwilling to incur the expense and uncer-

tainty of Utigation to protect their rights, accepted the ofl'er.

Others, controlling about 3,300 (not 6,800, as I supposed) shares,

some of whom had owned the stock for 15 or 20 years and whom it

had cost with interest between S200 and $300 per share, refused to be

driven into accepting the Hocking terms. A protective committee
was formed and suits were begun in the Ohio courts to compel the

Hocking to release its illegal and destructive grip on the road and to

account to the company for the losses sustained during the many
years of control by the Hocking.

While this litigation was pending the stock, which had been for 20

years a Usted security, was stricken from the hst, without notice or

warning, under the statement as afterwards appeared, that there were
in aU only 2,000 or 2,200 shares outstanding.
The undoubted purpose of that action was to discourage the

Htigants by destroying the market for their stock and rendering it

tmavaUable as collateral.

After costly htigation, the stock represented by the committee was
sold to the controlling interests at $165 per share. With an operating
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mileage of over 187 miles in the heart ofone of the richest parts of the
country, an exceptionally strategic position, a bonded debt of only
$4,969,000, or at the rate of .less than $30,000 per mile, a capital of
only $9,000,000, or at the rate of only $50,000 per mile, and admitted
earnings as shown below, the price paid does not by any means repre-
sent the intrinsic value of the stock, but the prospects of endless Taw-
suits against these powerful interests, with the endless delays and
enormous expenditures involved, were not alluring.

Fortunately the Government almost immediately took up the fight,

and the control was changed.
Now mark what happened: I quote from Moody's Manual of Rail-

roads and Corporation Securities, which is recognized as the standard
work on raiboads, for 1914 (pp. 600-602)

:

The Lake Shore & Michigan Southern Railway and the Chesapeake & Ohio Bail-
way companies early in 1910 acquired $4,510,000 of this company's stock, and up to

June 30, 1913, had purchased 35,484 additional shares from the minority stockholders,
making a total of $8,058,400 of the stock held by the Lake Shore and Chesapeake &
Ohio companies, aa of that date (p. 600).

According to this statement there are still 9,416 shares outstanding.
And yet the stock was stricken from the list on the unsupported
assertion that there were then only 2,000 or 2,200 shares outstanding.
Note further what happened to the stock that had not paid a

dividend during all the years of the Hocking control, after this

$3,548,400 of minority stock was squeezed out of the hands of its

owners at the price the majority interests chose to put upon it

(Moody's Manual, p. 600)

:

Dividends.—Initial dividend of 4 per cent paid June 30, 1911; 2J per cent each,
paid December 30, 1911, June 30, 1912, and December 30, 1912; 2^ per cent and 1 per
cent extra, June 30, 1913; September 30, 1913, 1} per cent; December 29, 1913, li
per cent. Dividends payable quarterly M. J. S. D. 30 at J. P. Morgan & Co., New
York (p. 600).

For the fiscal year ended June 30, 1913, the total net income available for dividends

on the stock, after payment of all fixed charges, amounted to about $5,172 per mile

and the present dividend of $5 per share on the stock requires $2,556 per mile. There-
fore about $11.16 per share was earned with which to pay the 5 per cent dividends on
the stock (p. 602).

Moody's report also contains this statement:

The increase in trainload tons tells the story, and it is my opinion that earnings are

being concealed and that some day will suddenly become evident (p. 603).

It will be observed that almost immediately after the Hocking
took its grip off the property and after the insiders had bought out
the minority interest of over 48 per cent, the road began to show
large earnings and is now showing over 11 per cent per year, besides

the concealed earnings referred to in Moody's.
In Moody's of 1911, its financial railroad expert includes the fol-

lowing statement in his report of May 8, 1911

:

The marked change in net earnings for 1910 compared with the previous year is a

very good illustration of how the earnings of such controlled roads are subject to

manipulation by the arbitrary diverting of traffic to or from the property. This is

one reason why I do not recommend the purchase of minority stocks, although the

possibility of profit is sometimes great.

In the face of this state of facts it was intimated by the questions

put at the hearing that in selling the stock represented by them at

$165 per share the protective committee had practically "held up"
the confiding and unprotected majority interests in the Kanawha,
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knowing that the latter was required by some law or rule, or for some
purpose that was not stated or suggested, to acquire all the outstand-
ing stock. That there was no basis for this assumption is evident (1)

from the fact that the protective committee did not control all the
outstanding stock and that there are 9,416 shares of it apparently-

still outstanding, and (2) that the protective committee's charges of

oppression on the part of the majority are amply justified by the
present disclosed earnings of over 11 per cent besides the supposedly
concealed earnings. In view of these disclosures it would be interest-

ing to know where in the judgment of your committee the "hold up"
occurred. Was it on the part of the minority stockholders who had
been kept out of the fruits of their investment and who finally

accepted a fraction of the value of their stock ? Or was it on the part
of the insiders who forced and kept down the value of the stock and
had it stricken from the list until they succeeded in "gathering in"
over 80 per cent of the outstanding minority interest on their own
terms ?

The holders of this stock, as did the holders of Southern Railway
securities and of a number of others that have been stricken from
the list, presumably made their purchases while the securities were
listed. They did nothing to forfeit their right to have them remain
on the hst and thereby keep the market they had when they acquired

their holdings. Yet without reason or notice the holders find them-
selves confronted with the alternative of selling at a price fixed by the

purchaser or having their market destroyed.
The rule authoriziag the removal of a stock from the list is defended

on the ground that where all but a small proportion of an issue is held

in a single control it is easier to manipulate the price of it and create

a corner in it. This contention when analyzed amounts to the

assertion that an invester who bought his stock relying upon its beiag

a Hsted security must be penalized in order to protect a speculator
who may sell stock that he does not own and is unable to buy it to

make deUvery. No one who owns what he is selling is in danger of a

"corner."
Why should not the stock exchange be prevented from lending itself

to such schemes ? Why should there not be supervision and the

right of review of these pubHc functions of listing stocks and remov-
ing them from the list ? What argument can be advanced for per-

mitting this autocratic, irresponsible, and um-eviewable power, so long

abused and made the creature and football of high finance, to con-

tinue? Judicial review can never work injustice. If the action is

supported by reason or by so much as a decent pretext, it will be

sustained. If not, it should be and will be overruled.
There is much more that can and should be said in favor of the

necessity of this bill as a reformatory and constructive measure, but

I have already trespassed too long upon ytmr patience. I again ask

you, in conclusion, to study the report of the Pujo committee on

this subject and the diagrams and statistics on which it is based if

you want fully to realize something of the extent to which the mas-

ters of high finance have preyed upon the people through the machin-
ery of the stock exchange and how the rules of the game have been

so framed and the dehcate mechanism so adjusted as to play, often

unconsciously, into their hands.
Through the incorporation of the stock exchange there is offered

an opportunity to end this carnival of exploitation. The exchange
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should be made the most powerful weapon for enforced publicity of
corporate affairs, and its business should be augmented many times
over, whilst at the same time it would be performing the highest
order of public service.

The fact that this incongruous form of irresponsible government
of the greatest of our national agencies of finance has been tolerated
aU these years furnishes no reason why it should longer continue. It
demonstrates the dangerous power that the financial interests have
wielded over governmental agencies. We have not yet begun to
understand the potency of this unrestrained power and have there-
fore been content to be led by specious arguments to leave undone
some of the most important functions of government. It is high
time that we direct our attention to this and like important branches
of regulation.

Pray do not misunderstand me. I have not intended in anything
I have said to reflect upon the integrity of the membership of the
New York Stock Exchange, taken in its entirety.

Judged by the standards of the past I venture to assert that there
is no body of men in the country with a greater respect for their

obligations. But happily our standards are improving. Methods
that were considered legitimate 10 years ago and that are still prac-
ticed in many quarters of the financial world are now seen to be
intolerable. Others, such as the deahngs of officers and directors

with their corporations that are still permitted, will soon be defined

as crimes, as they are in other countries. It will not, for instance,

be long before bank officers and directors will be prohibited from
exploiting their banks and other corporate officers will be prevented
from withholding information and speculating on advance knowl-
edge.

In judging, hov/ever, the point of view of the members of the
exchange we must remember how difficult it is for one to adjust his

perspective to changed conditions and public sentiment that conflict

with self-interest aivd long-continued license. AH ol our judgments
are apt to be warped where self-interest obstructs our vision. But
the strange part of it all is that these gentlemen are not only bfind
to the possibility of infirmity in their judgments as to the necessity
for governmental control, but are not even willing to accord to the
critics of their methods the common justice of'good faith and honest
public-spirited motives in maintaining a different point of view.
They simply can not understand that point of view.

I am convinced that the time will come, and before long, after

incorporation and regulation have been enforced when those who
are now bitterlj^ assailing the champions of this legislation in the
vain hope of thereby diverting the issue will find that it has marked
the dawn of a new era of usefulness and prosperity for them and the
exchange and will feel grateful to those wlio have pointed the way.

Respectfully submitted.
Samuel Unteemyer,

In support of hill.



MEMORANDUM IN FAVOR OF THE CONSTITUTIONALITY OF THE
BILL

This bill, in its general framework, is an adaptation of sections

211-217 of the Federal Penal Code of 1910 with respect to the defini-

tion of unmailable matter, merely adding a new class to those here-

tofore prescribed by various acts of Congress.
Section 211 relates to obscene matter, including obscene, lewd, or

lascivious books, pictures, and pamphlets, or other publications of

an indecent character, articles intended for the prevention of concep-

tion or for producing operations, or for any indecent or immoral
purpose.

Section 212 relates to libelous and indecent matter on wrappers oi

in envelopes.

Section 213 deals with letters, packages, or circulars concerning

any lottery, gift enterprise, or similar scheme offering prizes, de-

pendent in whole or in part upon lot or chance, and with the trans-

mission of lottery tickets or money for the purchase of any ticket or

of any share or chance in any lottery, gift enterprise, or similar

scheme, and of newspapers containing any advertisement of any
lottery, gift enterprise, or like scheme, or containing any list of the

prizes drawn or awarded by means thereof.

Section 215 relates to the use of the mails to promote frauds.

Section 216 penalizes the using of a fraudulent fictitious address

for the promotion of a fraudulent scheme conducted by means of a

post-office establishment of the United States.

Section 217 declares nonmailable all kinds of poison, explosives,

disease germs, and all other natural or artificial articles, composi-
tions, or materials of whatever kind, which may kill or injure

another, and likewise declares all spirituous, vinous, malted, fer-

mented, or other intoxicating liquors to be nonmailable.
Other similar statutes have been enacted by which the use of the

mails have been either prohibited or permitted conditionally. The
most recent illustration is afforded by the post-office appropriation
act of August 24, 1912. (37 Stats. L., pp. 539, 553, 5.54, chap. 389,

sec. 2.)

In passing these various measures it has been decided that Con-
gress has acted vv'ithin the scope of its constitutional powers, and
that the prohibitions and limitations upon the use of the mails which
it has prescribed are valid.

The present bill is, however, attacked on the theory that the power
sought to be exercised transcends the constitutional limitations, and
that Congress, by enacting it, would invade the powers reserved to

the States and would attempt to exceed the grant of governmental
authority contained in the Constitution. In effect, it is argued that

a stock exchange relates to intrastate business and does not, there-

fore, come within the purview of congressional powers of regulation;

652
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that the abuses which have been found to exist in the conduct of such
exchanges are of State and not of Federal cognizance; and that
while the States are possessed of ample police powers to deal with
the evils, engendered and promoted by dealings on the various ex-

changes, the United States does not possess police powers and can
not, therefore, either directly or indirectly, deal with the mischiefs
which this bill seeks to cure or prevent.
For the sake of the argument, it may be assumed that Congress

would have no right to regulate exchanges conducted in the various

States, to deal with the abuses which they harbor or render possible,

to require them to be incorporated, or even to provide for their

incorporation. These concessions would not leave Congress power-
less, nor do they preclude it from withholding the use of the mails

for purposes which have a tendency to aid or further the perpetra-

tion of fraud and deceit or the accomplishment of acts immoral or

in contravention of public policy.

The question is not whether Congress may legislate with regard

to stock exchanges, or whether it may prohibit or permit specific

transactions by the members of such exchanges. It is merely

whether or not Congress has plenary power to control the use of the

mails and to determine what may or what may not be carried

through them.
No ingenuity or process of reasoning, based on the fancied absence

of express authority to regulate stock exchanges, can overcome the

weight of the express grant to Congress in Article I, section 8, of the

Constitution, " to establish post offices and post roads."

This " six word grant of power " is aptly described by Chief

Justice White in Lewis Publishing Co. v. Morgan (229 U. S., 301),

as "the wise combination of limitation with flexible and fecund

adaptability of the simple yet comprehensive provisions of the

Constitution," under which " the great postal system of this country

has been built up, involving an annual revenue and expenditure of

over 500 millions of dollars; the maintenance of 60,000 post offices,

with hundreds of thousands of employees ; the carriage of more than
15 billions of pieces of mail matter per year, weighing over 2 billion

of pounds; the incorporation of railroads; the establishment of the

rural free-delivery system; the money-order system, by which more
than half a billion dollars a year is transmitted from person to

person; the postal savings bank; the parcel post; an aeroplane
mail service; the suppression of lotteries; and a most efficient sup-
pression of fraudulent and criminal schemes impossible to be reached
in any other way."

This grant of the right "to establish post offices" includes the
right to determine what is and what is not mailable matter, who may
or may not avail himself of the facilities of the mail service, and how,
where, and when the mail shall be carried. Under this grant Con-
gress may, if it sees fit to do so, suspend or discontinue, in whole or
in part, its entire post-office system. Its discretion in that regard is

unlimited, and since the greater includes the less, it has equally the
right to deny the advantages of the post office to any particular class

of mail matter. This denial of the facilities established by it may
proceed upon any reasons that Congress may deem sufficient. Neces-

sarily, therefore, it may be justified by such consideration of public
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policy and public morality as may appeal to the judgment and con-

science of its Members. When it Avas determined that the mails
should not be used for the carriage of obscene, lewd, or lascivious pub-
lications, or for criminal purposes or in aid of lotteries or gift enter-

prises or as a medium for the perpetration of fraud or for the dis-

semination of poisons and other deleterious articles, Congress did
nothing more than to give expression to its views of what was expe-

dient and desirable from the standpoint of public necessity.

Granted that Congress has the power to expand, contract, limit, or

abolish the mail service, or any &f its branches, to terminate at will

the carriage of newspapers, books, and periodicals, the maintenance
of the free delivery or of the money-order system, the exercise of

that power does not become violative of the Constitution, or other-

wise unlawful, because asserted for the accomplishment of a moral
purpose or one which is conceived to further the public welfare.

It also nccessarilj' follows that if the power of control over the

mail service which is lodged in Congress is absolute, it matters not

that, in declaring that any particular class of matter is unmailable,

it has proceeded on erroneous theories of ethics or economics. What
it may conceive to be a badge of fraud or a medium of deceit may be

entirely devoid of these characteristics. It may' err in its reasoning

processes, yet the exercise of its power is not therebj^ invalidated.

The power exists, whether it be exercised wisely or unwisely. The
validity of an act of Congress dees not depend upon the motives or

on the accuracy of judgment of the members of the lawmaking body.

The central idea running throughout the argument of Mr. Milbum
in opposition to this bill rests on the assumption that the various

transactions described in its several subdivisions " have no possible

bearing on their character as fraudulent or innocent."
While this conclusion is at variance with the facts, as disclosed by

the report of the Pujo committee, even if there were doubt as to the

fact, it is within the power of Congress to act in accordance with

what is happily expressed by Mr. Justice Holmes, in Noble State

Bank v. Haskell (219 U. S., Ill) , as " held by the prevailing morality

or strong and preponderant opinion to be greatly and immediately

necessary to the public welfare."

It is equally true that a legislative body may regard that as fraudu-

lent which had been previously considered innocent. (Lemieux v.

Young, 211 U S.. 489.)

Nothing is to be gained, therefore, by reiterating like a Greek

chorus, that transactions under which fraud is frequently disguised,

are innocent and not fraudulent. In any event Congress, when legis-

lating with regard to the mails, may treat as fraudulent transactions

which, in its judgment, are promotive of or con4ucive to fraud.

However debatable these conclusions may at one time have been,

they are no longer susceptible to controversy, but have been established

by carefully considered judgments of the Supreme Court of the

United States.

In ex parte Jackson (96 U. S., 727) Mr. Justice Field said:

The power vested in Congress " to establish post roads " has been practically

construed, since the foundation of the Government, to authorize not merely

the designation of the routes over which the mail shall be carried, and tlie

offices where letters and other documents shall be received to be distributed

or forwarded, but the carriage of the mail, and all measures necessary to secure
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its safe and speedy transit, and the prompt delivery of its contents. The validity

''^}ju^^"T'' P^T"''''?^ what should be carried, and its weight and form

whnt ^hnnf^'^r
^°

"^^'u^ l^
''^"""^ ^^ Subjected, has never been questionedWhat should be mailable has varied at difCerent times, changing with the

facility of transportation over the post roads. * * * The power possessed
by Congress embraces the regulation of the entire postal system of the countixThe right to designate what shall be carried necessarily involves the right todetermine what shall be excluded. * * *

s i- l^^

In excluding various articles from the mail, the object of Congress has not
been to interfere with the freedom of the press, or with any other rights of the
people; but to refuse its facilities for the distribution of matter deenied in-
jurious to the public morals. * * *

All that Congress meant by this act (that vel^itlug to the mailing of uiisicie
books, etc.) was, that the mail should not be used to transport such corrupting
publications and articles, and that anyone who attempted to use it for that pur-
pose should be punished. The same inhibition has been extended to circulars
concerning lotteries—institutions which are supposed to have a tlcuioralizing
influence upon the people.

In Ee Eapier (143 U. S., 110) a determined effort was made to in-
duce the Supreme Court to reverse the decision in Ex parte Jackson.
Mr. James C. Carter presented a powerful argument, in wliich he
combated its conclusions, and questioned the power of Congress to
exclude from the mail any matter which was not malum in se. His
elaborate reasoning was, howe\er, rejected. Chief Justice Fuller
saying

:

In Ex parte Jackson (!IG 17. ,S., 727) it was held that the power vested in
Congress to establish post offices and post roads embraced the regulation of the
entire postal system of the country, and that under it Congress may designate
what may be carried in the mail and what excluded ; that in excluding various
articles from the mails the object of Congress is not to interfere with the fi-ee-
dom of the press or with any other rights of the people, but to refuse the facil-
ities for the distribution of matter deemed injurious by Congress to the public
morals; and that the transportation in any other way of matters excluded from
the mails would not be forbidden. Unless we are prepared to overrule that
decision, it is decisive of the question before us.

It is argued that in Jackson's case it was not urged that Congress had no
power to exclude lottery matter from the mails; but it is conceded that the
point of want of power was passed upon in the opinion. This was necessarily
so, for the real question was the existence of the power and not the defective
exercise of it. * * * It is insisted that the express powers of Congress are
limited in their exercise to the objects for which they were intrusted, and that
in order to justify Congress in exercising any incidental or implied powers to

carry into effect its express authority, it must appear that there is some rela-
tion between the means employed and the legitimate end. This is true, but
while the legitimate end of the exercise of the power in question is to furnish
mail facilities for the people of the United States, it is also true that mail
facilities are not required to be furnished for every purpose.
The argument that there is a distinction between mala i)rohibita and mala

in se, and that Congress might forbid the use of the mails in promotion of
such acts as are universally regarded as mala in se, * * * but can not
do so in respect of other matters which might be regarded as criminal or
immoral, but which it has no power itself to prohibit, involves a concession
which is fatal to the contention of the petitioners, since it would be for Congress
to determine what are within and what without the rule; but we think there
is no room for such a distinction here, and that it must be left to Congress
in the exercise of a sound discretion to determine in what manner it will exer-

cise the power it undoubtedly possesses.
We can not regard the right to operate a lottery as a fundamental right

infringed by the legislation in question ; nor are we able to see that Congress
can be held, in its enactment, to have abridged the freedom of the press. The
circulation of newspapers is not prohibited, but the Government declines itself

to become an agent in the circulation of prifated matter which it regards as
injurious to the people. The freedom of communication is not abridged within
the intent and meaning of the con.stitutional provision unless Congress is
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absolutely destitute of any discretion as to wtiat shall or sMll not be carried
in the mails and compelled arbitrarily to assist in the dissemination of matter
condemned by Its judgment, through the governmental agencies which it con-
trols. That power may be abused furnishes no ground for a denial of its

existence, if government is to be maintained at all.

In Public Clearing House v. Coyne (194 U. S., 497) the power
of Congress to permit the Postmaster General to issue fraud orders

was considered and upheld. In the course of his opinion, Mr. Justice

Brown said

:

We find no difficulty in sustaining the constitutionality of these sections. The
Postal Service is by no means an indispensable adjunct to a civil government,
and for hundreds, if not for thousands, of years the transmission of private
letters was either intrusted to the hands of friends or to private enterprise.

Indeed, it is only within the last 300 years that governments have undertaken
the work of transmitting intelligence as a branch of their general administra-
tion. * * * It is not, however, a necessary part of the civil government In

the same sense in which the protection of life, liberty, and property, the defense
of the Government against insurrection and foreign invasion, and the adminis-
tration of public justice are, but is a public function assumed and established
by Congress for the general welfare, and in most countries its expenses are paid
solely by the persons making use of its facilities ; and it returns, or is presumed
to return, a revenue to the Government, and really operates as a popular and
efficient method of taxation. Indeed, this seems to have been originally the

purpose of CongressI The legislative body in thus- establishing a Postal Service

may annex such conditions to it as it chooses. * * *

In establishing such a system Congress may restrict its use to letters and
deny it to periodicals; it may include periodicals and exclude books; it

may admit books to the mails and refuse to admit merchandise; or it may
include all of these and fail to embrace within its regulations telegrams or

large parcels of merchandise, although in most civilized countries of Europe
these are also made a part of the Postal Service. It may also refuse to include

in its mails such printed matter or merchandise as may seem objectionable to

it upon the ground of public policy, as dangerous to its employees or injurious

to other mLiil matter carried in the same packages. « * * while it may be
assumed, for the purpose of this cast, that Congress would have no right to

extend to one the benefit of its Postal Service and deny it to another person
in the same class and standing in the same relation to the Government, It does

not follow that under Its power to classify mailable matter, applying different

rates of postage to different articles and prohibiting some altogether, it may
not also classify the recipients of such matter and forbid the delivery of letters

to such persons or corporations as in its judgment are making use of the mails

for the purpose of fraud or deception or the dissemination among its citizens

of information of a character calculated to debauch the public morality.

It was further held in that case, that the law then under consider-

ation was not unconstitutional because the Postmaster General was

authorized to seize and detain all letters addressed to a person

against whom a fraud order had been issued, even though there

might be included among the letters those of a purely personal or

domestic character having no connection whatever with the pro-

hibited enterprise.

In Burton v. United States (202 U. S., 370), Mr. Justice Harlan
said of legislation of this character:

What the Post Office Department aimed to do in the execution of the acts

of Congress and the regulations established under those acts was to protect

the mails of the United States from being used, in violation of law, to promote
schemes for obtaining money and property by means of false and fraudulent
pretenses, representations, and promises. That statute has its sanction in the

power of the United States, by legislation, to designate what may be carried

In the mails and what must be excluded therefrom; such designation and ex-

clusion to be, however, consistent with the rights of the people as reserved by

the Constitution.
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Other illustrations are afforded by the decisions in United States
V. Musgrave (160 Fed. Rep., 702), Knowles v. United States (170
Fed. Rep., 409), and United States r. Journal Co. (197 U. S., 415,

418).

In the first of these cases Judge Trieber, after citing the foregoing
and other cases, said

:

These authorities conclusively determine that Congress in enacting legislation

of this sort is not attempting to act under any pretended police power, but under
the powers granted by section 8 of Article I of the Constitution, " to establish
post offices and post roads." If the use of the mails is a privilege which may
be granted or withheld by Congress, Congress has the power to determine what
shall be carried and what excluded. In the exercise of that power it has ex-

cluded explosives, Jiquids of various kinds, insect pests, except for scientific

purposes, pacliages weighing over 4 pounds, and many other articles. In deter-

mining that question Congress does not act for the protection of the rights of
individuals merely; this has been wisely left to the States by the national Con-
stitution. But under the powers to regulate the mails it has seen proper to

declai-e that they shall not be used for any purposes which are detrimental to

the morals of the people or against public policy, and by enacting that the send-
ing of obscene matter through the mails shall not be permissible it has deter-

mined such acts to be against public policy. The public policy of the Govern-
ment is not limited to such matters as are universally considered as injurious

to the public interests, but any acts reasonably calculated to have that effect

may be pi'ohibited by statute, and thereupon they are against public policy.

(Uniteil States r. Freight Association, 166 U. S., 290, 340; Logan & Bryan v.

Postal Telegraph Co., 157 Fed., 570. 587.)
In the Freight Association case the court, speaking by Mr. .Justice Peckham,

said on that subject

:

" The public policy of the Government is to be found in its statutes, or when
they have not yet spoken, then in the decisions of tlie courts and the constant
practice of the Government olBcials ; but when the lawmaking power speaks
upon a particular subject over which it has constitutional power to legislate,

public policy in such a case is what the statute enacts."

It would therefore be within the competency of Congress, to pro-

hibit absolutely the transmission through the mails of a circular or

pamphlet or newspaper containing quotations or information con-

cerning transactions in securities on stock exchanges or otherwise, just

as it has prohibited the transmission of circulars containing informa-
tion with regard to lotteries.

Such prohibition may be absolute or conditional. Thus Congress
might accompany a prohibition absolute in form with a proviso
that its inhibition should not be applicable to any letter, circular,

or newspaper which shall contain quotations relating to securities

sold or offered for sale on a stock exchange duly incorporated, whose
charter shall contain provisions similar to those set forth in the
pending bill.

By enacting such a proviso. Congress would no more undertake to
coerce action by the States with respect to the incorporation of
stock exchanges, or directly or indirectly enact police or other regula-
tions relative to such stock exchanges, than it did when it prohibited
the use of the mails for obscene literature, lotteries, gift enterprises,

or fraudulent business undertakings, by the several statutes which
have been heretofore upheld. All that it would do would be to lay
down a rule as to what shall and what shall not be mailable matter,
and in making this classification it is giving expression to what it

conceives to be sound public policy, to the same extent and in the
same way it does when it enacts anj^ other kind of legislation that

30578—14 42
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comes within the constitutional grant of legislative powers. It may
be safely said, on the strength of these decisions, that the power of

CongTess with respect to the post office, is omnipotent and plenary.

Even in the cases where the right of Congress to legislate on given
subjects has been denied, because express power has not been con-

ferred upon it to legislate generally, the right thus to legislate with
regard to subjects as to which express power has been conferred,

has been recognized.

Thus, in the Civil Eights cases (109 U. S., 18), Mr. Justice

Bradley, after recognizing the limitation upon the part of Con-
gress to legislate under the thirteenth and fourteenth amendments,
said:

Of course, these remarks do not apply to tliose cai^es iu which Cougress is

clothed with direct and plenary powers of legislation over the whole subject,

accompanied with an express or implied denial of such power to the stotes, as

in the regulation of commeice with foreign nations, among the several States,

and with Indian tribes, the coining of money, the establishment of post offices

and post roads, the declaring of war, etc. In these cases Congress has power
to pass laws for regulating the subjects siiecified in every detail and the con-

duct and transactions of individuals In respect thereof.

The fear expressed by the opponents of this bill that, if it be con-

stitutional, Congress has power to take complete control of every

business enterprise and institution the successful prosecution or op-

eration of which requires the use of the mails, is groundless. The
same consequences were prophesied with respect to the enforcement

of the prohibition against the use of the mails in aid of lotteries or

gift enterprises, and yet the fabric of our commercial and industrial

existence now stands on stronger foundations than ever before.

In view of the fact that Congress is not asked to asssume the con-

trol of any business by this legislation, but merely to control a gov-

ernmental agency created by it, this .shadowy fear rests upon a

fallacy. Congress will have no difficulty in differentiating between
honest and dishonest business; between that which is beneficent and

that which is replete with public perils. It rarely happens that those

opposed to any kind of legislation may not, by the ingenuity of

morbid and jaundiced minds, discover v.'ithin it the seeds of destruc-

tion.

These are, however, mere phantoms with which to frighten chil-

dren. They do not disturb the equanimity of those who are able to

discriminate between good and evil. It is inconceivable that Congress

would ever undertake to interfere Avith the prosperity or the liberty

of those engaged in legitimate business merely because the absolute

power exists to control the mails and to exclude therefrom any or all

mail matter.

There is nothing in American School of Magnetic Healing '''

McAnnulty (187 U. S., 94), which militates against the position

herein taken. The constitutionality of the law permitting the issu-

ance of fraud orders was not there questioned. The only question

for determination was, whether a case had been made out which

permitted the Postmaster General, under the terms of the statute,

to issue such an order. It was held that the statutes as enacted

were not intended to cover anj' case except that of actual fraud,

therefore conceding that Congress had full and absolute jurisdiction

over the mails. It was decided that, where a Postmaster General

assumed to act under the authority of the statutes in a case not cov-
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ered by the acts of Congress, his unauthorized action could be en-
joined. No question as to the power of Congress to legislate was
involved in that determination, but merely whether the Postmaster
General was in fact acting under the authority actually conferred
upon him.
Nor is there anything in Adair v. United States (208 U. S.. 161)

which affects the power of Congress to enact the legislation now
proposed. There Congress assumed to exercise the power to regu-
late interstate commerce. In connection with legitimate legislation
bearing on that subject it sought to prohibit interstate carriers from
discriminating against organized labor. It was held that this legis-
lation had no proper relation to the exercise of the constitutional
power, there being no possible legal or logical connection between
an employee's membership in a labor organization and the carrying
on of interstate commerce. The power of Congress over interstate
commerce was that of regulation merely, and it was the regulation
of interstate commerce alone that Vas conferred. That necessarily
excluded intrastate commerce. It was limited to what was tech-
nically commerce, and the power could only be exerted in conformity
with the fundamental rights secured by other provisions of the
Constitution.

In the case of the mails, however, the power of Congress is not
circumscribed by any such limitations. It is not merely the power
to regulate but to establish post offices and post roads. This in-

volves the power to create and to discontinue, to classify, to limit,

to qualify the exercise of the right to use the mails, and to withhold
altogether the right to use the mails.

On the other hand, interstate commerce exists independently of
Congress, and the power to regulate it is not to be extended beyond
the fair purview of that term.

% II.

There is nothing in subdivision (g) of the pending bill which
infringes any constitutional guaianty against unreasonable searches

and seizures as contained in the fourth amendment.
The power is not sought to be conferred by Congress to permit the

examination of the books and records of members of a stock exchange.
The legislation does not, therefore, come within the ruling in Boyd v.

United States (116 U. S., 634).

The bill merely specifies various conditions which are to be con-

tained in the charter of a stock exchange whose quotations may be
sent through the mails, as indicative of the honesty and genuineness
of such quotations. The legislatures of the several States which
may be called upon to incorporate stock exchanges, have doubtless

the right to require the members of such exchanges to keep full and
accurate books of account, and to subject their books to the inspection

of the officers of the exchanges, or of such examiners or other per-

sons as they may designate for that purpose. In fact, many unin-

corporated stock exchanges pursuant to their constitutions and by-

laws, now exercise similar power with respect to the books and
records of their members.
The right of legislatures to impose any conditions that they may

desire on the right to exercise corporate franchises, has in recent years

been extended so as to include, not (inly the limitations created by
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the act of incorporation, but also those imposed under the reserved

Ijower to amend corporate charters. Tomlinson v. Jessup (15 Wall.,

459) ; Sinking Fund Cases (99 U. S., 700, 720) ; Close v. Glenwood
Cemetery (107 U. S., 466, 476) ; St. Louis, Iron Mountain & St. P.

Ey. Co. \\ Paul (173 U. S., 404) ; Hatch v. Reardon (204 U. S., 152)

;

Berea Ccllege v. Kentucky (211 U. S., 45)'; and N. Y. C. & H. R.

R. R. Co. V. Williams (199 N. Y., 108).

For the same reason each of the other subdivisions of the bill descrip-

tive of provisions forestalling the perpetration of fraud through
stock quotations, which are to be contained in the charters of stock

exchanges permitted to make use of the mails, is unquestionably valid.

III.

As to the provisions of the pending bill which relate to the use

of the telegraph and the telephone for the transmission of quota-

tions and information concerning transactions on any stock ex-

change, they are authorized by the power lodged in Congress to

regulate commerce between the several States and with foreign

countries.

The teleirraph and the telephone are themselves instruments of

commerce. "Pensacola Tel. Co. i: \\. U. Tel. Co. (96 U. S., 1), W. U.
Tel. Co. r. Texas (105 U. S., 450), W. U. Tel. Co. r. Pendleton
(122 TT. S., 347). Batterman )\ W. U. Tel. Co. (127 U. S., 411),
Leloup V. Port of Mobile (127 U. S., 640).

Stock quotations are the subject matter of commerce, and their

transmission from one State to another therefore comes within the

legitimate purview of congressional regulation. Board of Trade v.

Christie Grain and Stock Co. (198 U. S"., 236), New York & Chicago
Grain & Stock Exchange v. Board of Trade (127 111., 153), Hunt
r. New York Cotton Exchange (205 U. S., 322). 0^
Whatever doubt may have existed as to the power of Congress to

prohibit commerce of any kind, in the exercise of its power to

regulate it, that right can no longer be questioned since the decision

in the Lottery case (188 U. S., 321).
Tliere, after determining that lottery tickets are subjects of traffic

and therefore subjects of commerce, and that the regulation of the

carriage of such tickets from State to State constitutes a regulation

of commerce among the States, Mr. Justice Harlan said:

" But it is said tliat tlie statute in question does not regulate the carrying

of lottery tickets from State to State, l3ut by punishing those who cause them
to be so carried Congress in effect prohibits such carrying; that in respect of

the carrying from one State to another of articles or things that are, in fact,

or according to usage in business, the subjects of commerce, the authority

given Congress was not to prohibit, but only to regulate. * * * it jg to be

remarked that the Constitution does no define what is to be deemed a legiti-

mate regulation of interstate commerce. In Gibbons v. Ogdon it was said

that the power to regulate such commerce is the power to prescribe the rule

by which it is to be governed. But this general observation leaves it to be

determined, when the question comes before the court, whether Congress in

prescribing a particular rule has exceeded its power under the Constitution.

While our Government must be acknowledged by all to be one of enumerated
powers, McCulloch v. Maryland (4 Wheat., .316, 405, 407), the Constitution

does not attempt to set forth all the means by which such powers may be

carried into execution. It leaves to Congress a large discretion as to the

means that may be employed in executing a given power. The sound con-

struction of the Constitution, this court has said, " must allow to the national

legislature that discretion, with respect to the means by which the powers it
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confers are to be carried into execution, which will enable that body to perform
the high duties assigned to it, in the manner most beneficial to the people.
Let the end be legitimate, let it be within the scope of the Constitution, and all
means which are appropriate, which are plainly adapted to that end, which are
not prohibitive, but consist with the letter and spirit of the Constitution, are
constitutional." (4 Wheat., 421.)

We have said that the carrying from State to State of lottery tickets con-
stitutes interstate commerce, and that the regulation of such commerce is within
the power of Congress under the Constitution. Are we prepared to say that
a provision which is, in effect, a prohibition of the carriage of such articles
from State to State is not a fit or appropriate mode for the regulation of that
particular kind of commerce? If lottery traffic, carried on through interstate
commerce, is a matter of which Congress may take cognizance and over which
its power may be exerted, can it be possible that it must tolerate the traffic,

and simply regulate the manner In which it may be carried on? Or may not
Congress, for the protection of the people of all the States, and under the power
to regulate interstate commerce, devise such means, within the scope of the
'Constitution, and not prohibited by it, as will drive that traffic out of commerce
among the States? * * *

If a State, when considering legislation for the suppression of lotteries within
its own limits, may properly take into view the evils that inhere in the raising

of money in that mode, why may not Congress, invested with the power to

regulate commerce among the several States, provide that such commerce shall

not be polluted by the carrying of lottery tickets from one State to another?
In this connection it must not be forgotten that the power of Congress to regu-

late commerce anunig the States is plenary, is complete in itself, and is subject

to no limitations except such as may be found in the Constitution. What
provision in that instrument can be regarded as limiting the exercise of the

power granted? What clause can be cited which, in any degree, countenances

the suggestion that one may, of right, carr.\- or cause to be carried from one

State to another that which will harm the public morals? We can not think

of any clause of that instrument that could possibly be invoked by those who
assert their right to send lottery tickets from State to State except the one

providing that no person shall be deprived of his liberty without due process

of law. * * * But surely it will not be said to be a part of anyone's liberty,

as recognized by the supreme law of the land, that he shall be allowed to intro-

duce into commerce among the States an element that will be confessedly

injurious to the public morals. * * *

That regulation may sometimes appropriately assume the form of prohibition

is also illustrated by the case of diseased cattle transported from one State to

another. * * *

The act of July 2, 1890, known as the Sherman Antitrust Act, and which is

based upon the power of Congress to regulate commerce among the States, is

an illustration of the proposition that regulation may take the form of prohi-

bition. * * * That regulation may sometimes take the form or have the

effect of prohibition is also illustrated in the ease of In re Rahrer (140 IT. S.,

545).

In Hoke v. United States (227 U. S., 308) the white-slave traffic

act of June 25, 1910, which prohibited the transportation of women
for purposes of prostitution from one State to another, was held to

come within the commerce clause. In the course of his opinion

Mr. Justice McKenna said:

Commerce among the States, we have said, consists of intercourse and traffic

between their citizens, and includes the transportation of persons and property.

There may be, therefore, a movement of persons as well as of property
;
that is,

a person may move or be moved in Interstate commerce. * * * What the

act condemns is transportation obtained or aided or transportation induced in

interstate commerce for the immoral purposes mentioned. But an objection is

made and urged with earnestness. It is said that it is the right and privilege

of a person to move between States, and that such being the right, another

can not be made guilty of the crime of Inducing or assisting or aiding in the

exercise of it and " that the motive or intention of the passenger, either before

beginning the journey, or during or after completing it, Is not a matter of

interstate commerce." The contentions confound things important to be dis-

tinguished. It urges a right exercised in morality to sustain a right to be
avafnicn^ In I».n^»nn1 <<-tt T(- So l^llO CilmO richt whlch flttaCkfid thC laW Of COU-
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gress wlicli prohibits tlie carrying of obscene literature and articles designed
for indecent and immoral use from one State to another. (United States v.
Popper, 98 Fed. Rep., 423.) It is the same right which was excluded as an
element as affecting the constitutionality of the act for the suppression of
lottery traffic through national and interstate commerce. (Lottery case, 188
U. S., 321, 357. ) It is the right given for beneficial exercise which is attempted
to be perverted to and justify baneful exercise as in the instance stated and
which finds further illustration in Keid v. Colorado (187 TJ. S., 137). This con-
stitutes the supreme fallacy of plaintiff's error. It pervades and vitiates their
contentions.

Plaintiffs in error admit that the States may control the immoralities of
their citizens. Indeed, this is their chief insistence, and they especially con-
demn the act under review as a subterfuge and an attempt to interfere with
the police power of the States to regulate the morals of their citizens and assert
that it is in consequence an invasion of the reserved powers of the States.
There is unquestionably a control in the States over the morals of their citizens,

and, it may be admitted, it extends to making prostitution a crime. It is a
control, however, which can be exercised only within the jurisdiction of the
States, but there is a domain which the States can not reach and over which
Congress alone has power; and if such power be exerted to control what the
States can not it is an argument for—not against—its legality. Its exertion
does not encroach upon the jurisdiction of the States. We have cited examples

;

others may be adduced. The pure food and drugs act is a conspicuous instance.

In all of the instances a clash of national legislation with the power of the
States was urged, and in all rejected. * * *

This is the aim of the law expressed in broad generalization ; and motives
are made of determining consequence. Motives executed by actions may make it

the concern of Government to exert its powers. Right purpose and fair trad-

ing need no restrictive regulation, but let them be transgressed and penalties

and prohibitions must be applied. We may illustrate again by the pure food
and drugs act. Let an article be debased by adulteration, let it be misrepre-
sented by false branding, and Congress may exercise its prohibitive power. It

may be that Congress could not prohibit the manufacture of the article in a

State. It may be that Congress could uot prohibit in all of its conditions its

sale within a State; but Congress may prohibit its transportation between the

States, and by that means defeat the motive and evils of its manufacture.
How far-re.iching are the power and tlie means which may be used to secure

its complete exercise we have expressed in Hipolite Egg Co. r. United States

(220 U. S.. 4.5).

In McDermott v. Wisconsin (228 U. S., 115), Mr. Justice Day, re-

ferring to the pure food and drugs act, said

:

That Congi-ess has ample power in this connection is no longer open to ques-

tion. That body has the right not only to pass laws which shall regulate legiti-

mate eoumierce among the States and with foreign nations, but has full power
to keep the channels of such commerce free from the transportation of illicit

or harmful articles, to make such as are injurious to the public health outlaws

of such commerce and to bar them from the facilities and privileges thereof.

Congress may itself determine the means appropriate to this purpose, and so

long as they do no violence to other provisions of the Constitution it is itself

the judge of the means to be employed in exercising the powers conferred upon

it in this respect.

The purpose of the pending bill, in so far as it relates to the transmission of

stock quotations over the telegraph and telephone, is the prevention of fraud

and deceit, which tend to bring about the infliction of public injury of a char-

acter as insidious as, but more extensive than, that accomplished through lot-

teries or similar devices. If Congress may altogether prohibit the carriage of

lottery tickets, or the transportation of impure or adulterated food or drugs,

or of a prostitute, from one State to another, it certainly possesses the right to

prohibit the transmission of information pertaining to stock quotations, unless

the genuineness and honesty of such quotations are so safeguarded as to elimi-

nate those conditions which tend to make them fraudulent, and which enable

them to be used for purposes of chicanery and deceit.

Respectfully submitted.

Samuel IJnteemter.

Louis Marshall.



PERSONAL EXPLANATION IN CONNECTION WITH THE STOCK
EXCHANGE BILL.

To the Senate Committee on Banking and Currency:

In connection with the accompanying brief I feel that it is my right
and duty in the public interest as affected by the fate of this bill to

burden you with a personal explanation of extraneous matters that
were injected into the hearing before you and spread broadcast
through the newspapers.
The transaction in question about which I was interrogated and on

account of which the discussion on the bill was suspended occurred 23
years ago. It had reference to my relations and those of my then
law firm with the organization and flotation of the securities of the

Columbia Straw Paper Co. in 1891. It had not the remotest bearing
to the subject matter of the bUl, which I appeared before you to ex-

plain at the request of your chaiiman.
The announced purpose of converting the hearing on the bill into

an investigation of this ancient transaction was to endeavor to show
that my position in now urging this refoim was in some unexplained

way inconsistent with my attitude of 23 years ago in the case referred

to; that whilst I am now championing legislation to require rigid

supervision of the sale of secuiities on stock exchanges, there were

court decisions showing that 23 years ago I or the law firm of which I

was then a member had been engaged as counsel in organizing the

Straw Paper Co., which was said to have been overcapitalized, and

that in return for a large personal investment made by me in the

bonds of the company and for services connected with its organization

I had been paid a stock bonus with the bonds for which we paid at par.

It would not have been strange to find one's views on corporate and

economic questions affecting stock issues undergoing some slight

change in the course of a quarter of a century. I assume that is true

of most of us, but it so happens that there is not the slightest in-

consistency between my relations to that transaction and my con-

tentions here.

Apart from the fact that there was nothing wrong, irregular, un-

usual, or the subject of just criticism connected with the business

referred to and that, based upon the representations upon which my
money was secured and upon the amounts that were paid to the

owners of the property, the capital was moie moderate and the stock

issued for good will was less than in ahnost any of the companies

organized during that period and since that time, my connection with

the business consisted of my having been cheated out of a large sum

of money by fraudulent representations as to the property. iSoth

the bonds, for which I paid par in cash, and the stock bonus that went

with them proved worthless, and I and my partners lost over $400,000

of our money, besides our pay for services which we had elected to

take in bonds and stocks instead of cash.

663
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It also happens that the securities were never listed on any stock
exchange; that none of us sold or offered for sale to the public a
dollar of our holdings; that we at no time parted with any part of the
investment; and that we and our friends held them to the last and
bore our losses.

The fiist of the two court proceedings was an action to foreclose

the mortgage given to secure the bonds. I was neither party, wit-

ness, nor counsel. The trial couit had stricken from the files the

allegations of the answer conceinirg the stock iss^e. ' The statement
of facts in the opinion related to the unproved allegations in that

answer and not to matters of p] oof. On appeal, the supreme court

decided that these allegations had nothing to do with the case- and
sustained the trial court in striking them out and in granting judg-

ment in favor of the bondholders.
The character and circumstances of the second coi^rt proceeding

arising out of the same subject, which took place before one of the

then vice chancellors of the New Jersey <. ov.rt of Chancery (Hon.
Henry C. Pitney, since deceased), are described in a letter that was
published in 1906 in answer to an attempt at that time by the great

financial interests in New York to use this same material m connec-
tion with the then pending struggle of the policyholders of the New
York Life and the Mutual Life msurance companies to dislodge the

old managements of those companies following the legislative dis-

closures of life insurance corruption. I was then acting as counsel

for the international policyholders' committee, of which Hon. Richard
Olney was chairman and the then governors of six States and other

men of national prominence constititted the membership.
I reproduce that letter here

:

To the Editor of the ;

I note from to-day's issue of your paper that in connection with the insurance con-

troversy you have ^ven up two entire columns to the publication of what purports to

be part of an opinion in a transaction 15 years old, entitled "in the case of See d. Hep-
penheimer," in which it is implied that I made large profits out of that transaction

which I was required to refund.
The implication is grossly untrue, and you are perhaps not aware that in making

that publication you are not protected in it as being the record of a judicial proceeding.
I accordingly herewith ask that you publish this letter. The suit in question had

been settled between the parties, with the formal approval of the court, the appropriate
order had been entered, and the naoney paid for more than two months before this

document was prepared and sent by Judge Pitney for publication.
It was in no sense an opinion in a pending litigation over the subjects discussed

in so tar as we were concerned. All the parties to the adjusted controversy protested
against the filing of that document, including our opponents in the litigation, as it had
been clearly understood by all parties that the case would not otherwise have been ad-

justed, since no liability was recognized. All these facts and negotiations were known
to Judge Pitney, who was a party to the settlement, having approved it on behalf of

the receiver fully two months before he placed this document on file.

The result of filing that paper months after the case had been settled and against

the objection of all parties concerned was to deprive the defendants of the right to

appeal. An attempt was then made to get back the money or to obtain the right of

an appeal, but the answer was made that the case had long since been settled and dis-

continued, and there was therefore nothing from wliich to appeal.
The true facts as to the controversy are, briefly summarized, as follows: In 1891

my firm was retained by Messrs. Beard and Stein to prepare certain papers in the form
of options on straw paper mills. We were told that Messrs. Poor and Greenough had
agreed to finance the required money by the purchase of an issue of bonds with a bonus
of stock. Some months later we were informed that Messrs. Poor and Greenough had
been unable to market the bonds, and we were persuaded to do so on the faith of cer-

tain written representations which we subsequently discovered were grossly inaccurate
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My partners and myself bought a larsjc p wt of the boivb, and the bulk of the balance
was taken by our friends.

It is not true that any of us ever made a dollar of profit out of the transaction in
any form, directly or indirectly. On the contrary we lost over $400,000 of our own
money, of which my personal loss was over $150,000. We never received a dollar of
compensation for our services or otherwise, but put lar^e additional moneys of our
own into the property in an attempt to save our friends, whom we did not ask to
contribute.

The ground on which a stock liability was sought to be enforced did not involve
any claim of wrongdoing. It was a purely technical statutory claim, based on the
claim that the bonus stock which went with the bonds was charged with a liability.

This was disputed. On the one hand it was claimed that the property was not worth
the amount of stock that had been issued for it. We claimed on the other hand that

we bought the bonds, believing that the bonds had that value, and that we had been
deceived as to the facts.

There is nothing in the record of the case to support the assumption that anybody
concerned with the transaction made a dollar out of it.

It is with great reluctance that I departed from my rule not to permit the great

issues involved in the insurance controversy to be obscured by answering personal

attacks that have no relation to that subject. I have, however; felt that as this was
represented to be a judicial determination in an actual controversy it might be interred

that I could have appealed if it was wrong.
Samuel Untermyer.

New York, August 19, 1906.

I

The same story was again rehearsed on the floor of the Holv^o aid
)nblished all over the country last year while I was acting a 5 co lusel

'or the Pujo committee, in one of the many efforts that wa^ made
at that time to distract attention from the exposures in the coarse

of the investigation. It was also stated at the time that the inquiry-

had cost $250,000, when in fact the total cojt wa? less than $60,000.

and that I had been paid $15,000, but it wa^ not stated that I had
personally expended over $20,000 of my own money as against the

115,000, paid my firm for my services of 8 months.

The bin now before you was prepared by the Pujo committee with

my assistance as consel. It was submitted with the report two or

three days before the expiration of the Sixty-second Congress. When
your chairman introduced the bill into the Senate at this sessom and

called upon me to answer the arguments of counsel for the exchange

and to explain the necessity for the legislation bsaed upon the vol-

uminous testimony taken by the Pujo committee, with which I was

most famihar, I felt in dutv bound to respond to that reiue-it and am
pleased to have been able to perform that public service.

Among the many canards that have been circulated from time to

time as alleged reasons for my activity it has been intimated that I

have a grievance against the exchange because of alleged losses sus-

tained by me in speculation on the exchange.

It has made no difference that (1) I have never speculated; (2)

was never concerned in selling a share of stock short in mv hie; (3)

have never had a controversy either on my own behalf or for chents

either with the exchange or its members ; (4) have had no grievance or

occasion for any against the exchange or anybody connected with it,

have many warm friends amon^ its membership and that I am inter-

ested only in the copstructive character of the measure, which in my
judgment will greatly enhance the power of the exchange as a legiti-

mate part of our financial system. No greater service could be per-

formed for the exchange than the enactment of this legislation. I he

rumors however still persist and I suppose they always will, so long
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as this controversy lasts and they can be made to serve their in-

tended purpose.
I have been moved to make this explanation solely because of the

importance of this reform. I should have been content patiently

to await the inevitable reaction from such unfounded attacks but for

the fear that it might then have been too late to correct the possible

effect on the legislation. My anxiety lest Congress be thereby misled
and diverted from the issues presented by this bill must serve as my
justification for this statement.

Very respectfully yours_

Samuel Untermyee.
New York, March 20, 1914.



REPLYING BRIEF ON BEHALF OF THE NEW YORK STOCK
EXCHANGE.

At the close of the hearing before the committee on the 12th day

of Febraiiry, 1914, it was understood that briefs could be submitted.

Subsequently the time fixed for their filing was March 4 ; and on that

day our main brief was sent to Washington, followed the next day

by a memorandum on the constitutionality of the bill and another on

the New York Bank Note Co. matter. The final print of Mr. Unter-

myer's brief came into my hands on the 24th day of March, 1914. In

the meantimehe had appeared before the committee and made an addi-

tional argument (Rec, pp. 457-520). As the argument made by him
on March 10, and his brief fill more than 100 pages of the record, it

is impossible to compress this reply into as few pages as I had hoped.

But I shall endeavor to confine it within reasonable limits, though to

do so will involve passing over many matters which invite discussion

and correction. The truth is that there is little in either argument or

brief in the way of statement of fact or argument that is unassail-

able.

One general observation I can not refrain from making at the

outset. I protest against the vituperation of the exchange and its

members that runs through the brief. It is full of stich phrases as
" the illegitimate transactions that now disgrace it " (the exchange)

;

" the dissemination of frauds " ;
" to protect the public against being

victimized " ;
" protect the honesty of the public market against the

frauds that now characterize it"; foisted upon the public"; "con-

fidence game " ;
" blind pools " ;

" hundreds of millions that had been
annually taken from the public and dishonestly taken " ;

" tortuous

attitude " ;
" pirating on the high seas " ;

" filched from the public "

;

" incredibly deplorable state of affairs "
;
" abuses that were being

perpetrated upon the community " ;
" deception of the public "

;

" misrepresenting the issues and misleading the public " ;
" juggled "

;

" fraud and pillage " ;
" cards that have been stacked against you "

;

" fraudulent and fictitious transactions by which the public has been
grossly swindled on an enormous scale " ;

" prey upon the country "

;

" the scandals of all the past years in its management " ;
" the same

old game " ;
" another raid " ;

" flagrantly dishonest practice "

;

" worst form of gambling " ;
" carnival of exploitation " ;

" long con-
tinued license." All this is mere abuse to create popular prejudice,

because such a mode of treating an important subject and one of the
oldest institutions in the country could scarcely have been expected
to infiuence men of the character, experience, and intellectual power
that compose this committee. It is not the phraseology of sincerity

;

nor of candid and dispassionate analysis or criticism; nor is it

entitled to any persuasive power. On the contrary it reveals a pas-
sionate, vindictive, and personal antagonism. Though so much abuse

667
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is poured on the exchange it is asserted at the end of the brief that

the author has not intended in anything he has said " to reflect upon
tlie integrity of the membersliip of the Xew York Stock Exchange
taken in its entirety" (Eec, p. 651). But the exchange is indis-

tinguisliable from its members; its acts' are their acts; its offenses

are their offenses; and its management is composed of their repre-

sentatives selected by the membership in its entirety. To say that

the vituperation of the exchange is not intended to reflect on the
integrity of the membership as an entirety is to confess that it is a

sham.

I.

The function of the Postmaster General.

Mr. Untermyer. in his argument of March 10, said that the bill

imposes upon the Postmaster General two duties, the first of which is

that he shall " examine the charter and by-laws of every incorporated

stock exchange whose quotations are sent through the mails." He
added

:

If the Pcstiuaster General, upon looking at that charter, finds those regula-

tions in it, that is tlie end of his duty. It is not for him to determine whether
or not the exchange is obeying or whether it is violating the i>ri)visions of tliat

charter. That manifestl.v is nothing but a plain niinisterijil duty. (Rec., p.

4."jS. )

He then proceeds:

The second duty and right of the Postmaster General is to examine the books
of the members for the purpose of determining whether or not any member is

engaged in manipul^itiug the quotations that are being carried through the
mails. If he tinds there has been manipulation he has no further duty with
reference to it. He can not even cancel the charter; he can not then deny the

use of the mails to the exchange. .^11 he can do is to get the information and
pass it along to where it belongs—to the Department of Justice. (Rec., p. 458.)

That is contrary to the view I had expressed, which was that "if

the Postmaster General shall as the result of an investigation con-

ducted in his own way decide that the exchange, although it has

incorporated and adopted this medley of requirements, is not enforc-

ing those requirements, he may issue an order suspending the trans-

mission through the mails of any letter, package, circular, pamphlet,
post card, or newspaper containing an order or statement or quota-

tion of prices, or any advices, report, or information concerning
transactions in securities on the exchange." (Rec, p. 377.) Mr. Un-
termyer has evidently, since his argument, given section 2 of the bill

more careful study, because in his brief he changes his position and
admits that the Postmaster General is empowered to determine
whether the exchange is enforcing the statutory requirements. (Eec,

p. 610.) But he still insists that the act of the Postmaster General
in this regard is purely ministerial; and that if as a result of the

examination of the books of the members of the exchange he finds

fictitious and manipulated transactions he can not stop the transmis-
sion of the quotations through the mails, or interfere with the opera-
tions of the exchange, or do more than " furnish the evidence thus
secured as a basis for prosecuting the guilty parties"; and further,

that " the exchange is not thereby interfered with in its right to con-

tinue the use of the mails for its quotations." (Rec, p. 610.) This
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is just as unfounded as his first position. By section i' the Post-
master General is empowered, in the event of his determining, upon
evidence satisfactory to himself, that an exchange has failed to en-
force the requirements of the bill which it has adopted in conformit\
with the bill, to prohibit the use of the mails. There is nothing
ministerial in the nature or character of tliat act or determination:
It IS a discretionary act of the widest latitude. The Postmaster
General may send his special agents to examine the books of mem-
bers and treat their reports as suiScient evidence that the statutory
requirements have not been enforced by the exchange, and thereupon
arbitrarily close the mails to all letters and newspapers referring to
transactions or quotations on the exchange. The effect of such
action on his part is to shut the exchange up, to stop the circulation
of newspapers through the mails if they publish the quotations of
the premier security market in the country, and to demoralize a Aital
branch of the financial business of the country. That I have char-
acterized as a "tremendous power"; and though Mr. Untermyer
belittles it as purely "ministerial,"' he seems to appreciate its real
character, without admitting it, by suggesting an amendment on his
argument that the exchange should be entitled to a hearing (Rec,
p. 459), and in his brief that there should be a judicial review of the
action of the Postmaster General. (Rec, p. 610.) The only tenable
position is that it is not a power that should be conferred upon any
official.

II.

The position of the exchange renperting Federal regulation.

Mr. Untermyer says that the discussion before your committee has
forced "the virtual admission by the opponents of this bill of the
necessity for some sort of a Federal regulation " ; that counsel for
the exchange has suggested that a bill similar to the bill respecting
lottery tickets would answer the purpose; that the suggestion of the
"substitution of the Secretary of Commerce or the Commissioner of

Corporations for the Postmaster General is not explained except by
the fact that the exchange is seeking to take advantage of a prejudice
against delegating any additional powers to the Postmaster Gen-
eral''; that the position of the exchange is inconsistent in that it has
"submitted an elaborate argument to prove that the distribution of

quotations is not interstate commerce," and yet " suggests as a remedy
legislation on the lines of the antilottery bills." (Rec, pp. 612, 613.)

The exchange has not admitted that there is any necessity for any
Federal regulation of the exchange. On the contrary its position
is and has been all through not only that there is no occasion for such

regulation but that it is not subject to Federal regulation. All that

its counsel said was that the only bill that would be a legitimate exer-

cise of the power to regulate the use of the mails with respect to the

transmission of manipulated transactions or quotations would be a

bill based on the lottery ticket legislation as a precedent. (Rec, pp.
345, 382.) He did not propose such a bill on behalf of the exchange
as necessary to reach any existing conditions ; nor would such a bill

be a regulation of the exchange in any sense.

The exchange approves, and always has approved, any legislation,

State or National, regulating the issue of securities by corporations,
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and requiring publicity as to promotion profits or any other corpo-
rate operations or transactions which affect the interests of the public.

National regulations of that character would necessarily be under the
jurisdiction of the Interstate Commerce Commission as to railroad
corporations, and the Secretary of Commerce, or the Commissioner
of Corporations as to industrial corporations. That is the only con-

nection in which those authorities were mentioned by anyone that I

recall. No one has suggested any delegation of power to them in

lieu of the Postmaster General with respect to the mails "to take

advantage of a prejudice " or at all.

There is no inconsistency in the position taken by the exchange.

It has not insisted or argued that the interstate transmission of quo-

tations is not interstate commerce. The exchange is not in any way
engaged in such transmission. It collects the quotations at its own
expense and sells them in the City of New York to the Western
Union Telegraph Co., which transmits them all over the country.

Not being engaged in the interstate transmission of its quotations it

is immaterial to it whether that transmission is interstate commerce
or not. What was argued on its behalf was that the transactions of

purchase and sale on the exchange, which is the business that is done

there, are not interstate commerce; and for that position there is

the explicit authority of the United States Supreme Court. (People

ex rel. Hatch v. Reardon, 204 U. S., 152.) Hence those transactions

are not subject to regulation under the commerce clause of the Con-
stitution. But that position is quite consistent with the position that

it may be within the power of Congress to enact legislation respect-

ing the interstate transmission of false or fictitious quotations similar

to the legislation respecting the transmission of lottery tickets.

III.

The proposed iiU of the Boston t'haiaher of Commerce.

I gather from the record that the gentlemen who appeared be-

fore the committee for the Boston Chamber of Commerce were re-

quested to embody in a bill their idea as to what would be proper

regulation and submit it to the committee. That the Boston Cham-
ber of Commerce has done. I understand that it is a body composed
of representative merechants and business men of the city of Boston.

It is fair to assume that they undertook to comply with the request

of the committee in good faith, and that the bill they submitted em-

bodies their sincere con\ictions. But Mr. Untermyer loads it with

abuse and imputes to them dishonorable motives. He says :
" It is

the most transparent ' make-believe,' '" and " a ' blind ' under cover of

which to defeat effective regulation." (Eec, p. 615). Thus a body
of gentlemen of high standing and position, complying with a re-

quest of this committee, are publicly charged with deception, because

it would surely be deception to submit to you a bill which was a

" make-believe ' and a " blind " with the real purpose of defeating

effective regulation. But that seems to be Mr. Unteimyer's way. He
describes the New York legislation of 1913 as a " blind " (Rec, pp.

641, 642) "intended to stand in the way of effective legislation."

Referring to the rules enacted in February and March, 1913, by

the exchange to prevent manipulation, he says that the exchange
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" under pretense of such rules is attempting to perpetuate the prac-
tice '

;
that " he can plainly see what it seeks to accomplish here by

its tortuous attitude "
; and that " it wants to make it appear here that

manipulation is forbidden in order to defeat legislation and still to
be able to insist hereafter when that peril has passed that what it is
doing is not manipulation but something that it has always claimed
the right to do." (Rec, p. 619.) Thus whether it is the Boston
Chamber of Commerce or the New York Stock Exchange his method
is to impute base motives.
Regarding the bill proposed by the Boston Chamber of Commerce

the attitude of the New York Exchange is one of opposition to its

provisions on the same grounds that it has urged with respect to
similar provisions contained in the bill before the committee.

IV.

The examination of the hooks of members of the exchange iy the
Postmaster General and such "persons as he may from time to tinve

designate.

The purposes of this provision of the bill are more clearly revealed
in Mr. Untermyer's brief than they have been before. Though the
bill is drawn under the postal clause of the Constitution, and it is

asserted that it " attempts nothing by indirection " (p. 629), it is now
boldly asserted that " the prevention and punishment of manipula-
tion are the chief aims of the bill." (Rec, p. 615.) It is in that

aspect of the bill, as one to prevent and punish manipulation, that
the provision respecting the examination of the books of members
of the exchange is seen in its true light. The Postmaster General
is to perform the function of a detective agency. He is to provide
himself with a staff of special agents to search the books of members
of exchanges for evidence of manipulation to be used in criminal

presecutions. It is explicitly said that the Postmaster General is

given the- power " to examine the books of the members containing

entries of their transactions on the exchange (not their other busi-

ness), as the only possible means of detecting such misuse, so that

if such violations exist they may be dealt with by the courts upon
the complaint of the Department of Justice"; and further, that if

in his examination of the books of members he finds that there has

been manipulation "all he can do in that event is to furnish the

evidence thus secured as a basis for prosecuting the guilty parties."

(Rec, p. 610.) This is, then, according to Mr. Untermyer, the pur-

pose and object of this inquisitorial provision.

That being the object and purpose of the provision there is no
doubt about its unconstitutionality. People ex rel. Reardon v.

Ferguson (197 N. Y., 236), is an explicit authority on that point.

But, disregarding its illegality, it is indefensible as a matter of

policy because it is not within the proper province of the Post-

master General to act as a specially designated appendage of the

Department of Justice to gather evidence for its purposes.

But Mr. Untermyer insists over and over again that the provision

is a necessary one if manipulation is to be detected and punished.

If that were a valid argument there is scarcely any limit to its scope,

because it would apply to every offense the most accessible evidence
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of which is to be found in the books and papers of individuals. I do
not think that even the most radical opponent of private rights and
individual liberty is willing to go to that extent. Moreover, such an
examination is not necessary to the detection and punishment of

manipulation. Manipulation is to-day a penal offense, and legisla-

tion may redefine and extend it from time to time. Transactions
on the exchange take place under the eyes of men and have an un-

usual publicity. If the offense be committed the district attorney,

with the aid of a grand jury, will have no difficulty in getting proof
to obtain a conviction without resorting to the books and papers
of the accused party or parties. It is idle to say that they can not

reach offenses unless they have access to the books of the accused
party.

This is one of the most indefensible provisions of the bill, and if

enacted could only have baleful consequences. (Rec, pp. 376, 377,

561, 562.)

V.

The ^' pKhlicity department^'' of the exchange.

Mr. Untermyer says in his brief (Rec, p. 634) :

The exchange maintains a publicity department uncler the euplionions title

of the " library committee." In tbe course of the hearings before your com-
mittee tliere was distributed from Washington and published all over the
country a canard to the efCect that the President had expressed his disapproval
of the bill now under discussion. So persistent and circumstantial was the
rumor that an explicit denial from the White House was considered advisable
to prevent the discrediting of the legislation.

Such methods are most unfortunate. They are bound sooner or later to reaqt
against the exchange and thus obscure the merits of the controversy, which
the champions of this measure are anxious to have impartially and impernoiially
disriissecl." [Italics ours.]

The only construction of which this statement is susceptible is

that the exchange through its library committee invented and cir-

culated a canard misrepresenting the position of the President.
Mr Untermyer made this same statement in the brief which he left

with the committee on February 5, 1914. (Rec, p. 97.)

Mr. Van Antwerp, in his address to the committee, said respect-

ing it:

I am M member of the library committee of the New York Stock Exchange
referred to. Xo member of that committee directly or indirectly (nor anyone
acting for them or representing them) at any time has caused to be circulated
in any way, shape, or form such a canard or rumor as the one here described.
(Rec, p. 112.)

After a colloquy with Mr. Untermyer he further said

:

I should like, in view of the statement I have just made to jou, Jlr. Chair-
man, to ask Jlr. Fnterniyer to withdraw from the record the paragraph under
discussion (Rec, p. 113).

Then this followed (Rec, pp. 113-114) :

Mr. Untermyek. I should first like to make this statement : The fact is,

is it not, that a circumstantial account did appear In the newspapers all over the

country shortly prior to the day fixed for this hearing to the efCect that the

President disapproved of this legislation? I happened to reach Washington
the morning that it appeared in the papers and saw It in the papers. T did

not believe it was true, so I called up the White House, as I felt it would
have an injurious effect and would prejudice this legislation. The statement



EBGULATION OP THE STOCK EXCHANGE. 673

was corrected from the White House. It was stated the President bad not
said any such thing or intended that any such thing should be said. What
he had said was that only those measures were strictly administration measures
which were specifically mentioned In the platform, such as interlocking directors,
holding companies, and that the stock exchange measure had not been specially
mentioned in the platform and therefore it was not an administration measure;
but he had not expressed nor implied any disapproval of the matter. Then I
learned that Mr. Van Antwerp, whom I knew had been concerned in the
publicity end of the stock exchange business, had reached Washington that
afternoon, and I also learned from some newspaper men—or at least I was
told he had seen some newspaper men or they had seen him—I knew Mr. Van
Antwerp had been very active in the library department of the stock exchange
for quite a long time. I do not mean to say improperly active. I do not imply
anything of the kind. But he had been before he became a governor of the
exchange, which was very recently, quite active in the publicity department
of the exchange. That is the only basis I had for the statement, and in
view of Jlr. Van Antwerp's statement now made I would like to withdraw it,

except to the extent which I have stated.

The repetition of the statement in the brief recently filed is under
these circumstances inexcusable. Any newspaper correspondent in

Washington can inform the committee of the circumstances concern-

ing the publication of this so-called canard, and he will confirm that

the exchange had nothing whatsoever to do with it.

Every allusion in the brief to the library committee of the ex-

change, or its so-called " press bureau " or " publicity department" is

just as baseless. The library committee is composed of leading and
representative members of the exchange, and they are ready at any
time to give an account of what they have done to counteract the

campaign of misrepresentation and abuse of the exchange which Mr.
Untermyer has conducted for the past two years.

VI.

The California Petroleum (Jo.

The history of the California Petroleum Co. and the transactions

in its stock on the exchange is again set forth in Mr. Untermyer's

brief (Rec, p. 625), and this is the third time it appears in the record

(Eec, pp. 16 et seq., 92, 93). After repeating this history, the brief

proceeds (Rec, p. 626) :

- The exchange insists that this is a legitimate transaction because it was re-

sorted to for the purpose of " introducing a new security." They say the bank-

ers had sold their stock before this was done and there was no profit for them

in this operation. The facts as proven do not sustain them. True the first

bankers' syndicate had sold its stock. But to whom? To the second syndicate

of which Messrs. Lewisohn were the managers and the bankers were also mem-

bers. The manipulation was conducted by the second syndicate, which bought

163,000 shares and sold 172,900 shares during the 21 days of its operations. In

the same period there were 362,370 shares sold on the exchange, and an equal

number, of course, purchased. What about the dear public that was landed

with the 199,270 shares that were not represented by the syndicate dealings, at

prices ranging between $60 and $72.50 per share that subsequently declined to

$16, and are now selling at $25?

It is wearisome to have to again correct the misstatements con-

tained in this paragraph. The exchange has not insisted that the

transaction was legitimate because it was resorted to for the purpose

of " introducing a new security." The transactions on the exchange

were not conducted by the second syndicate because all the stock

30578—14 43
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of the second syndicate had been sold to individual investors before

the stock was listed on the exchange. The transactions were con-

ducted by the banking houses that had acquired the stock and sold

it to the second syndicate, not for the purpose of gain to themselves,

nor for the purpose of " introducing a new security," nor for the pur-
pose of treating an " artificial " activity in the market, nor for the pur-

pose of marketing the stock owned by the second syndicate, but to

steady the market by selling orders on a scale up and buying orders

on a scale down, thereby furnishing a real market, because any man
who wished to sell would find a buyer and any man who wished to

buy would find a seller. To repeat and repeat that the transactions

on the exchange were carried on to enable the second syndicate to

unload its stock on the public right in the teeth of the testimony
which Mr. Untermyer himself elicited before the Pujo committee is

intolerable. The actual facts as revealed by that testimony are fully

set forth in our brief, with references to the Pujo record. (Eec,

pp. 540-543.)

VII.

The Kanawha <& MicMgaii Railivay Co. matter.

In his speech of March 10, Mr. Untermyer said, regarding this

railroad

:

The control had been acquired by the Toledo & Ohio, which was in turn
controlled by the Hocking Valley, a parallel and competing line. * * *

Prior to its subjugation, and while it was an independent jjroperty, it was
successful and of great promise, but under this oppression it was fast

losing its value. I acted for a protective committee of stockholders
of representative men who decided to appeal to the courts to liberate

the road from this intolerable and ruinous thraldom. Some of my
clients had owned their stock 15 or 20 years. They had bought it when it was
a promising independent property and paying dividends, which stopped shortly
after it came under control. * * * jiy clients, some of them, had paid
over par for that stock over 20 years ago. Mr. Gould, I think, was the name
of one of them who told me at that time that this stock had cost him, with
interest on his investment, about $.800 a share. (Rec, p. 472.) (Italics ours.)

His last revised statements is in his brief, where it is said that " it

appears that the road had at one time been a prosperous independent
property, but had, contrary to the antitrust law, come under the

control of the Hocking Valley, which was a parallel and competing
line, where it remained for many years." (Rec, p. 648.)

What are the facts? This is the history of the road as it appears
in the company's application to list its stock on the exchange, dated
JSTovember 5, 1890

:

The River Division of the Ohio Central Railroad was sold under foreclosure
October 22, 1885. The purchaser organized the Ohio & Kanawha Railroad Co.

in Ohio and the Kanawha & Ohio Railroad Co. in West Virginia, and consoli-

dated them under the name of the latter April 17, 1886. The Kanawha & Ohio
Railroad went into the hands of a receiver February 39, 1889; was sold under
foreclosure March 14, 1890, by a decree of the Circuit Court of the United
States for the Southern District of Ohio, Eastern Division. Sale was duly con-

firmed by said court April 7, 1890, and the property turned over to the purchaser
April 24, 1890. The purchasers organized the Kanawha & Michigan Bail-

way Co.

These purchasers were the old bond and stockholders. (Poor's

Manual, 1890, p. 1000.) In February, 1891, the railroad was leased
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to the Toledo & Ohio Central (Poor's Manual, 1891. p. 730) which
bought a large amount of the stock at $15 a share and guaranteed the
principal and interest of the bonds.
The statement that a road which had been foreclosed late in 1885

and was again m the hands of a receiver early in 1889 and sold under
foreclosure in 1890, was a prosperous independent property prior to
its lease to the Toledo & Ohio Central in 1891 would seem to require
further revison.

A reference to Poor's Manual from 1890 to 1910 shows that no
dividends were paid on its stock during that period of 20 years ; and
the history of the road prior to that time, with its foreclosures and
receiverships, would indicate that no dividens had been paid nrior
to 1890. ^ ^

The stock of the conipany was listed on the exchange on November
26, 1890. The following are the high and low prices of the stock
from 1891 to 1907, inclusive, taken from the Financial Chronicle

:

1891.

1897..

1900.,

1901..

1902..

1903..

1904.,

1905..

1906.,

1907.,

High.

16i
14

8
15
25
40

50i
47i
38
583
76

50

Low.

10
lOf
9

n
I*

?
H
7*

10
21

33j

52
30

It is difficult to see from these figures how the stock of Mr. Gould
or any of the other clients of Mr. Untermyer, acquired " 15 or 20

years" before 1910, could have cost them, with interest on their

investment, "about $300 a share" (Kec, p. 472), or "nearly $300"
(Eec, p. 476), or "between $200 and $300" (Eec., p. 648).

In 1906 or thereabouts a committee, of which Mr. George D.
Mackay was chairman, was formed to protect the interests of the

minority holders of the stock of this company, the majority being

then owned by the Hocking Valley Eailroad Co. The stockholders

who desired to be represnted by the committee deposited their stock

with J. P. Morgan & Co., who issued to them their certificates in

lieu thereof. On March 21, 1910, the committee issued to the

minority shareholdres a circular of which the following is a copy

:

MINORITY STOCKHOLDEKS' COSIMITTKE KANAWHA & MICHIGAN RAILWAY.

[G. D. Mackay, cliairman ; W. H. Goadby, I. L. EUwood.]

16 Nassau Street,

New York City, March 21, 1910.

To the minority shareholders of the Kanawha & Michigan Railroad.

Dear Sib : The Hocking Valley Eailroad lias been sold to the Chesapeake &
Ohio Railroad, and the Kanawha & Michigan Railroad to the Lake Shore and

the Chesapeake & Ohio jointly.
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The price prud was 120 for Hocking Valley stock and 72 for Kanawha & Mich-
igan stock. Your committee has been in conference with the purchasers of the Kan-
awha & Michigan for a fortnight past to effect a price at which a possible sale

of the minority stock of the Kanawha & Michigan Railroad might be made if

the stockholders desired, and thus end the friction which has for four years
past made a distressing situation for all concerned in the Hocking Valley and
Kanawha & Michigan merger.
On Saturday last the officials representing the purchasers made an offer to

your committee of $72 per share for a minimum of 30,000 shares of the 44,000
Kanawha & Jlichlgan minority stock, the same price as was paid to the Hock-
ing Valley Railroad for the majority stock. This price was not as high as
your committee endeavored to get, but we are in duty bound to communicate
the offer to the stockholders that we represent. This price will be less IJ per
cent to the committee to repay them for services and expenses during the

period of four years of the minority stockholders' effort to establish their

claims, and the money will be paid whenever the 30,006 minimum shares are
authorized to be delivered. The alternative to this offer is for any dissatisfied

stockholder to continue as a minority shareholder and trust to the future to

produce revenues enough from the contributions of the new owners to the

business of the railroad, which will justify payments of the dividends desired.

The plans of the purchasers contemplate improvements to cost one and a half

million dollars in the next two years. That this will drain the Kanawha &
Michigan surplus during that time goes without saying. There is also to be

"considered the railway bill in Congress that may have a clause to prevent
majority owners buying the minority stock after the bill is signed, and there

may be a continuation of the litigation in the State of Ohio.
Your committee will continue to represent your interests so long as the stock-

holders representing the minority shares desire.

You are requested to make an immediate reply to this letter giving authority
to the committee to dispose of your shares and also naming the amount of

shares held by you.
Very truly, yours,

Geobge D. JIaokat, Ghairman.
W. H. GOADET.
I. Ij. Ellwood.

Under date of May 11, 1910, Mr. Goadby, one of the members of

the committee, wrote the following letter in response to a request for

information as to the situation of this stock

:

[Copy.]

Office or W. H. Goadby & Co.,

New York, May 11, 1910.
Mr. W. W. Hbaton,

Ghairman of the Committee on Stock List,

New York Stock Exchange, New York.

Deae Sib : Referring to the 9,000,000 of Kanawha &. Blichigan Railway stock
listed on the New York Stock Exchange, I herewith submit to you a statement
which, to my knowledge and belief, is correct. Of this issue 80,492 shares are
held in the treasury of the Lake Shore and Chesapeake & Ohio Railroads. Of
this amount 35,392 of J. P. Morgan & Co.'s Kanawha & Michigan receipts were
delivered through them (J. P. M. & Co.) to the above-mentioned parties by the

committee of which I am a member; 1,970 shares have been pledged to us;

2,800 shares are owned by Mr. John U. Brookman. Mr. Brookman is so ill

that his physician forbid business of any kind being submitted to him, and
while therefore Mrs. Brookman and Mr. Maloney, his secretary, were willing
to deliver their receipts to this company, they were, owing to Jlr. Brookman's
illness, unable to do so.

We understand that the Untermyer committee are the holders of 2,100 of

these receipts. This would make a total of 87,362 shares accounted for out
of the 90,000-share issue, leaving a balance, apparently, of 2,638 shares out-

standing and unaccounted for, all of which is respectfully submitted.
Very truly,

W. H. Goadby,
Mernber of Gommittee.
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The statement annexed to the letter gave at the end the foUowinesummary: xuiiuwuig

Amount of Kanawha & Michigan stock outstanding $9,000,000

Held by Lake Shore and Chesapeake & Ohio Cos ^sTlq?Morgan receipts pledged to committee i o^n
Held by Mr. Brookman

^[ o'snn
In hands of Untermyer committee -I'lI'I'"]"! 2 100

Not accounted for ^2'
638

• ^,^'^''^i*y
Stockholders who were dissatisfied with the terms offered

in the above circular organized a protective committee, represented
by Mr. Untermyer as counsel, which is the committee referred to in
the above summary as the " Untermyer committee." Litigation was
begun by that committee as stated in his brief. (Rec, p. 648.)

This was the situation when Mr. Goadby's letter of May 11, 1910
was received, and on the showing made by that letter and the accom-
panying statement the committee on stocls: list struck the stock from
the list. Mr. Untermyer says that " the undoubted purpose of that
action was to discourage the litigants by destroying the market for
their stock and rendering it unavailable as collateral " (Rec, p. 648).
This is unqualifiedly denied. It appears from Mr. Goadby's letter
and statement that were before the committee on stock list that at
the time that action was taken 80,492 of the 90,000 shares were owned
by the Lake Shore and Chesapeake & Ohio Railroad Companies ; that
1,970 shares were pledged to the Mackay committee; that 2,800 shares
were owned by Mr. John Brookman, who was then too ill to deliver
them; and that about 2,100 shares were represented by Mr. Unter-
myer. This accounted for all but 2,638 shares of the 90,000 shares
listed. That state of affairs justified the action of the committee,
as it conclusively appeared that there was no longer a sufficient

amount of free stock outstanding in the hands of individual owners
for trading in the stock on the exchange under proper conditions.
The sole purpose of striking the stock from the list was the customary
precaution of the exchange to protect the public and the exchange
from the dangers incident to so small an amount of outstanding
stock.

It is singular that Mr. Untermyer is the only person who has made
objection to this prudent practice of the exchange in striking stocks
from the list. It has been done for many years; a great many
securities have been. so. stricken off; and the practice has been univer-
sally approved. If it was the hardship that Mr. Untermyer main-
tains, if many people had been deprived of their market and had
their loans on securities so stricken from the list called, the exchange
would certainly have heard of it. So far as the present generation
of the officials of the exchange is aware no such complaint has ever
been received from anyone save Mr. Untermyer.

I do not see that there is any relevancy in the results of the opera-
tion of the railroad since the Lake Shore and Chesapeake & Ohio
succeeded to its ownership in 1910 upon which Mr. Untermyer dwells
(Rec, p. 649). With those great railroad systems as feeders of
traffic, entirely new conditions came into existence, which sufficiently

account for its increased earning capacity.
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A regrettable mistake was made by the clerical force of the ex-

change in the statement that it furnished for the Pujo committee
showing that only 2,100 or 2,200 shares of stock were outstanding
when the stock was stricken from the list. At the time the statement
was prepared for the committee many demands were being made
upon it for statements concerning many different matters, and the

clerical force of the exchange was overworked in preparing them.
The clerk who had the matter in charge evidently furnished, through
some misunderstanding or inadvertence, the amount at that time in

the hands or the so-called Untermyer committee, as shown by the

statement annexed to Mr. Goadby's letter.

VIII.

Fluctuations in the stock of the Reading Co. from September, 1906,

to Novemier, 1907.

In his argument on March 10, Mr. Untermyer endeavored to show
manipulation from the price fluctuations of the Reading stock (Eec,

pp. 487, 489) , stating that " in 1906 and 1907, the years in which there

were 6,533,000 shares dealt in, the stock reached the high point of

156 ;
" that within the next year it dropped to 90 ; that in September,

1906, it reached 156f and in November, 1907, fell to 90 ; and that the

other active stocks on the exchange did not during that time fluctuate

to " that extent or anything litke that." (Eec, p. 489.)

The fact is that there were several active stocks on the list which
fluctuated as much or more. For instance, between the high points of

1906 and the low of 1907, Union Pacific ranged from 195f to 100, a

fluctuation of 95f points; Canadian Pacific from 201^ to 138, a fluc-

tuation of 634 points; New York Central from 1£6t to 89, a fluctu-

ation of 67i points; Brooklyn Rapid Transit from 94J to 26fJ a

fluctuation of 67f points; and Missouri Pacific from 106f to 44|, a

range of 62f points. The fluctuations in all these and other cases

was due to the fact that 1906 was a year of great expansion and
activity and 1907 the year of a severe panic.

IX.

Amalgamated Co-pper Go.

Mr. Untermyer brought forward for the first time in his argument
on March 10 the history of the Amalgamated Copper Co., as " prob-

ably the most striking illustration of manipulation in the history

of the exchange " (Rec, pp. 507-511 ; see also brief, Rec, pp. 620,

621). This belated introduction of that company in connection with
manipulation prevents any adequate treatment of the subject in this

reply. He gives a history of the company, its capitalization and
increases of capital and the incidents connected therewith, and the

marketing of the stock increases by various individuals, which I

have not the time to verify to distinguish what is fact from what is

mere assertion. He winds up with the statement that an elaborate

scheme of manipulation was accomplished in 1906 and 1907 through
certain operations of the United Metals Selling Co. in first holding

back the sale of copper, thereby raising the price of copper and of
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the stocks of copper companies, and then later flooding the market
with copper so as to depress its price and correspondingly the price
of copper company stocks, including those of the Amalgamated Co.
(Kec, pp. 508-510). The exchange has no information on this sub-
ject ot which I can avail myself; but the testimony of Mr. Wolfson
the vice president of the United Metals Selling Co., given before the
Pu]0 committee does not seem to bear out Mr. Untermyer's charge
lo be able to speak more, definitely, Mr. Wolfson has been asked
for his comments on this charge and this is his reply

:

COMMENTS ON MB. UNTEBMYEE's STATEMENT BEEORE THE SENATE COMMITTEE.

Mr. Untermyer advances the theory that there was a desire on the part of
somebody to " boost " the stock market by means of holding back the sale of
copper. He says :

" Then a plan was devised by those gentlemen to hold back
production through the selling company ; instead of selling it normally, to hold
back the copper and lend upon it to the owners of the mines, thus creating a
scarcity of copper, so that copper went up from about 13 to about 25 cents per
pound." He then begins to prove it by means of figures furnished before the
Pujo investigating committee.
Mr. Untermyer would have us believe that the price was advanced from 13

to 25 cents during the years 1906 and 1907. As a matter of fact, copper sold
at 13 cents in October, 1904, and had a steady rise from that time until on
January 1, 1906, it was selling at 18i cents per pound, and, as everybody
knows, that year was the year of the greatest expansion this country has ever
witnessed, and prices of all commodities rose quite naturally.
Now, let us see how BIr. Untermyer proves that copper was held back. He

tells you that In July 15,000,000 pounds of copper were sold at around 18 cents.
In August copper was held back by our selling 83,000,000 pounds at over 18 cents
(this Is equal to about three months' production). In September copper was
held back by selling about 42,000,000 pounds at 19 cents, or over a month's
production. He tells you that in November, when the price rose to 22 cents,
we held our copper back by selling over 40,000,000 pounds. It seems to me
that to carry out Mr. Untermyer's idea we should have at those prices sold
very little copper and waited until it was 25 cents to unload. The fact, how-
ever, as shown by these sales, is that we attempted to stem the tide of rising
prices by offering copper as freely as the market would take it, and we devi-
ated from our usual custom of only selling three months in advance by selling

copper five and six months in advance. However, even these figures that Mr.
Untermyer quotes are not correct, as he only gives you the figures of part of
our sales. The sales as shown by the statement presented to the Pujo com-
mittee were as follows

:
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of 35,000,000 pounds—which would give the total for that period of 385,000,000
pounds, and, according to Mr. Untermyer,- we attempted to hold back sales of-

copper by selling 477,000,000 pounds, or 90,000,000 pounds more than our com-
panies produced in the peribd.

Mr, Untermyer further makes the point that after March, between the months
or March; 1907, and October, 1907, there was very little copper sold. He at-

tempts to prove by that that the copper was held back for some nefarious
reason. He omits, however, to state the conditions that existed then. On the
14th of March there was a violent panic in Wall Street and buying of; all kinds
stopped. The condition of the United Metals Selling Co. at that time was that
not only had we no stock on hand but we had commitments for delivery of cop-
per that carried us way into June and July. Our unfilled contracts on the 1st

of April were 96,000,000 pounds of copper, all at prices ranging from 20 to 25
cents. The whole industrial and financial world after that date stood aghast,

and there was no demand for copper or any other commodity. (See my testi-

mony on that point on pp. 731-3.

)

Mr. Untermyer fails to point out that if we had attempted to force the sales

of copper on unwilling buyers we would have, in the course of a few weeks,
tumbled the market down to perhaps 13 cents per pound, and the peoplfe who
had contracts with us to take nearly 100,000,000 pounds of copper would' have
stood to lose about $10,000,000, and as we guaranteed the contracts to the min-
ing companies we not only would have bankrupted many of our customers but
also the United Metals Selling Co. Besides, there was no occasion to do it, as

the mining companies we represented had sold their production for the next
four months and could very comfortably sit still and deliver the copper that

they had sold. After that was done the United Metals Selling Co. attempted
to find a market, first at one level, then at another, until finally, in October,

1907, when all the metal that had been sold earlier in the year had been con-

sumed, the buyers were encouraged to go into the market again at about 13
cents per pound. The wisdom of this was proven by^ the fact that although the

country passed through the most violent panic and unsettled conditions in its

history, there were no failures among the copper consumers. (See my testi-

mony, pp. 737,738.)
Mr. Unteimyer further makes the statement as follows :

" They were simply

selling agents, and the record shows that they were loaning on 40,000,000 pounds
month by mouth to the mining companies on that copper in order to hold it back
from the market." I defy Mr. Untermyer to prove that from the record. The
record merely shows how much money was paid to the mining companies, but

that was merely money paid to the mining companies out of cash collected for

their account. In my testimony, on page 728, Mr. Untermyer asks :
" In April,

May, June, and July, in these four months alone, you advanced over $42,000,-

000, did you not?" My answer to that was: "That we paid out that much
money." Then Mr. Untermyer says: "During those four months you were not

selling copper, were you?" My answer to that was that we were not making
any new contracts, but were delivering. Mr. Untermyer evidently. In all his

questions, seemed to think that selling copper was like selling stock certificates,

that the next day you delivered the copper and got your money, so that I had
to explain to him that the copper was sold for future delivery and the money
kept coming in all the time.

One of th" statements required by Mr. Untermyer before the Pujo committee
was to show the amount of money the United Metals Selling Co. borrowed dur-

ing 1907. A statement was made up, which Mr. Untermyer declined to spread

on the record, but is referred to in my testimony on page No. 739. This state-

ment completely disproves Mr. Untermyer's contention that money was being

borrowed by the mining companies against copper and held back from the

market for some ulterior moti\'e. The statement shows that borrowing did

not begin until September, 1907, and the total borrowings of the United Metals

Selling Co. to the end of the year were only about $10,000,000, and that on a

business of over $100,000,000 for the year 1907. This covered a period of great

financial stringency and the money was needed to keep mines and smelters in

operation and not throw all the labor out of employment. Any impartial per-

son examining the record could not but draw a conclusion opposite to Jlr.

Untermyer.

When copper was around 18 cents, and showed a tendency to rise; the United

Metals Selling Co., representing the largest producers in the United' States and
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Mexico, did all it possibly could, by selling. as much copper as the pieople wt>uld
talie, to stem the rise, and then, when the panic broke, it did all it possibly
could to prevent utter disaster among the customers who had bought our cop-

per for' future delivery. Further, that neither the mining companies nor the
United Metals Selling Co. were borrowers of money in order to keep up the
price of copper; that there was no necessity for borrowing moaey until the fall

of 1907, when conditions were so bad that it became necessary to curtail pror
duction at the mines, and the total amount of money borrowed was les^ than
10 per cent of the year's business'.

This statement of Mr. "Wolfsoii's demonstrates that Mr. Uiiter-

myer's charge that the Amalgamated Copper Co.'s stock was manipu-
lated in 1S06 and 1907 through the operations of the United Mfetals

Selling Co. is utterly baseless.

XI.

ManipiiZaiion.

Mr. Untermyer's tirade against the exchange is based on his asser-

tion (1) that manipulation is and' always has been rampant on the

exchange; and (2) that in the view of the exchange there is no
manipulation if the brokers' commissions are paid, and that it treats

and defends manipulation as legitimate. These are pure assertions,

without any support in the facts, or anything whatsoever to sustain

thfcm either in the testimony and- evidence submitted to the Fujo
committee or the information presented to this committee.

(1) Mr. Untermyer mainly relied on three instances to establish

manipulation before the Pujo committee. They were the Columbus
& Hocking Coal & Iron pool, the Rock Island episode of December
2Y, 1909, and the California Petroleum Co. matter. It is true that he
called them " typical " ; but that is a mere subterfuge. The presump-
tion is that with all his industry and information they were the only
concrete transactions he could bring forward. Realizing that the

case he sought made by those instances had' been destroyed, by a cor-

rect version of them he now shifts his position. He says that the
Pujo committee presented " on the subject of the manipulation of
prices " a dozen or more cases (Rec, p. 623), " some of them extend-
ing over a series of years"; and that they "indicate that manipula-
tion is the rule rather than the exception " (Rec, p. 628). When he
says this he is referring to the tables and charts prepared for that
committee, showing the dealings on the exchange in the shares of
various corporations month by month since 1906, which corporations
were the United States Steel Corporation, the Reading Co., the Erie
Railroad Co., the Rock Inland Co., the Consolidated Gas Co., the
Union Pacific Railroad Co., the Columbus & Hocking Coal & Iron
Co., the American Can Co., The American Smelting & Refinirig Co.,
the Amalgamated Copper Co., the Colorado Fuel & Iron Co., the
Brooklyn Rapid Transit Co., the California Petroleum Co., and the
Mexican Petroleum Co. If we turn to the Pujo report we see that
those charts and tables were produced not to show manipulation but
to show what is called "unwholesome" speculation (Pujo Rec, pp.
42,43,44).

Section 14 of that report is headed " Unwholesome speculation."
It is in that section that the tables and charts are brought forward
and explained, and the conclusion drawn from them is that they
show an "excessive and indiscriminate speculation." In the whole
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of that subdivision of the report there is not a word .said about
manipulation. (Pujo Eec, pp. 42-46.) Section 15 of the report is

headed " Manipulation," and is the one that deals with that subject,

and the instnces there referred to are those which have been men-
tioned—the Columbus & Hocking Coal & Iron pool, the Eock Island
episode, and the California Petroleum Co. matter. (Pujo Rec, pp.
46-52.) The shifting of his position at the last moment does not
help his case, as it is so clearly an effort to bolster it up by bringing to

its support charts, tables, and transactions that do not at all bear upon
manipulation. The same is true of his bringing in the dealings in

the stock of the Amalgamated Copper Co. shown in one of the tables

and charts, and now amplified by the charge that the price of copper
metal in 1906 and 1907 was manipulated by the United Metals Selling

Co. in aid of the manipulation of the stock of the company, which
Mr. Wolson's statement shows to be entirely without substance. As
we have shown (Eec, pp. 532-534) these charts and tables and the

transactions in the stocks of the companies mentioned to which they

refer show speculation and nothing else ; not " unwholesome " specu-

lation, but speculation in its ordinary and accepted sense; and Mr.
Untermyer distinctly says in his brief that " this bill is not intended
to prohibit speculation" (Eec, p. 629). All that Mr. Untermyer
says in his argument and brief about the prevalence of manipulation
on the exchange is untrue with respect to recent times, and grossly

exaggerated as to any time.

(2) Mr. Untermyer says in his brief of the attitude of the ex-

change toward manipulation (Eec, p. 640.)

:

Manipulation Is considered legitimate provided commissions are paid at botb
ends of the manipulated transaction.

No statement could be more unfounded. That is not and never has
been the attitude of the exchange. It is no more true to say that it

has been than to say, as he does, that " wash sales " and " matched
orders" have been regarded as "legitimate until recent years" (Eec,

p. 618) , when the fact is that they have been prohibited by the con-

stitution of the exchange for over 50 years.

The true attitude of the exchange toward manipulation is set

forth in our brief (Eec, pp. 534-537), and need not be repeated here.

For Mr. Untermyer to say that the persistent attitude of the ex-

change has been to defend, retain, and encourage manipulation is dis-

proved by the measures taken to prevent it, also set forth in detail

in our brief (Eec, pp. 544-547), down to the last rules denouncing
every transaction that does not involve an actual change of ownership
of the securities bought and sold, and which provide for a committee
to watch the daily transactions of the exchange to detect irregular,

improper, or manipulated transactions.

XIII.

Incorforation.

Mr. Untermyer devotes a great deal of space to what purports to

be a discussion of the necessity of the incorporation of the exchange,

but which is really a discussion of all sorts of matters that have no

relation whatsoever to the subject, The one fundamental point for
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him to meet he avoids. That point is, that every requirement of this

bill and every mode of regulation that has been suggested by him or
anyone can be applied to an unincorporated exchange as well as to

one that is incorporated, and therefore incorporation is not essential

to any form of regulation. This is the point that we urged and
elaborated before the Legislature of the State of New York when
incorporation was sought there and denied and which has been urged
and elaborated before this committee, and Mr. Untermyer does not
answer it. Failing to do so, his whole case for incorporation falls

to the ground.

XIV.

Gonohision.

There are many other points in the argumerit and brief of Mr.
Untermyer that I am tempted to answer, but to do so would unduly
extend this reply. They are just as vulneralile as those that have
been noticed. The purpose of this reply has not been one of an-
tagonism, but to induce careful scrutiny of Mr. Untermyer's criti-

cisms and denunciations of the exchange. That scrutiny the ex-

change asks, and it is content to be judged by its results.

John Gr. Milbuen,
Counsel for the New York Stock Exchange.





APPENDIX.

EXHIBIT A.

CONSTITUTION OF THE NEW YORK STOCK EXCHANGE, AND RESOLUTIONS
ADOPTED BT THE GOVERNING COMMITTEE.

[With amendments to February, 1914.]

Constitution.

etjles for the government of the exchange.

Abticle I.

—

Title; Objects.

The title of this association shall be the " New York Stock Exchange."
Its object shall be to furnish exchange rooms and other facilities for the

convenient transaction of their business by its members, as brokers; to main-

tain high standards of commercial honor and integrity among its members;
and to promote and inculcate just and equitable principles of trade and busi-

ness.

Article II.

—

Government.

The government of the exchange shall be vested in a governing committee,

composed of the president and the treasurer of the exchange, and of 40 mem-
bers, elected in the manner heremafter provided. The members of the govern-

ing committee, and the secretary, shall be the officers of the exchange.

Article III.

—

Governing committee.

Sec. 1. The members of the governing committee shall be divided into four
classes, each class consisting of 10 members, as follows: first class, to hold
office for one year; second class, for two years; third class, for three years;
fourth class, for four years.

Sec. 2. The governing committee shall determine the manner and form by
which its proceedings shall be conducted; appoint and dissolve all standing or
other committees ; define, alter, and regulate their jurisdiction as stated in this

instrument; have original and supervisory jurisdiction over any and all sub-
jects and matters referred to said committees; it may direct and control their
actions or proceedings at any stage thereof, and shall try all charges against
members of the exchange and punish such as may be found guilty. It shall

have entire control of the finances of the exchange and fix the amount of fees

and compensation to be paid to members of committees, to officers of the ex-

change, and to appointees of the governing committee. It may require of all

officers or appointees of the exchange a good and sufficient bond to secure the
faithful performance of their duties. The governing committee shall be vested
with all other powers necessary for the government of the exchange, the regu-
lation of the business conduct of its members, and the promotion of its welfare,
objects, and purposes.

Sec, 3. A member who shall be absent from three consecutive regular meet-
ings of the governing committee without having been excused by the president
may be declared by a two-thirds vote of the existing members of the committee
to be no longer a member.

685
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Sec. 4. All vacancies occurring in the governing committee shall be filled b

said committee until the ensuing annual election.

Sec. 5. No member of the governing committee shall be disqualified froi

participating in any meeting, action, or proceeding of any kind whatever c

said committee, by reason of being or having been a member of a standin
committee or special committee which has made prior inquiry, examination, o

investigatioin of the subject under consideration. Nor shall any member of an
standing or special committee be disqualified, by reason of such membershi]
from acting as a member of the governing committee upon any appeal froi

any decision of such standing or special committee. But no member shall pai

ticipate in the adjudication of any case in which he is personally interested.

Sec. 6. A majorty of all the existing members of the governing committe
shall be necessary to constitute a quorum.

Sec. 7. Any hearing or trial may be adjourned, from time to time, by th

governing committee in its discretion; but no member thereof who shall nc
have been present at every meeting of said committee at which evidence i

taken, or at which an accused member or a member whose conduct is involve
in the hearing is heard, shall participate in the final decision.

Sec. 8. In the absence of both the president and vice president any 1

members of the governing committee may call a meeting thereof by writte

announcement from the rostrum.
Sec. 9. In the case of the temporary absence or inability to act of both th

president and vice president the governing committee may choose an actin

president of the exchange pro tempore.
Sec. 10. The governing committee shall at its first regular meeting in June o

each year designate counsel for the exchange, such counsel to be employed a

the pleasure of said committee.

Article IV.

—

President.

Section 1. The executive power of the exchange shall be vested in the presi

dent, who shall direct the enforcement of the rules and regulations and hav
the care of all its interests. He may preside over the exchange whenever h
shall so elect and shall be the presiding officer of the governing committee.

Sec. 2. The president may call special meetings of the exchange and of th

governing committee. He shall call special meetings of the exchange upon th

written request of 100 members, and special meetings of the governing com
mittee upon the written request of 10 members of said committee.

Sec. 3. Should special exigencies require the president may appoint com
mittees ad interim to act until the regular appointments are made.

Article V.

—

Vice president.

Section 1. The governing committee at its first meeting after every annua
election shall choose from its members a vice president of the exchange.

Sec. 2. The vice president shall, in the absence of the president, assume al

the functions and powers and discharge all the duties of the president.

Article VI.

—

Treasurer.

Section 1. It shall be the duty of the treasurer to receive, and acting unde)

instructions from the finance committee, to take charge of and dlsburs(

moneys of the exchange. He shall present to the governing committee at Iti

first regular meeting in May of each year a report of the finances of the ex
change for the 12 months ending April 30 preceding. He shall be a membei
of the finance committee and a trustee of the gratuity fund.

Sec. 2. In the event of failure, neglect, or inability of the treasurer, for anj

reason, to execute the duties of his office the finance committee shall appoinl

one of its members, who, together with either the president or vice president
shall act as treasurer pro tem.

Article VII.

—

Secretary.

Section 1. The secretary shall be appointed by a majority vote of the gov-

erning committee and shall hold his position subject to the pleasure of tli€

governing committee. It shall be the duty of the secretary to record in a book
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Of minutes the proceedings of the exchange and take charge of the booljs and
papers of the association. He shall be the secretary of the governing com-
mittee and of the standing committees. He shall conduct the correspondence
of the exchange and shall keep a ledger containing the names of all the mem-
bers, with dates of their admission and transfer of membership. He shall be
the accountant of the exchange, and shall perform such other duties as the
governing committee may direct.

Abticle VIII.

—

Assistant secretary.

Section 1. The governing committee may appoint an assistant secretary, vi^ho
shall hold his position subject to the pleasure of said committee. He shall
assist the secretary in the performance of his duties, and in the absence of the
secretary shall discharge all the duties of the secretary. He shall perform
such other duties as the governing committee may direct.

Sec. 2. In case of the temporary absence, or inability to act, of both the
secretary and assistant secretary, the governing committee may appoint an
acting secretary of the exchange, pro tem.

Aeticle IX.

—

Elections.

Section 1. The annual election of the exchange shall be held on the second
Monday of May ; at which time there shall be elected by ballot a president and
a treasurer, each for the term of one year; a trustee of the gratuity fund for
the term of five years; and 10 members of the governing committee for the
term of four years; also members to fill any vacancies which may have oc-

curred during the preceding year either in the trustees of the gratuity fund
or in the governing committee.

In each case the member receiving the highest number of votes for any office

or position shall be declared elected thereto.

Sec 2. An annual election of the exchange shall also be held on the second
Monday in January, at which time there shall be elected by ballot a nominating
committee to consist of five members (not officers of the exchange), who shall

serve for a period of one year. Any vacancy during said term shall be filled

by the remaining members. The nominating committee shall hold at least

three meetings in the month of March, due notice of which shall be posted on
the bulletin board and sent to each member of the exchange, inviting members
of the exchange to attend said meetings for the purpose of suggesting nominees
for the offices and positions which are to be filled at the annual election on the
second Monday in May following. Said committee shall report to the exchange
on the second Monday in April nominees for such offices and positions.

The nominating committee shall also hold at least three meetings in the
month of November, due notice of which shall be posted on the bulletin board
and sent to each member of the exchange, inviting members of the exchange
to attend said meetings for the purpose of suggesting nominees for the nomi-
nating committee for the ensuing year. Said committee shall report to the
secretary of the exchange at or before 2 o'clock p. m. on the third Monday in

December nominations for a nominating committee to be balloted for at said
annual election on the second Monday in January following.

In addition to the above method members of the exchange at large may pro-
pose nominees for members of the nominating committee by petition ; a nominee
thus nominated must be indorsed by not less than 40 members of the exchange,
and no member shall indorse more than one nominee. Such petitions shall be
filed with the secretary of the exchange in sealed envelops at or before 2
o'clock p. m. on the third Monday in December. The nominating committee
and the secretary of the exchange shall open said envelops on said day and
the names of the nominees therein proposed shall be arranged alphabetically
with those of the five nominees of the nominating committee and reported to
the exchange on the following day. The five nominees in this combined list

receiving the highest number of votes at the annual election on the second
Monday in January shall constitute the nominating committee for the ensuing
year. In case of a tie the names of the members involved shall be referred to.

the retiring nominating committee, who shall make selection by lot.

Sec. 3. Any member of the exchange, in good standing, shall be entitled to

vote at any election or meeting of the exchange.
Sec. 4. When the exchange shall be assembled for the transaction of business

other than dealing in securities, a majority of all the members shall constitute
a quorum.
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Aetiole X.

—

Eligibility ; Vacancy in office.

Section 1. No person shall be eligible to the office of president, treasurer,
trustee of the gratuity fund, or member of the governing committee, who shall

not be, at the time of his election, a member in good standing.
Sec. 2. The expulsion, suspension, transfer of membership of a member hold-

ing any office or position to which he has been either elected or appointed
shall create a vacancy therein which shall be. filled as provided in these rules.

Sec. 3. In the event of the refusal, failure, neglect, or inability of an officer

of the exchange to discharge the duties of his office, or for any good cause,
of the efficiency of which the governing committee shall be the sole judge, said
committee shall have power, by a two-thirds vote of all its existing members,
to remove said officer and declare the position held by him to be vacant.

Sec. 4. In case a vacancy shall occur in the office either of president or
treasurer a new election by ballot shall be held forthwith to fill such vacancy
for the unexpired term.

Sec. 5. In case of vacancy in the office of vice president, the same shall

be filled by the governing committee at its next meeting after the vacancy
oceuis.

Sec. 6. Every appointee, clerk, or employee of the exchange shall hold his

office, place, or position only during the pleasure of the authority by which
he was appointed; and he may be at any time removed, dismissed, or dis-

charged by a majority vote of the committee by which he was appointed, or by
a like vote of the governing committee.

Article XI.

—

Standing committees.

Section 1. Promptly after each annual election the governing committee shall

appoint from its members the following standing committees

:

First. A committee of arrangements, to consist of seven members. It shall

have the general care and supervision of the exchange, enforce all rules and
regulations necessary to the conduct of business, to good order, and the com-
fort of the members, and consider all complaints of violation of said rules.

It shall control and regulate the quotation service and all telegraph or tele-

phone connection with the exchange. It shall, except as herein otherwise ex-

pressly provided, appoint, dismiss, and determine the number, duty, and pay
of all employees, and provide all supplies for the exchange, and make all neces-

sary repairs to its building.

Second. A committee on admissions, to consist of 15 members. All applica-

tions for membership, and all applications of suspended members for reinstate-

ment to their privileges, shall be referred to this committee.
The affirmative vote of two-thirds of the entire committee shall be necessary

to elect to 'membership or to reinstate a suspended member.
No application for readmission of a person who has ceased to be a member

of the exchange through violation of its constitution, or for the reinstatement
of a member who has been suspended under section 2, Article XVI, shall be

considered by this committee, unless said person has obtained the consent of

two-thirds of the members of the governing committee present, when such ap-

plication Is considered.
Third. An arbitration committee, to consist of nine members. It shall inves-

tigate and decide, when properly brought before it, all claims and matters of

difference arising from contracts subject to the rules of the exchange, between

members of the exchange, or at the instance of a nonmember between members
and nonmembers. The committee may dismiss any cnse and refer the parties

to their remedies at law, and it shall so refer them upon the joint request of

the contestants. The decision of this committee shall be final in all cases,

unless an appeal be taken by a member of the committee as in these rules

provided, or in cases involving a sum of |2,500 or over, when either party may
appeal within 10 days to the governing committee; said appeal shall be sub-

mitted to the governing committee by the secretary of the exchange, upon a

prihted transcript of the records of the case, together with such printed argu-

ments as the parties to the appeal may desire to make; upon such appeal, the

governing committee may finally adjudicate the case, relegate the parties to

their remedies at law, or direct a rehearing by the arbitration committee.

A nonmember making a claim shall execute an agreement to abide by the

rules of the exchange, and also a full release of said claim, and shall deliver

them to the chairman of the arbitration committee, who shall keep them in
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trust to abide the result of said arbitration and deliver them to the defendantm any of the following cases

:

(«) In case the plaintiff shall fail to appear before the arbitration com-
mittee within such time as said committee shall designate.

(6) In case judgment shall be rendered for said defendant by the arbitra-
tion committee.

(c) In case the defendant shall pay, or offer to pay, to the claimant the
amount of .ludgment rendered in his favor and shall have filed with the chair-
man satisfactory evidence of such payment or proffered payment.

In case judgment shall be rendered against any member of the exchange,
which he neglects to pay, or if the case be dismissed, then such release shall be
canceled and returned to the plaintiff.

Fourth. A committee on business conduct, to consist of five members.
It shall be the duty of this committee to consider matters relating to the

business conduct of members with respect to customers' accounts.
It shall also be the duty of this committee to keep in touch with the course

of prices of securities listed on the exchange, with the view of determining
when improper transactions are being resorted to.

It shall have power to examine into the dealings of any members, with respect
to the above subjects, and report its findings to the governing committee.

Fifth. A committee on clearing house to consist of five members. It shall
have general charge of the clearing house of the exchange and the business
thereof, and shall from time to time designate the securities to be cleared. It

may determine the amount of salary or compensation to be paid to officers and
employees of the clearing house and make expenditures from its funds for the
conduct of its business. It shall make monthly fiuiuicial reports to the finance
committee.

Sixth. A committee on commissions to consist of five members. It shall en-

force the rules relating to commissions, partnerships, and branch offices, and
shall report to the governing committee any undesirable partnership or branch
office or any violation of said rules.

Seventh. A committee on constitution to consist of five members, to which
shall be referred all additions, alterations, or amendments to the constitution.

It shall report them back to the governing committee, but only at regular meet-
ings or at special meetings called solely for the purpose of considering them.

Eighth. A finance committee to consist of seven members. It shall meet
prior to the first regular meeting of the governing committee in each month
and examine the various accounts and vouchers, and, acting as a board of audit,

the committee shall report its examination to the governing committee, it

shall also make examinations of the condition of the gratu'ty fund, as pro-
vided in Article XIX hereof.

jMiuth. A committee of insolvencies to consist of three members selected
from the committee on admissions. It shall investigate every case of in-

solvency immediately after the announcement thereof to the exchange. It

shall ascertain the cause of failure and promptly report the result of its exami-
nation to the committee on admissions.

Tenth. A law committee to consist of five members, to which shall be referred
all questions of law affecting the interests of the exchange.

It shall act in an advisory capacity to the president when requested, shall
represent the exchange in conferences with other interests, and is authorized
and empowered, whenever the committee shall deem it to be for the interest of
the exchange, to examine into the dealings of any member of the exchange.

Eleventh. A committee on securities to consist of five members. It shall
make rules defining the requirements for regularity in delivery of securities
dealt in at the exchange and decide all questions relating to the settlement of
contracts subject to the rules of the exchange, of due bills, of irregularities in
securities or in deliveries thereof, and all questions relating to reclamations
therefor.

Twelfth. A committee on stock list to consist of five members. It shall re-
ceive and consider all applications for placing securities upon the list of the
exchange, and make report and recommendation thereon to the governing com-
mittee, giving full statement concerning organization, capitalization, resources,
and indebtedness.

It shall have power to place upon the list, without report and recommenda-
tion to the governing committee, any obligations of the Government of the
United States or of any State or city thereof, or of a foreign State or city;

30578—14 44
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also teiiiiiorary receipts issued by any corporation or firm for part or full pay-
ment of subscription to bonds, stocks, or other obligations; and it shall have
power to direct that any such securities or temporary receipts be taken from
the list and further dealings therein prohibited.

It shall have charge of the arrangement and revision of the list of securities.

Sec. 2. The standing committees of the exchange, and all special committees,
shall determine the manner and form by which their proceedings shall be con-
ducted; shall make such regulations for, their government as they shall deem
proper, and may fill any vacancies occurring in their membership, subject
always to the control and supervison of the governing committee.

Sec. 3. A majority of the members of any committee shall be necessary to
constitute a quorum.

Article XII.

—

Appeals.

Section 1. An appeal to the governing committee from any decision of a
standing committee may be taken by a member of the exchange Interested

therein if made in writing to the president within two days after said decision
has been rendered; but nothing herein contained shall authorize an appeal from
a decision of the committee on admissions except as provided in section 4,

Article XVI of these rules, nor from a decision of the arbitration committee
except as provided in the third subdvision of section 1, Article XI, of these
rules.

Sec. 2. A member of a standing committee present at the hearing of a case,

may, within two days after a decision has been made thereon, aijpeal therefrom
to the governing committee by writing, addressed to the president.

Article XIII.

—

Application for ineinbership; EligiMHty ; Initiation fee.

Section 1. Every applicant for membership must be at least 21 years of age,

and a citizen of the United States.

Sec. 2. The membership of the exchange shall not be Increased except by
action of the governing committee, which shall prescribe the number of increase
and the terms of admission. Such action shall be submitted to the exchange
on the same conditions as those prescribed for amendments to the constitution.

Sec. 3. Members admitted by transfer shall pay to the exchange an initiation

fee of $2,000.
Sec. 4. If the initiation fee of an applicant for admission to membership is

not paid on the day of his election and notification by the secretary, such elec-

tion shall be void.

Sec. 5. No person elected to membership shall be admitted to the privileges

thereof until he shall have signed the constitution of the exchange. By such
signature he pledges himself to abide by the same and by all subsequent amend-
ments thereto.

Article XIV.

—

Dues and fines; Penalties fur nonpayment.

Section 1. The dues of all members of the exchange shall be payable on May
1 and November 1 of each year and shall be $50 semiannually, exclusive of fines

and of assessments under Article XVIII of the constitution.

Sec. 2. Any member who shall neglect to pay his fines, dues, or any assess-

ment for the gratuity fund for three months^ after they become payable shall

be reported by the treasurer to the president, who shall, after due notice to the

delinquent, suspend said delinquent until said dues are paid.

If the fines, dues, or assessments of any suspended member are not paid at

the end of one year after they become payable the membership of said sus-

pended member may be disposed of by the committee on admissions.

Article XV.

—

Transfer of mem'bership.

Section 1. A transfer of membership may be made upon submission of the

name of the candidate to the conmiittee on admissions and the approval of the

transfer by two-thirds of the entire committee. Notice of the proposed transfer

shall be posted on the bulletin in the exchange for at least 10 days prior to

transfer.
Sec. 2. All contracts subject to the rules of the exchange made by a member

proposing to transfer his membership shall mature on the tenth day oi the post-
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ing of notice of the proposed transfer; and said member shall not be permitted
thereafter to make any contracts subject to the rules of the exchange pending
the approval of the proposed transfer by the committee on admissions.

This rule shall also apply in cases where a membership is disposed of by the

committee on admissions.
Sec. 3. Upon any transfer of membership, whether made by a member volun-

tarily or by the governing committee or the committee on admissions in pur-
suance of the provisions of the constitution, the proceeds thereof shall be ap-

plied to the following purposes and in the following order of priority, viz

:

First. The payment of all fines, dues, assessments, and charges of the ex-

change, or any department thereof, against a member whose membership is

transferred.

Second. The payment of creditors, members of the exchange, or firms reg-

istered thereon, of all filed claims arising from contracts subject to the rules of

the exchange. If and to the extent that the same shall be allowed by the com-
mittee on admissions. If said proceeds shall be Insufficient to pay said claims,

as so allowed. In full, the same shall be applied to the payment thereof pro rata.

Third. The surplus, if any, of said proceeds shall be paid to the person whose
membership is transferred, or to his legal representatives, upon the execution
by him or them of a release or releases satisfactory to the committee on admis-
sions.

The committee on admissions shall have power, by rule or otherwise, to secure
the observance of the provisions of this article.

Sec. 4. All unmatured debts or other obligations of a member arising out of
contracts subject to the rules of the exchange shall become due and payable
immediately prior to the transfer of his membership; and all claims filed with
the committee on admissions, founded upon contracts subject to the rules of the
exchange, shall, if and to the extent that the same are allowed by said commit-
tee, be liquidated and paid pro rata out of the proceeds of said membership upon
consummation of the transfer.

Sec. 5. A member shall forfeit all right to share in the proceeds of a mem-
bership, unless he file a statement of his claim with the committee on admissions
prior to the transfer of such membership; but such claim, as allowed by the
committee on admissions, may be paid out of any surplus remaining after all

other claims allowed by said committee have been paid in full.

Sec. 6. Claims growing out of transactions between partners, who are mem-
bers of the exchange, shall not share in the proceeds of the membership of one
of such partners until after all other claims as allowed by the committee on
admissions have been paid in full.

Sec. 7. When a member dies his membership may be disposed of by the com-
mittee on admissions.
Sec 8. When a member is expelled, or becomes Ineligible for reinstatement,

his membership may be disposed of forthwith by the committee on admissions.
Sec. 9. The expulsion or suspension of a member shall not affect the rights of

creditors, members of the exchange, or of firms registered thereon.
Sec. 10. When a member is in debt to another member, the death of the

creditor member or the transfer of his membership, either by himself vol-
untarily, or by the governing committee, or the committee on admissions, shall
not affect the rights of said creditor member, his firm, or estate to share in
the proceeds of the membership of the debtor member under this article, in the
same manner and to the same extent as if such creditor member had not died
or his membership had not been transferred.

Abtiole XVI.

—

Insolvent members; Suspension; Reinstatement.

Section 1. A member who falls to comply with his contracts, or is insolvent, or
who is a partner in a firm registered upon the exchange, which fails to comply
with Its contracts or is Insolvent, shall immediately inform the president. In
writing, that he or his firm is unable to meet their engagements, and prompt
notice thereof shall be given to the exchange. He shall thereby become sus-
pended from membership until, after having settled with his creditors, or the
creditors of his firm, he has been reinstated by the committee on admissions.
Sec 2. Whenever the president shall ascertain that a member has failed to

meet his engagements or is insolvent, or that a firm registered upon the ex-
change has failed to meet its engagements or is insolvent, and that such mem-
ber or such firm has neglected to comply with the requirements of the preceding
section, he shall announce to the exchange the insolvency and suspension of
such member or such firm.
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Sec. 3. If a member, suspended under this article, fails to settle with hi

creditors and apply for reinstatement within one year from the time -of hi

suspension his membership shall be disposed of by the committee on admission;
The governing committee may, by a two-thirds vote of the members presen

extend the time of settlement for periods not exceeding one year each. At tl

expiration of the time granted the membership of said suspended member sha
be disposed of as above provided.

Sec. 4. When a suspended member applies for reinstatement he shall furnish (

the chairman of the committee on admissions a list of his creditors, a statemer
of the amounts originally owing, and the nature of the settlement in each cas
Notice of the proposed consideration of the application shall be given throng
the secretary of the exchange on three consecutive days, and said notice shall ah
be posted upon the bulletin. Upon the applicant presenting satisfactory pro(
of settlement with all his creditors, the committee shall proceed to ballot fc

him in accordance with its rules and regulations. Failing to receive the a]

proving vote of two-thirds of the entire committee, the applicant shall be entitle

to be balloted for at any five subsequent regular meetings of the committee, 1

be designated by himself; provided, however, that the six ballotirigs to whic
the applicant shall be entitled shall be within one year from the date of h:

suspension, or within such further extended time for settlement as may ha^

been granted by the governing committee.
If on the sixth ballot the applicant be rejected, he may appeal within i

days thereafter to the governing committee, who may, by an afflrmative vol

of not less than 25 of its members, reinstate the applicant.

If he fails to make applications to the committee on admissions to be ballote

for as above provided, or if rejected by the governing committee, his membe
ship shall be disposed of by the committee on admissions.

Sec. 5. Whenever the governing committee shall determine, upon the repoi

of the committee on admissions, that the failure of a member or of a firm rei

istered upon the exchange has been caused by reckless or unbusinesslike dea
ing. said member or the partner or partners in such firm who are members (

the exchange, may. by a two-thirds vote of the existing members of the go'

erning committee, be declared ineligible for reinstatement.
Sec. 6. E\-ery suspended member shall file with the secretary of the exchang

within .SO days after his suspension, a written statement containing a complei
list of his creditors and of the amount owing to each.

Article XVII.

—

Expulsion and snspension from membership.

Section: 1. Unless otherwise specially provided, the penalty of suspension froi

membership may be inflicted and the period of suspension determined by tl

vote of a majority of the existing members of the governing committee ; and tl

penalty of expulsion from membership or of ineligibility of a suspended memb(
for readmlssion may be inflicted by the vote of two-thirds of the existing mer
bers of said committee.

Sec. 2. A member who shall be adjudged, by a two-thirds vote of all the e:

isting members of the governing committee, to be guilty of fraud or of fraudi
lent acts shall be expelled, and the president shall so declare; public annouuc
ment of the expulsion shall be made to the exchange, and the membershi
shall be forthwith disposed of by the committee on admissions.

Sec. 3. Whenever it shall appear to a majority of the committee on adrai

sions that a misstatement upon a material point has been made to it by a men
ber, upon his application either for membership or reinstatement or extensio

of time, it shall report the case to the governing committee, who by a twi

thirds vote of all the existing members of the committee may expel the membe
Sec. 4. Any member who shall be connected directly, or by a partner or othe

wise, with any organization in the city of Xew York which permits dealing

in any securities or other property, admitted to dealing in any department (

this exchange, shall be liable to suspension for a period not exceeding one yea

or to expulsion, as the governing committee may determine.
Sec. 5. A member making a transaction with a noumember in the rooms (

the exchange, either purchase, sale, or loan, in any security or property a(

rnitted to dealings in any department of the exchange, or in money, shall I

subject to suspension for such period not exceeding one year as the governin

committee may deem proper.
Sec. 6. A member who shall have been adjudged, by a majority vote of all tli

existing members of the governing committee, guilty of willful violation of tti

constitution of the exchange, or of any resolution of the governing cominitte
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regulating the conduct or business of members, or of any conduct or proceed-
ing inconsistent witli just and equitable principles of trade, may be suspended
or expelled, as the said committee may determine, unless some other penalty ia

expressly provided for such offense.

Sec. 7. The governing committee may, by a twi)-thirds vote of its members
present, require that a member of the exchange shall submit to the governing
committee or any standing or sisecial committee, for examination, such portion
of his books or papers as are material and relevant to any matter under investi-
gation by said committee or by any standing or special committee. Any member
who shall refuse or neglect to comply with such requirement, or shall willfully
destroy any such required evidence, or who, being duly summoned, shall refuse
or neglect to appear befoi'e the governing committee or any standing or special
committee as a witness, or refuse to testify before any sncli committee, may be
adjudged guilty of an act detrimental to the interest or welfare of the exchange.

Sec. 8. The governing committee may, by a vote of a majority of all its exist-

ing members, suspend from the exchange for a period, not exceeding one year,
any member who may be adjudged guilty of any act which may be determined by
said committee to be detrimental to the interest or welfare of the exchange.

Sec. 9. An accusation, charging a member before the governing committee
with having committed an offense, or having violated the laws or regulations of
the exchange, shall be in writing; it shall specify the charge or charges
against such member with reasonable detail, and shall be signed by the person
or persons making the charge or charges. A copy of such charge or charges shall

be served upon the accused member either personally or by leaving the same at
his office address during business hours, or by mailing it to him at his place of
residence. He shall have 10 days from the date of such service to answer the
same, or such further time as the governing committee in its discretion may deem
proper. The answer shall be in writing, signed by the accused member, and
filed with the secretary of the exchange. Upon the answer being filed, or if the
accused shall refuse or neglect to make answer, as hereinbefore required, the
governing committee shall, at a regular or special meeting thereafter, proceed
to consider the charge or charges; if such meeting be a special meeting, notice
of the object thereof shall be sent to the members of the committee. Notice of
such meeting shall be sent to the accused; he shall be entitled to be personally
present thereat, and shall be permitted in person to examine and cross-examine
all the witnesses produced before the committee, and also to present such testi-

mony, defense, or explanation as he may deem proper. After hearing all the
witnesses and the member accused, if he desires to be heard, the governing com-
mittee shall determine whether said member is guilty of the offense or offenses

charged. If it determines that the accused is guilty, the governing committee
shall expel such member, or may suspend him, as the case may be; the result

shall be announced to the exchange by the president, and a written notice thpreof
served upon said member in the manner hereinbefore provided. The finding of
the governing committee shall be final and conclusive.

Sec. 10. Should a member be accused before the governing committee of mis-
conduct, or of having committed an offense the penalty for which is limited to

suspension for a period not exceeding 60 days, said committee may proceed sum-
marily, and the method of procedure required by the preceding section shall not
apply. The accused shall be summoned before the committee, informed of the
nature of the accusation against him, and afforded an opportunity for explana-
tion by personal or other testimony. If the committee shall determine by a
majority vote of all its existing members that the accused is guilty, it may, by a
similar vote, suspend him from membership for such period as the constitution

provides.

Sec. 11. Whenever a member is suspended by the governing committee,
announcement thereof shall be made to the exchange, and such menaber shall be
deprived, during the term of his suspension, of all rights and privileges of mem-
bership, except those pertaining to the gratuity fund.
Sec 12. No member of the exchange shall be allowed to be represented by

professional counsel in any investigation or hearing before the governing com-
mittee or any standing or special committee.

THE GBATtriTY FUND AND ITS TRUSTEES.

Aeticle XVIII.

—

The gratuity fund.

Every member of the exchange shall be subject to the conditions and entitled

to partake of the benefits of the plan providing for the families of deceased
members as hereinafter set forth.
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Section. 1. Every person who shall become a member of the exchange sha
pay to the trustees of the gratuity fund the sum of $10 before he shall be a
mitted to the privilege of membership.

Sec. 2. T'pou the death of a member of the exchange there shall be levi(

and assessed against every other member the sum of $10, which shall thereup(
become a due from him to the exchange, and which shall be charged and cc

lected as other dues and fines are or may be then charged and collected.

Sec. 3. Assessments under the provisions of this article shall be made equal
against all members, . either living or deceased, until the date of the transf
of their memberships.

Sec. 4. The faith of the exchange is hereby pledged to pay, within one yei

after proof of death of any member, out of the money collected under the pr
visions of this article, the sum of $10,000, or so much thereof as may have bei

collected, to the persons named in the next section, as therein provided, whi(

money shall be paid as a gratuity from the other members of the exchang
free from all debts, charges, or demands whatever.

Sec. 5. Should the member die leaving a widow and no descendant, then tl

whole sum shall be paid to such widow for her own use.
" Should the member die leaving a widow and descendants, then one-half sha

be paid to the widow for her separate use and one-half to the children for the

use, share and share alike, provided that the share of minor children shall 1

paid to their guardian, and that the issue of any deceased child shall be e

titled to receive the share which said child would have received if living,

of age directly, or if minors, through his, her, or their guardian or guardians.
Should the member die leaving descendants and no widow, then the who

sum shall be paid to the children as directed in the preceding paragraph to 1

done with the moiety ; but no adopted child shall share in the gratuity if tl

member leaves a widow or descendants.
Should the member die leaving neither widow nor descendant, but an adopt(

child or children, then the whole sum shall be paid to such adopted child i

children, the issue of any deceased adopted child to take the share which tl

parent would have taken if living : Proinded, That such adoption shall ha'

been in such manner and form as to be valid under the laws of the State

New York.
Should the member die leaving neither widow, descendant, adopted child, m

issue of a deceased adopted child, then the whole sum shall be paid to tl

same persons who would, under the laws of the State of New York, take tl

same by reason of relationship to the deceased member had he owned the san

at the time of his death ; and if there be no such person, then the assessmei

levied in such ease shall be credited to those members of the exchange again
whom it shall have been charged, in reduction of their payments under th

article.

In all cases a certified copy of the proceedings before a surrogate or judj

of probate shall be accepted as proof of the rights of the claimants, be deem(
ample authority to the exchange to pay over the money, shall protect the e

change in so doing, and shall release the exchange forever from all furtlii

claim or liability whatsoever.
Sec. 6. Nothing herein contained shall ever be taken or construed as a .1oi!

liability of the exchange or its members for the payment of any sum wha
ever; the liability of each member, at law or in equity, being limited to tl

payment of $10 only on the death of any other member, and the liability of tl

exchange being limited to the payment of the sum of $10,000, or such pn
thereof as may be collected, after it shall have been collected from the mei
bers, and not otherwise.
Sec 7. Nothing herein contained shall be construed as, constituting any esta

in esse, which can be mortgaged or pledged for the payment of any debts; bi

it shall be construed as the solemn agreement of every member of the exchau!
to make a voluntary gift to the family of each deceased member, and of tl

exchange, to the best of its ability, to collect and pay over to such family tl

said voluntary gift.

Sec 8. There shall be credited annually to each member of the exchange,
reduction of his payments under this article, his proportion of the surplus i

come of the exchange, after setting apart such sum as the governing cor

mittee shall determine to be necessary for conducting the business of tl

exchange.
Whenever the number of deaths of members of the exchange shall exceed 15 i

any one year, the trustees of the gratuity fund shall pay over to the treasure
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of the exeliuuge the net income which has been received as interest on the
fund during said year, less tlie necessary expenses of management and distri-

bution, and each member of the exchange shall be credited with his proportion
of the amount, in reduction of his payments under this article.

Sec. 9. The provisions of this article shull not extend to any member whose
connection with the exchange shall have been severed by the transfer of his
membership, whether the same is made voluntarily or involuntarily, nor to
any member who now is or hereafter may be expelled by the governing com-
mittee, but shall extend to suspended members.

Article XIX.

—

The trustees of the gratuity fund.

Section 1. The execution of the provisions of the preceding article, and the
management and distribution of the fund created thereunder shall be under the
charge of a board of trustees, to be known asi the trustees of the gratuity fund,
and to consist of the president and the treasurer of the exchange, and of five

other trustees chosen for the term of five years.

In case of a vacancy occurring among the five chosen trustees, the govern-
ing committee, at its next regular meeting thereafter, shall proceed to fill the
same until the next annual election of the exchange.
Sec 2. It shall be the duty of the trustees to invest and Iceep securely in-

vested, in accordance with the laws of the State of Xew York regulating trust

funds, all moneys paid to them for the fund, together with the interest and
acci'etions arising therefrom.

All stock shall be registered in the name of " The Trustees of the Gratuity
Fund of the Xew York Stock Exchange," but without specifying the individual

names of such trustees, and may be disposed of and assigned by any four of

said trustees.

Sec 3. On the first Monday after the annual election of the exchange, or

as soon thereafter as may be practicable, the trustees of the gratuity fund
shall organize by electing a chairman and a secretar,y and treasurer of the

gratuity fund, who shall serve for one year or until their successors shall be
chosen. The offices of secretary and treasurer may be held by the same person.

Sec. 4. There shall be a regular meeting of the trustees on the third Monday
in each month. The chairman may call a special meeting at any time ; he shall

call a meeting at the request of two trustees. At a meeting four trustees shall

constitute a quorum.
Skc. 5. It shall be the duty of the chairman to preside at meetings ; he shall

vote on all questions; he shall, on the Monday preceding the annual election

of the exchange, make a report Ut the president of the exchange of the condition

of -the fund, with a statement by the treasurer of receipts and disbursements.

Sec 6. It shall be the duty of the secretary to keep regular minutes of the

proceedings of the trustes and to give notice of meetings.

Sec. 7. It shall be the dutv of the treasurer to receive and sign vouchers for

all moneys paid to the trustees, which he shall deposit in such institutions as

they may direct, to his credit as •• treasurer of the gratuity fund of the New
York Stock Exchange."
He shall have the custody of all securities belonging to the fund, subject to

the examination and control of the trustees.

He shall keep, or cause to be kept, proper books of account.

He shall receive and keep a record of all claims for payment under Article

XVIII of the constitution of the exchange, and present the same to the trustees

for their action; when allowed and approved by the trustees, he shall pay

the same; but no such payment sh;il! be made until directed by the trustees.

He shall make such investments for the fuud as may be ordered by the

trustors

His books sh.-ill always be open to the inspection of any trustee, and he

shall make to the chairman an annual statement of receipts and disbursements.

He shall receive out of the fund such compensation per annum as may be

fixed by the trustees and approved by the governing committee of the exchange.

Sec 8. In case any person entitled to any gratuity shall be under age and

have no guardian entitled to receive payment at the maturity thereof, the

trustees may, in their discretion, deposit such money with the New \nrk L,ite

Insurance & Trust Co. or the T-nlted States Trust Co.. as the property of, and

in trust for, such minor ; and in like manner if any person apparently entitled

to any payment fails to claim, or has disappeared or can not be found alter

reasonable inquiry, the trustees may deposit the presumptive share of such
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person in either of said trust compiiuies to the credit of "the trustees of the
gratuity fund of the New York Stock Exchange, in trust," to the end that it

may be paid to such person, if afterwards found, or otherwise to the parties
who may siibsequently establish their right thereto ; a similar discretion shall

i^PPly in the case of any dispute between claimants for a gratuity or a portion
thereof.

Sec. 9. The trustees shall have power at their discretion to consult and
employ legal counsel ; they shall be authorized to make disbursements out of
the fund to defray necessary expenses, but no such disbursements shall be
allowed without a resolution specifying the nature and amount of the same
being entered at large upon the book of minutes of the secretary. Each trustee
shall receive from the fund $5 for every meeting at which he shall be present.

Sec. 10. In case of a vacancy occurring In the office of chairman or secretary

and treasurer the trustees shall forthwith proceed to fill the same for the unex-
pired term. In case of the temporary absence or inability to act of either the
chairman or secretary and treasurer the trustees shall have power to appoint
one of their number to act in his stead pro tempore.

Sec. 11. The governing committee of the exchange shall at all times have the
right to direct the production before it of the securities belonging to the fund,

the secretary's book of minutes, and the treasurer's books of account.
It shall be the duty of the finance committee of the exchange to make an

annual examination of the condition of the fund, and it shall have the right at

any time to make such additional examination thereof as it may deem proper.

Sec. 12. The governing committee of the exchange shall have power to try
charges against any trustee for malfeasance or negligence in office and by a
vote of two-thirds of all Its existing members to suspend him from his func-

tions or to remove him and declare the office vacant.
Sec. 13. It shall be the duty of the treasurer of the exchange to pay over

semimonthly all assessments collected under Article XVIII of the constitution

to the treasurer of the gratuity fund.

RULES FOR THE TRANSACTION OR CONDTJCT OF BUSINESS.

Article XX.

—

Hovrs of husiness.

Section 1. The exchange shall be opened for the entrance of members upon
every business day at 30 minutes after 9 o'clock a. m.
At 10 o'clock official announcement shall be made that the exchange is open

for the transaction of business, and it shall so remain until 3 o'clock p. m.,

when it shall be officially announced to be closed. On half holidays the closing
shall be at 12 o'clock noon.

Sec. 2. The exchange shall not be closed at any time between the hours
named In the preceding section except by order of the governing committee.

Sec. 3. Dealings upon the exchange shall be limited to the Interval between
the hours above named ; a fine of $50 for each offense shall be imposed by the
committee of arrangements upon any member who shall make any bid, offer, or
transactions before or after those hours. Loans of money or securities may be
made after the official closing of the exchange.

Sec. 4. Dealing upon any other exchange in the city of New York or publicly
outside of the exchange, either directly or indirectly, in securities listed or
quoted on the exchange, is forbidden ; any violation of this rule shall be deemed
to be an act detrimental to the interests or welfare of the exchange.

Article XXI

—

Calls.

The appointment and arrangement of calls of stocks or bonds shall be under
the control and direction of the committee of arrangements.

Article XXII

—

Contracts subject to the rules of the e.rchange.

All contracts of a member of the exchange, or of a firm having a member of

the exchange as a general partner, with any other member of the exchange,
or with any other firm having a member of the exchange as a general partner,

lor the purchase, sale, borrowing, loaning, or hypothecation of securities, or

for the borrowing, loaning, or payment of money, whether occurring upon the

floor of the exchange or elsewhere, are contracts, sub.iect to the rules of the

exchange.
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Article XXIII

—

Bids and offers.

Suction 1. All bids and offers made and accepted In accordance with these
rules shall be binding.

Sec. 2: All offers to buy or sell securities shall be for 100 shares of stock
or for $10,000 par value of bonds, unless otherwise stated.

Offers to buy or sell specific amounts, other than as above stated, may be
made at the same time and may be independently accepted.

Sec. 3. Bids and offers may be made only as follows

:

(o) " Cash," i. e., for delivery upon the day of contract;
(6) "Regular way," i. e., for delivery upon the business day following the

contract

;

(c) "At three days," i. e., for delivery upon the third day following the
contract

;

(d) "Buyer's" or "seller's" options for not less than 4 days nor more
than 60 days.
Bids and offers under each of these specifications may be made simultaneously,

as being essentially different propositions, and may be separately accepted
without precedence of one over another.
Bids and offers made without stated conditions shall be considered to be

in the " regular way."
On transactions for more than three days' written contracts shall be ex-

changed on the day following the transaction and shall carry interest at the
legal rate, unless other wise agreed ; on such contracts one day's notice shall

be given, at or before 2.15 p. m., before the securities shall be delivered prior
to the maturity of the contract.
On offers to buy " seller's option " or to sell " buyer's option " the longest

option shall have precedence. On offers to buy " buyer's option " or to sell
" seller's option " the shortest option shall have precedence.

Sec. 4. All contracts falling due on holidays or half holidays observed by the
exchange shall be settled on the preceding business day, except that when
two or more consecutive days are holidays or half holidays contracts falling

due on other than the first of such days shall be settled on the next business
day.
Loans of money or securities made on the day preceding a holiday or half

holiday observed by the exchange shall mature on the succeeding business day,
unless otherwise specified.

Sec. 5, Bids or offers shall not be made at a less variation than one-eighth
of 1 per cent.

Sec. 6. Bids and offers shall be made on the basis of a percentage of the par
value of the securities dealt in, unless otherwise ordered by the governing
committee.

Sec. 7. Any member violating any of the above provisions of this article

shall be fined by the committee of arrangements in an amount not exceeding
.$20; for a repetition of the offense he shall be liable to suspension for a period
not exceeding 10 days.

Sec. 8. Fictitious transactions are forbidden. Any member violating this

rule shall be liable to suspension for a period not exceeding 12 months.
Sec. 9. No offers to buy or sell privileges to receive or deliver securities shall

be made publicly at the exchange, under penalty of a fine of $25 for each offense.

Article XXIV.

—

Comparisons; Liability on contracts.

Section 1. It shall be the duty of every member to report each of his trans-

actions as promptly as possible at his oflSce, where he shall furnish opportunity

for prompt comparison.
Sec. 2. It shall be the duty of the seller to compare, or to endeavor to compare,

each transaction at the office of the buyer, not later than one hour after the

closing of the exchange. Nothing in this article shall be construed to justify a

refusal to compare before the closing of the exchange.

Sec. 3. It shall be the duty of the buyer to investigate, before 10 o'clock

a. m. of the day after the purchase, each transaction which has not been com-

pared by the seller.

Sec. 4. Neglect of a member to comply with the provisions of sections 1 and
2 hereof shall render him liable to a fine not exceeding $50, to be imposed by
the committee of arrangements.
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Sec. 5. Comparison shall be made by an exchange of an original and a dupli-

cate comparison ticket; the party to whom the comparison ticket is presented
shall retain the original, if it be correct, and immediately return the duplicate

duly signed.

An exchange of clearing-house tickets shall constitute a comparison.
Sec 6. Should a difference be discovered in an attempt to compare, the exact

liability of the disputants shall be promptly established by purchase, sale, or

mutual agreement.
Sec. 7. If an original party to a transaction gives up his principal, the latter

shall have the same duties in the matter of comparison as the original party.

Sec. 8. No comparison or failure to compare, and no notification or accept-

ance of notification, shall have the effect of creating or of canceling a contract,

or of changing the terms thereof, or of releasing the original parties from
liability.

Sec. 9. No party to a contract shall be compelled to accept a substitute prin-

cipal, unless the name proposed to be substituted shall be declared in making
the offer and as a part thereof.

C)rders for the receipt or delivery of securities, issued by the clearing house,

shall, however, be binding and enforceable upon members or firms using tlie

facilities of the clearing house.
Sec. 10. When written contracts shall have been exchanged the signers thereof

only are liable.

Article XXV.

—

Payment and delivery.

Section 1. In nil deliveries of securities the party delivering shall have the

right to require the purchase money to be paid upon delivery ; if delivery is made
by transfer, payment may be required at time and place of transfer.

Sec 2. The receiver of shares of stock shall have the option of requiring the

delivery to be made either in certificates therefor or by transfer thereof, except

that in cases where personal liability attaches to ownership the seller shall have
the right to make deliveiy by transfer.

The right to require receipt or delivery by transfer shall not obtain while the

transfer books are closed.

Sec 3. Deliveries of securities on contracts subject to the rules of the ex-

change shall in all cases conform to the requirements for regularity which may
be made from time to time by the committee on securities.

Sec 4. The buyer must, not later than 2.15 o'clock p. m., accept and pay for

all or any portion of a lot of stock contracted for, which may be tendered in lots

of 100 shares or multiples thereof ; and he may buy in " under the rule " the

undelivered portion in accordance with the provisions of Article XXVIII.
This rule shall also apply to contracts for bonds when tender is made in lots

of $10,000 or multiples thereof.

Aeticle XXVI,

—

Settlement of contracts.

Section 1. All deliveries of securities must be made before quarter after 2

o'clock p. m., and when deliveries are not made by that time the contract may
be closed " under the rule " in the manner provided in Article XXA'III of these

rules. In the absence of any notice or agreement the contract shall continue

without interest until the following business day ; but in every case of non-

delivery of securities the party in default shall be liable for any damages which
may accrue thereby, and all claims for such damages must be made before 3

o'clock p. m. on the business day following the default.

Sec 2. The neglect or failure of a member or firm to exchange clearing-house

tickets on a contract in conformity with the " Rules for clearing " shall con-

stitute a default, and such defaulted contract may be closed as provided in

Article XXVIII, except that the limit of time for delivery of notice of Intention

to close such coutract shall be 10.30 o'clock a. m. of the following business day,

and the time for closing shall not be before 11 o'clock a. m.
Sec 3. Parties receiving securities shall not deduct from the purchase price

any damages claimed for nondelivery except by the consent of the party deliv-

ering the same.
Sec 4. Notice for the return of loans of money or of securities not admitted

to the clearing house must be given before 1 o'clock p. m. Notice for the return

of loans of securities admitted to the clearing house must be given before 3.30
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o'clock p. m., except on bulf holidays obseryed by the exchange, when snch
notice must be given before 12.30 o'clock p. m. All such notices shall be con-
sidered as in full force until delivery is ninde.

Sec. 5. On half holidays observed by the exchange securities sold specifically
for " cash " must be delivered and received at or before 11.30 o'clock a. m. In
case of default, the contract may be closed after 11.40 o'clock a. m. " under the
rule," in manner provided in Article XXVIII.

Article XXVII.

—

C'leaiiiig house.

Section 1. There shall be a clearing house for the purpose of acting as the
common agent of the members of the exchange In receiving and delivering such
securities as may from time to time be designated ))y the committee on clearing
house.

Sec. 2. Nothing in the conduct of the business of clearing shall attach any
liability to the exchange, or to any member of the conmiittee on clearing house,
and delays on the part of the clearing house shall not attach any liability to
members who are clearing.

Sec. 3. The committee on clearing house shall designate from time to time
the securities which shall be cleared, and, in all transactions in such securities,

the deliveries shall be made through the clearing house, \inless otherwise
specially stipulated in the bid or offer, or otherwise agreed upon.

Sec. 4. The " Rules for clearing " and the " Rules for dealing " adopted by
the governing committee, and all amendments thereto, shall be binding upon
1;he members of the exchange equally with the laws included in the constitu-
tion.

Amendments to "Rules for clearing" or to "Rules for dealing" may be
adopted by a vote of two-thirds of all the existing members of the governing
committee, and need not be submitted to the members of the exchange for
approval.

Akticle XXVIII.

—

Closing contracts " tinder the rule."

Section 1. When the insolvency of a member or firm is announced to the
exchange, members having contracts subject to the rules of the exchange with
the member or firm shall, without unnecessai-y delay, proceed to close the
same. If the contracts involve securities admitted to quotation upon the ex-

change, the closing must be in the exchange, either officially by the secretary
Or by personal purchase or sale. If the contracts involve securities not dealt in

on the exchange, the purchase or sale of such securities must be promptly made
in the best available market. Should a contract not be closed, as above pro-

vided, the price of settlement shall be fixed by the price current at the time
when such contract should have been closed under this rule.

Sec. 2. A contract which has not been fulfilled according to the terms thereof
may be officially closed " under the rule " by the secretary or by a member
of the committee of arrangements as herein provided.

Notice of intention to make such closing of a contract must be delivered
at or before 2.30 o'clock p. m., at the registered office address of the member or
firm in default. And such contract shall not be closed before 2.30 o'clock p. m.

Sec. 3. Every notice of intention to close a contract " under the rule," because
of nondelivery, shall be in writing; and shall state the name of the member
or firm by whom the order is given, also for whose account—all of which shall

be announced before closing the contract.

The closing of a contract " under the rule," made in conformity with such
notice, shall be also for the account and liability of each succeeding party
In interest.

Sec. 4. Notice of intention to close a contract " under the rule " may be
given upon the entire amount in default or upon any portion thereof, but in this

latter case for not less than 10 shares of stock or $10,000 of bonds.
Sec. 5. When notice that a contract will be closed " under the rule " is

received too late for transmission to other members or firms interested in

such contract within the times stated therefor, the notified member or firm
who is unable to so transmit said notice may. immediately after the official

closing " under the rule," reestablish such contract by a new purchase or sale

in the " regular way," and any loss arising therefrom shall be a valid claim
against the successive party or parties in interest.
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Sec. 6. When a member has issued a notice of intention to close a contract
" under the rule " for default in delivery, he must receive and pay for securi-

ties due upon such contract if tendered at his office within five minutes of the

official time for closing; or thereafter, if tendered at the rostrum of the

exchange, before the contract has been closed.

Sec. 7. When a contract has been closed " under the rule " the member or
firm who gave the order must give prompt notice of such closing to the member
or firm in default.

Notification to successive parties in interest must be transmitted without
delay, and claims for damages arising therefrom must be made prior to 3
o'clock p. m. of the business day following the closing of the contract.

Sec. 8. When a contract has been closed "under the rule" there shall be
indorsed upon the order therefor the name of the purchaser or seller, the price

and the hour at which such contract is closed, and the secretary shall there-

after ascertain whether the money difference, if any, has been paid. If such
difCerence shall not be paid within 24 hours after the closing of the contract,

the secretary shall report such default to the president.

Sec. 9. When a contract is closed " under the rule," any member or firm
accepting the bid or offer and not complying promptly therewith shajl be liable

for any damages resulting therefrom.
The member or firm for whose account a contract is being closed " under

the rule." shall not be permitted to accept the bid or offer.

Sec. 10. When a loan of money is not paid at or before 2.15 o'clock p. m. of

the day upon which it becomes due, the borrower shall be considered as in de-

fault, and the lender may sell " under the rule " the securities pledged therefor,

or so much thereof as may be necessary to liquidate the loan, in the manner
prescribed in the foregoing sections of this article.

Article XXIX.

—

Irregularity in secnritie-i.

Reclamation for irregularity in a security, when such irregularity affects

only its currency in the market, must be made within 10 days from day of

delivery of the security.

Article XXX.

—

Disagreeiiunt on terms of contract

.

When a disagreement, arising from a transaction in securities shall be dis-

covered, the money difference shall forthwith be established by purchase or sale
" under the rule " or by mutual agreement.

Article XXXI.

—

Deposits on contracts.

Section 1. Mutual cash deposits of not exceeding 10 per cent may be required
at any time by either party to a contract. Whenever the margin of either

party becomes reduced to 5 per cent by reason of changes in the market value of

the securities, further deposits may be called, from time to time, sufficient to

restore the impaired margin.
Sec. 2. The holder of a due bill, issued for the dividend on stock contracted

foi', may require the maker of the due bill to deposit the full amount due
thereon in a trust company, payable to the joint order of both parties.

Sec 3. When deposits are called before 2 o'clock p. m. they must be made at

or before 2.30 o'clock of the same day ; if called after 2 o'clock p. m., they must
be made at or before 10.30 a. m. of the following business day.
On half holidays observed by the exchange deposits called before 11 o'clock

a. m. must be made at or before 11.30 o'clock a. m. ; if called after 11 o'clock

a. m,, they must be made at or before 10.30 o'clock a. m. of the next business
day.

Sec. i. Failure of either party to a contract to comiJly with a demand for a

deposit shall constitute a default, and the other party to the contract may re-

port such default to the secretary or to a member of the committee of arrange-
ments and instruct him to reestablish the contract forthwith by a new purchase
or sale "under the rule," and any difference a rising therefrom shall be paid to the

I^arty entitled thereto.

Written notice of intention to reestablish the contract shall be sent to the

office of the party in default.

Sec. 5. Unless otherwise mutually agreed, deposits on contracts shall be
made in the New York Life Insurance & Trust Co.
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Article XXXII.

—

Dividends; Interest; Premium.

Section 1. On the day of closing of the transfer books of a corporation for
a aiywend upon its shares all transactions therein for "cash" shall be
dividend on up to the time officially designated for the closing of trans-

fers; all transactions on that day other than for " cash " shall be "ex-dividend."
bhould the closing of transfers occur upon a holiday or half holiday, ob-

served by the exchange, transactions on the preceding business day, other
than for "cash" shall be "ex-dividend."

Sec. 2. The buyer shall be entitled to' receive all Interest, dividends, rights,
and privileges, except voting power, which may pertain to the securities con-
tracted for, and for which the transfer boolis shall close during the pendency
of the contract.
When such contract shall mature before the official date for payment of

interest or dividend the seller shall deliver a due bill therefor signed or in-
dorsed by him.
When a security is sold before the day of closing booljs for "rights" (and

is quoted "ex-rights" on that day) and is delivered thereafter, the buyer
shall on its delivery pay only the marljet price of the security " ex-rights."
He shall pay the balance due on the contract, when the seller delivers the
" rights," at any time on or before the day set by the committee on securities
for settlemen of contracts in " rights."
When a security is loaned before the day of closing boolis for " rights

"

(and is quoted "ex-rights" on that day), and is returned thereafter, the lender
shall on its return pay only the market price of the security " ex-rights." He
shall pay the balance due on the contract, when the borrower delivers the
" rights," at any time on or before the day set by the committee on securities
for settlement of contracts in " rights."

Sec. 3. A charge of 1 per cent may be made for collecting dividends. For
scrip or stock dividends the charge shall be computed upon the market value
of such scrip or stock.

No charge shall be made for collecting dividends accruing on securities
deliverable on a contract.

Sec. 4. OfiCers to buy or sell dividends shall not be made publicly on the
exchange. The committee of arrangements shall impose a fine of $25 for each
violation of this rule.

Sec 5. When securities are borrowed or loaned the sum agreed upon, either
as interest for carrying or as premium for use. shall be paid whether such
securities are delivered or not.

Sec. 6. When money or securities are loaned at a premium said premium
shall apply only to the day for which the loan is made.

Article XXXIII.

—

Transfer aiul registry.

Section 1. Corporations whose shares are admitted to dealings upon the ex-
change will be required to maintain a transfer agency and a registry office in

the city of New York, borough of Manhattan. Both the transfer agency and
the registrar must be acceptable to the committee on stock list, and the reg-
istrar must file with the secretary of the exchange an agreement to comply
with the requirements of the exchange in regard to registration.

Sec. 2. When a corporation purposes to increase its authorized capital stock,

30 days' notice of such proposed increase must be officially given to the ex-

change, before such increase may be admitted to dealings.

Sec. 3. When the capital stock of a corporation is increased through con-

version of convertible bonds, already listed, the issuing corporation shall give

immediate notice to the exchange, and the committee on stock list may,
thereupon, authorize the registration of such shares and add them to the list.

Sec. 4. The governing committee may suspend dealings in the securities of

any corporation previously admitted to quotation upon the exchange, or it may
summarily remove any securities from the list.

Sec. 5. After the admission of a security to dealings upon the exchange no
change in the form of certificate or of the transfer agency or the registrar of

shares or of the trustee of bonds shall be made without the approval of the

committee on stock list.

Article XXXIV.

—

Com mission s.

Section 1. Commissions shall be charged and paid, under all circumstances,

upon all purchases or sales of securities dealt in upon the exchange ; and shall
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be absolutely net and free from all or any rebatement, return, dlscouut, or
allowauce in any shape or manner whatsoever, or by any method or arrange-
ment, direct or indii-ect ; and no bonus nor any percentage or portion of the
commission shall be given, paid, or allowed, directly or Indirectly, or as a salary,
or portion of a salary, to any clerk or person, for business sought or procured
for any member of the exchange.

Sec. 2. All commissions shall be calculated upon the par value of securities
and the rates shall be as follows:

(a) On business for parties not members of the exchange, including joint-
account transactions in which a nonmember is interested, transactions for
partners not members of the exchange, and for firms of which the exchange
member or members are special partners only, the commission shall be not less
than one-eighth of 1 per cent.

(6) On business for members of the exchange, the commission shall be not
less than one tiirty-second of 1 per cent, except when a principal is given up,
in which case the commission shall be not less than one-fiftieth of 1 per cent.

(c) On mining shares, subscription rights, and notes of corporations, such
rates to members and nonmembers as may be determined from time to time
by the committee on commissions, with the approval of the governing committee.

{d) Government and municijial securities are exempted from the provisions
of this article.

Sec. 3. A firm having as a general partner a member of the exchange shall

be entitled to have its business transacted at the rates of commission herein-

before prescribed for members. A member of the exchange can not confer this

privilege upon more than one firm at any one time.

The privileges provided for under this section can only be conferred upon a
branch house in this country when established under the same name as the

parent firm and in which the partners and their respective interests are iden-

tical with those of the parent firm.

Sec. 4. A proposition for the transaction of business at less than the minimum
rates of commission herein provided shall constitute a violation of this article.

Sec. 5. A member suspended by the governing committee shall not during the

time of his suspension be entitled to have his business transacted at member's
lates of commission.
A member who is in suspension by reason of insolvency may have his business

transacted at member's rates.

Sec. 6. If the governing committee shall, by a majority vote of all its exist-

ing members, determine that a member of the exchange has violated the pro-

visions of this article, it shall suspend such member, for the first offense, for

such period, not less than one year nor more than five years, as a majority of

the members of said committee present may determine. A member adjudged
guilty of a second offense by a majority vote of all the existing members of the

governing committee shall be expelled by a like vote.

Akticle XXXV.

—

Offlce address; Partnership; Branch offices.

Section 1. Every member shall register with the secretary an address and
subsequent changes thereof where notices may be served. The registered ad-

dress of every member transacting business upon the exchange must be in its

vicinity.

Sec. 2. When a member shall form a partnership he shall immediately register

the same with the secretary ; official announcement thereof shall be made to the

exchange and notice posted upon the bulletin for 10 days. Notice of dissolu-

tion of partnership must be given in like manner.
Sec. 3. No person shall be eligible to either general or special partnership in

more than one registered firm at the same time.
This law shall not obtain, however, when a member of a registered firm

forms a partnership in a foreign country under the same or different name
from that of his firm in this country : Provided, however, That the firm in said

foreign country shall not derive any benefit from the privileges which attach to

members of firms registered at the stock exchange.
Sec. 4. A member shall not form a partnership with a suspended member of

the exchange nor with any person who has been expelled therefrom, nor with
any insolvent person or with any person who may have previously been a

member of the exchange, and against whom any member holds a claim arising

out of transactions made during the time of such membership, and which has

not been released or settled in accordance with the laws of the exchange.
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A membei' who Is a special partner in a firm does not thereby confer any of
the privileges of the exchange on such firm.

^^^i ^i,
^ member of the exchange who is a general partner in a firm repre-

sented thereon Is liable to the same discipline and penalties for any act or
omission of said firm as if the same were committed by him personally, but the
governing committee may in its discretion by a vote of not less than 30 mem-
bers relieve him from the penalty therefor.

Sec. 6. Members may, by the consent and approval of the committee on com-
missions, establish branch offices. Such offices must be in charge of either a
partner or of a manager or clerk acceptable to said committee.
The member or firm establishing a branch office shall register it with the

secretary of the exchange and shall be directly responsible for the conduct of
its business.
The managing clerk and all other employees must be paid fixed salaries not

varying with the business.
No agents for the solicitation of business shall be employed on any other than

the foregoing basis.

Sec. 7. Whenever it shall appear to the governing committee that a member
has formed a partnership or established a branch office, or is individually or
through any member of his firm interested in a partnership in a foreign country,
whereby the interest or good repute of the exchange may suffer, the committee
may require the dissolution of such partnership, the discontinuance of the
interest in said foreign partnership, or of such branch office as the case may be.

Sec. 8. Any member failing to comply with any requirement of this article,

or with any requirement of the governing committee in regard thereto, shall

be liable to suspension for a period not exceeding one year.

Article XXXVI.

—

Disorderly conduct.

Section 1. Indecorous language, or an act subversive of good order and decorum,
or serious interference with the personal comfort or safety Of another person,

is forbidden. Any member who shall violate this rule within the limits of any
department of the exchange may be fined by the committee of arrangements in

a sum not exceeding $50 ; or upon complaint made may be summoned before the
governing committee and suspended for a period not exceeding 60 days.

Sec. 2. The committee of arrangements may make rules to govern the con-

duct of members upon the exchange ; it may impose a fine not exceeding $50 for

each violation thereof, or may report the delinquent to the governing committee,

who may suspend him for a period not exceeding 60 days.

Sec. 3. Betting or offering to bet upon the floor of the exchange is forbidden.

A member violating this rule shall be subject to the penalties prescribed in the
preceding section of this article.

Article XXXVII.

—

Minutes; visitors; communications.

Section 1. Members shall have access to the minutes of the exchange.

Sec. 2. Visitors shall not be admitted to the floor of the exchange except by
permission of the president or the committee of arrangements.
Sec 3. Communications shall not be read to the exchange without the consent

of the president or the committee of arrangements.

Article XXXVIII.

—

Alterations of the constitution.

The governing committee may make additions, alterations, or amendments to

the constitution by a majority vote of all its existing members. Every proposed

addition, alteration, or amendment must be presented in writing at a regular

meeting of the governing committee and referred to the committee on constitu-

tion, which shall report thereon at the next regular meeting of the governing

committee, or at a special meeting called for the sole purpose of considering it.

Action thereon may be postponed to a fixed date by a vote of two-thirds of the

members of the governing committee present. Such alterations when adopted

by the governing committee shall be submitted to the exchange and shall stand

as the law of the exchange if not disapproved within one week by a majority

vote of the entire membership. ^. ^ .„ . • •

No alteration of Article XVIII shall ever be made which will impair, in any

essential particular, the obligation of each member to contribute, as therein pro-

vided to the provision for the families of deceased members.
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Resoltttions Adopted by the Governing Committee.

ad7eetising.

[Feb. 9, 1898.]

That in future the publication of an advertisement of other than a strictly

legitimate business character by a member of the exchange shall be deemed an
act detrimental to the interest and welfare of the exchange.

ABBITBAGB DEALINGS.

[Jan. 26, 1898.]

Whereas the so-called arbitrage business or trading betvyeen this exchange and
that of any other city in the United States, based upon quotations from the
floor of this exchange, has resulted in practically ignoring the commission
law: Therefore

Resolved, That in the judgment of this committee the sending of continuous
quotations or quotations at frequent intervals by members of this exchange
from the floor of the exchange is detrimental to the interest and welfare of the
exchange, and that any member engaging in such business or trading shall be
proceeded against under section 8 of Article XVII of the constitution.

Resolved, That the committee of arrangements be and they are hereby
authorized and instructed to prevent the transaction of any such business or

trading by any member of this exchange, and to prefer charges against any
member engaging therein.

FOREIGN arbitrage; JOINT ACCOUNTS.

[Apr. 20, 1911, to take effect July 1, 1911.]

Whereas the so-called arbitrage business by means of joint-account trading
between this exchange and foreign cities, where each party interested charges
a commission or allowance, has resulted in practically nullifying the com-
mission law : Therefore

Resolved. That any business, domestic or foreign, for the joint account of a
member of the exchange and a nonmember, where each party in interest

charges a commission or allowance, is hereby prohibited.
Resolved. That any business, domestic or foreign, conducted under an ar-

rangement of accounts, not joint account in name, but designed to produce
results similar to those of the above-described joint_account, is hereby pro-

hibited.

BIDS AND OFFERS.

[Dec. 14, 1898.]

That where parties have orders to buy and orders to sell the same security,

said parties must offer said security, whether it be stock or bonds, at one-

eighth per cent higher than their bid before making transactions with them-

selves.

RULES COVERING BIDS AND OFFERS.

[Mar. .30, 1910; amended May 12, 1911.]

1. TLat the recognized quotation on stocks shall be public bids and offers

on lots of 100 shares.
2. All bids and offers on larger lots shall be considered to be for any part

thereof in lots of 100 shares or of multiples thereof, whether so stated in the bid

or offer or not.

3. If a bid is made for a larger lot of stock r^bove the price at which sihaller

lots are offered, or if a transaction is made in a larger lot above the price at

which smaller lots are offered, such bidder or buyer shall be compelled tb buy
any or all of the smaller lots which were publicly offered at the time, at the

lower price, up to the amount of the bid for the larger lot. If the bid for the

larger lot is accepted, and the buyer is unwilling to bUy more, the seller must

give up to the members who were publicly offering to sell at the lower price

such amounts as they were publicly offering to sell at the lower price, if such

claim is made Immediately.
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4. If an offer is made to sell a larger lot of stock below the price which is
bid for smaller lots, or if a transaction is made in a larger lot below the price
which is bid for smaller lots, such member offering to sell, or the seller, shall
be compelled to sell any or all of the smaller lots which were publicly bid for
at the time at the higher price, up to the amount of the offer of the larger lot.

If the offer of the larger lot is accepted and the seller is unwilling to sell more,
the buyer must give up to the members who were publicly bidding the higher
price such amounts as they were publicly bidding tor at the higher price, if

such claim is made immediately.
5. A member may sell on offer the largest amount bid for without regard to

priority of bids. Should the offer be of an amount larger than the largest bid,
the balance shall go to the next largest bidder in sequence, bids for equal
amounts being on a par.

A member may buy on bids under the same rule.

6. Attention is directed to the resolution of the governing committee adopted
October 26, 1892, which reads as follows

:

" When a purchase or sale is claimed by a party who states that he had on
the floor a prior or better bid or offer, such claim shall not be sustained if the
bid or offer was not made with the publicity and frequency necessary to make
the existence of such bid or offer generally known at the time of the transaction."

7. Disputes arising from a question as to priority of bid or offer, if not set-

tled by agreement between the members interested, shall be settled by vote of

the members knowing of the transaction hi question.

Disputes as to the application of rules relating to the transaction in question,

If not settled by agreement between the members interested shall be settled by
any member of the committee of arrangements.

S. The above rules shall not apply to lots of less than 100 shares, nor to active

openings when bids and offers are simultaneous.

MEMBERS DEALING WITH THEMSELVES ; SPECIALISTS.

[Mar. .so, 1910, to take effect Apr. 4, 1910.]

Resolved. That any member of the exchange who, while acting as a broker,

either as a " specialist " or otherwise, shall buy or sell directly or indirectly for

his own account, for account of a partner, or for any account in which he has

an Interest, the securities, the order for the purchase or sale of which has been

accepted by him for execution, shall be deemed guilty of conduct or proceeding

inconsistent with just and equitable principles of trade, and shall be subject to

the penalties provided in Article XVII. section 6, of the constitution.

The foregoing rule shall not apply to the act of a member who, by reason of

his neglect to execute an order, is compelled to take or to supply on his own
account the securities named in the order; in such case the member is not act-

ing as a broker and shall not charge a commission.

A member, acting as a broker, is permitted to report to his principal a

transaction as made with himself, only when he has orders both to buy and
sell and not to give up, and then he must add to his name on the report, " on

order," or words to that effect.

BUCKET SHOPS.

[May 19, 1909.]

That any member of this exchange who is interested in, or associated in

business with, or whose office is connected, directly or indirectly, by public or

private wire or other method or contrivance with, or who transacts any busi-

ness directly or indirectly with or for, any organization. Arm, or individual en-

gaged in the business of dealing in differences or quotations (commonly called a

bucket shop) shall, on conviction thereof, be deemed to have committed an act

or acts detrimental to the interest and welfare of this exchange.

CLEARING CHARGES.

[Nov. 23, 1881.]

That in transactions where orders are received from a nonmember wherein

the broker filling the order is directed to give up another broker or clearing

30578—14 45
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liouse, the responsibility of collecting tlie full commission of one-eighth of 1 per
cent shall rest with the broker or clearing house settling the transaction.

[Oct. 24, 1894.]

That in transactions where orders are received from a member on which a
clearing firm is given up by said member or by his order, the responsibility of
collecting the full commission of one-thlrty-second of 1 per cent shall rest
with said clearing firm

;
and it shall be the duty of the broker who executes

such orders to report the transactions to the clearing firm and render to them
and collect his bill therefor at the rate of one-fiftieth of 1 per cent ; and also

that where a broker executes an order for a member and clears the security

himself he must charge one thirty-second of 1 per cent.

[Dec. 28, 1911.]

That hereafter when a member of the exchange receives and delivers securi-

ties for another member, the clearing charge for said service may be a matter
of mutual agreement.

[Jan. 24, 1912.]

That the governing committee rules that in the matter of clearing charges
between members of the exchange, said charges shall be based upon a stipulated

sum of money for each 100 shares of stock or $10,000 of bonds or portions
thereof.

The payment of a certain sum of money for any period of time for said

service, irrespective of the number of shares or amount of bonds cleared, is

forbidden.

CLERKS IN NOMINAL POSITIONS.

[Jan. 23, 1901.]

That the employment of a clerk or clerks in a nominal position because of

the business obtained by such clerk or clerks for their employer, is a violation

of the rules, f Arts. XXXIV and XXXV of the constitution.)

SPECULATIVE TRANSACTIONS FOR CLERKS.

[Mar. 30, 1910 ; to take effect Apr. 4, 1910.]

That the taking or carrying of a speculative account, or the making of a Bi)ecula-

tive transaction, in which a clerk of the exchange, or of a member of the ex-

change, or of a bank, trust company, banker, or insurance company, Is directly

or indirectly interested, unless the written consent of the employer has been

first obtained, shall be deemed an act detrimental to the interest and welfare
of the exchange.

RESPONSIBILITy FOE ACCOUNTS ; FICTITIOUS NAMES, ETC.

That every member of the exchange be required to use due diligence to learn

the essential facts relating to every account accepted by himself or by his clerks

or representatives, and also relating to the possible use of a name for the

account other than that of the party interested.

COMMISSIONS.

Reciprocal iusmess.

[Apr. 14, 1897.]

That transacting or offering to transact business in grain, produce, cotton, or

other commodities, without commission, or for a nominal commission, by any

member of this exchange or firm represented therein, for a customer dealing

in securities dealt in at the exchange, is a method or arrangement for rebate-

ment of commissions, and is a violation of the commission law.
That giving or offering to give reciprocal business In grain, produce, cotton,

or other commodities dependent upon the amount of stock exchange business

received is a method or arrangement for rebatement of commissions and is

a violation of the commission law.
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Commission on nrnimg shares.

[Apr. 13, 1910.]

That the rates of commission on mining shares shall be based upon selling
price, regardless of par value, and shall not be less than the following, for each
100 shares

:

Selling at—
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are stipulated for, or money advances upon unusual terms are made a condition,
in connection witli the conducting of an account, witli intent thereby to give
special or unusual advantages to such customer, for the purpose of securing
his business, shall be deemed to be a violation of Article XXXIV of the con-
stitution, commonly known as the commission law.

Money loans; Interest.

[Oct. 25, 1899.]

When a member has contracted to borrow money on collateral, the simple pay-
ment of the interest by the borrower to the lender, after 3 o'clock p. m., without
actually effecting or properly endeavoring to effect a loan, shall be held to be
an evasion of the contract and an act detrimental to the interest and welfare
of the exchange, and the offending member may be proceeded against under
section 8, Article XVII, of the constitution.

Stamp tax.

[May 24, 1905.1

That in the judgment of the governing committee any member of the ex-

change who, by agreement or otherwise, directly or indirectly, assumes or

bears for his own account, or relieves his principal from any part of the stamp
tax imposed by the act of the Legislature of the State of New York, approved
April 19, 1905, is guilty of a violation of Article XXXIV of the constitution

relating to commissions.

Failure to affix stamps.

[Nov. 9, 1910.]

The governing committee calls the attention of members to the following

resolution adopted on May 26, 1905:
" In order to constitute a good delivery after June 1, 1905, all deliveries on

sales of stock, whether by clearing-house delivery ticket or by certificate of

stock, must be accompanied by a sales ticket stamped in accordance with the

act of the Legislature of the State of New Tork, adopted April 19, 1905, pro-

viding for a tax on transfers of stock."

Any willful failure on the part of a member to affix the stamps required by
Article XII of the tax law relating to the tax on transfers or sales of stock

will be deemed by the governing committee an act detrimental to the interest

and welfare of the exchange.

Purchasing and cancellation of stamps.

[Oct. 8, 1913.]

That the purchase of stock transfer tax stamps from other than the agencies

authorized by law, or the failure to cancel said stamps when used, as provided

by law, will be deemed an act detrimental to the interest and welfare of the

exchange.
Stock list.

[Mar. 27, 1895.]

Whenever it shall appear to the committee on stock list that the outstanding

amount of any security listed upon the stock exchange has become so reduced

as to make inadvisable further dealings therein upon the exchange the said

committee may direct that such security shall be taken from the list and further

dealings therein prohibited.

Telephones.

[Nov. 8, 1911.]

That the resolution adopted by the governing committee on March 28, 1900,

be amended by striking out the words " section 8 " and Inserting in lieu thereof

the words " section 10," so that said resolution as amended shall read as

follows, viz

:
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"Resolved, That the privilege of telephonic communication between the offices
of members and the building of the New York Stools: Exchange shall not be
enjoyed as of right, but shall rest in the discretion of the committee of arrange-
ments or the governing committee, and that the committee of arrangements
shall have power in their discretion, at any time and from time to time, to
withhold such privilege from any member and to disconnect or cause to be dis-
connected any private telephone in the stock exchange building. Said com-
mittee shall also have power in their discretion, at any time and from time to
time, to deprive any member of the pri\ilege of using any public telephone in
the stock exchange building; said committee shall not be obliged to assign any
i-eason or cause for any action taken by them under this resolution.
"Any member aggi-ieved I.y any decision of the committee of arrangements

under this resolution sliali have the right to appeal therefrom to the governing
committee, and to appear in person befoi-e the governing committee to be heard
upon such appeal.

" No such appeal shall snsiieiul the oiierailcn of the decision appealed from.
" Every decision of the committee of arran.gements by which the privilege of

li-lephonic communication with the stock ex'^hauge building shall be withheld
from any member, pursuant to this resolution, shall be immediately posted upon
the bulletin liaard in the oxehamxo. and every member of the exchange shall be
deemed to have notice thereof. If after any such notice shall have been posted
any member of the stock exchange shall furnish to the member named therein,
or to his partner or firm or office. Jiny facilities for communication between the
office of such member and the stock exchange building, or between the office of
the member named in such notice and the office of any other member of the
exchange by means of private wire, telephone, or any electric or other device,
contrivance, or .apparatus, he may be suspended by the governini,' committee for a
period not exceeding two months, pursuant to the provisions of section 10,

Article XA'II, of the constitution of the exchange.

TrlfphoHC or telefiiiiph ciimicciionfi.

[May 9, 1900 ; to talce effect on June 1, 1900.]

First. That hereafter no member of the stock exchange and no firm of which
Kuch member is a partner shall establish telephonic or telegrajihic wire connec-
tion between the office of such member or firm and the office of any firm or
individual not a member of the stock exchange transacting a banking or broker-

'tin business, unless application then-for shall first be m.ide to the committee
of arrangements and shall have been apprcjvod by them.

Second. Kvery such telephonic or telegraphic wire connection which shall be
so authorized by the committee of arrangements, as well as all existing tele-

phonic or telegraphic wire connections of the same character, shall be regis-

tered with the committee of arrangements, who shall make such regulations

}:inerning the matter as they shall deem necessary.

Third. That the committee of arrangements shall have power at any time
in iheir discretion to order any connection of the character desorilied in these

resolutions to be discontinued.

Fourth. ¥/hile memliers of the stock excbange may connect their offices by
\,ire with the offices of nonmembers, in accordance with the provisions of

these resolutions and pay for such wire connection, nevertheless no such mem-
ber shall directly or indirectly, by himself or through his firm, pay the cost

of telegraph operators or any other expense pertaining to nonmembers' offices.

Fifth. No office in the city of New York of any member of the stock ex-

change or of any firm of wliich such member is a partner shall be connected
toy telegraphic or telephonic wire with any point outside of the city of New
York unless such wire shall be furnished by a telegraph or telephone company
approved by the committee of arrangements. Said committee shall from time

to time formulate a list of such approved companies.

Sixth. Any member violating any provision of the.se resolutions or any regu-

lation made by the committee of arrangements in jmrsuance thereof shall be
deemed to be guilty of an act detrimental to the Interest and welfare of the

exchange.
Privileges.

[Feb. 14, 1912.1

When securities are received or delivered on a privilege for a nopmember
one-eighth of 1 per cent commission must be charged whether said securities
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are received oi- delivered upon the day of expiration of said privilege or prior

thereto.
Change of ownership of securities.

[B'eb. 5, 1913.]

That no stock-exchange member or member of a stock-exchange Arm shall

give, or with knowledge execute, orders for the purchase or sale of securities

which would involve no change of ownership.
The punishment for this offense shall be as prescribed in section 8 of Article

XXIII of the constitution regarding fictitious transactions.

Margins; Improper use of securities of a customer; RecMess and unbusinesslike

dealing.

[Feb. 13, 1913.]

That the acceptance and carrying of an account for a customer, either a mem-
ber or a nonmember, without proper and adequate margin may constitute an act

detrimental to the interest and welfare of the exchange, and the offending mem-
ber may be proceeded against under section 8 of Article XVII of the constitution.

That the improper use of a customer's securities by a member or his firm is

an act not in accordance with just and equitable principles of trade, and the

offending member shall be subject to the penalties provided in section 6 of Arti-

cle XVII of tlie constitution.

That reckless or unbusinesslike dealing is contrary to just and equit.-ible prin-

ciples of trade, and the offending member shall be subject to the penalties pro-

vided in section 6 of Article XVII of the constitution in every case in which the

offense does not come within the provisions of section 5 of Article XVI thereof.

EXHIBIT B.

LAWS OF NEW YORK, 1913, IN RE BUCKET SHOPS, MANIPULATION, FALSE
REPRESENTATIONS CONCERNING SECURITIES, REPORTING OR PUB-
LISHING FICTITIOUS TRANSACTIONS, DISCRIMINATIONS BY EXCHANGES
OR MEMBERS THEREOF, TRANSACTIONS BY BROKERS AFTER INSOL-
VENCY, HYPOTHECATION OF CUSTOMERS' SECURITIES, TRADING BY
BROKERS AGAINST CUSTODIERS' ORDERS, DELIVERY OF MEMORANDA
OF TRANSACTIONS.

Chap. 236.—An act to amend the penal law, in relation to bucket ehope.

[Became a law Apr. 9, 1913, with the approval of the governor; passed, three-fifths
being present.]

The people of the State of New York, represented in senate and assembly, do

enact as follows:

Section 1. Section 390 of chapter 88 of the laws of 1909. entitled "An act

providing for the punishment of crime, constituting chapter 40 of the consoU-
datedl laws," is hereby amended to read as follows:

" Sec. 390. Acts prohibited; penalty for riolatioii.—^Any person, copartner-

ship, firm, association, or corporation,, whether acting in his, their, or its own
right, or as the ofilcer, agent, servant, correspondent, or representative of another,

who shall,
" 1. Make or offer to make, or assist in making, or offering to make any con-

tract respecting the purchase or sale, either upon credit or margin, of any
securities or commodities, including all evidences of debt or property and
options for the purchase thereof, shares in any corporation or associaton, bonds,

coupons, scrip, rights, choses in action, and other evidences of debt or property

and options for the purchase thereof or anything movable that is bought and
sold, intending that si:rh contract shall be terminated, closed, or settled accord-

ing to, or upon the ba.sis of the public market quotations of prices made on any

board of trade or exchange upon which such commodities or securities are

dealt in, and without intending a bona fide purchase or sale of the same; or
" 2. Makes or offers to make or assists in making or offering to make any

contract respecting the purchase or sale, either upon credit or margin, of any

such securities or commodities, intending that such contract shall be deemed
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terminated, closed, and settled when such market quotations of prices for such
securities or commodities named in such contract shall reach a certain figure
without intending a bona fide purchase or sale of the same ; or

" 3. Makes or offers to make, or assists in making, or offering to make any
contract respecting the purchase or sale, either upon credit or margin, of any
such securities or commodities, not Intending the actual bona fide receipt or
delivery of any such securities or commodities, but intending a settlement of
such contract based upon the difference in such public market quotations of
prices at which said securities or commodities are, or are asserted to be, bought
or sold ; or

" 4. Shall, as owner, keeper, proprietor, or person in charge of, or as officer,

director, stockholder, agent, servant, correspondent, or representative of such
owner, keeper, proprietor, or person in charge, or of any other person, keep,
conduct, or operate any bucket shop, as hereinafter defined ; or knowingly per-
mit or allow or Induce any person, copartnership, firm, association, or corpora-
tion whether acting in his, their, or its own right, or as the officer, agent, ser-

vant, correspondent, or representative of another to make or offer to make
therein, or to assist in making therein, or in offering to make therein, any of
the contracts specified in any of the three preceding subdivision of this section,

" Shall be guilty of a felony and on conviction thereof shall, if a corporation,
be punished by a fine of not more than $5,000 for each offense, and all other
persons so convicted shall be punished by a fine of not more than $1,000 or by
imprisonment for not more than five years, or by both such fine and imprison-
ment. The prosecution, conviction, and punishment of a corporation hereunder
shall not be deemed to be a prosecution, conviction, or punishment of any of its

officers, directors, or stockholders."
Sec. 2. Article 36 of such chapter is hereby amended by adding at the end

thereof a new section, to be section 395, to read as follows

:

" Sec. 395. Witnesses.—No person shall be excused! from attending and testi-

fying, or producing any book, paper, or other document before any court or
magistrate upon any trial, investigation, or proceeding initiated by the district

attorney, grand jury, or court for a vioaltion of any of the provisions of this

article, upon the ground or for the reason that the testimony or evidence, docu-
mentary or otherwise, required of him may tend to convict him of a crime or
to subject him to a penalty or forfeiture; but no person shall be prosecuted or
subjected to any penalty or forfeiture for or on account of any transaction,
matter, or thing concerning which he may so testify or produce evidence, docu-
mentary or otherwise, and no testimony so given or produced shall be received
against him upon any criminal action, suit or proceeding, investigation, inquisi-

tion, or inquiry."
Sec. 3. This act shall take effect immediately.

OhaD. 253.—An act to amend the penal law, in relation to the manipulation of prices of
securities and conspiring movements to deceive the public.

[Became a law Apr. 10, 1913, with the approval of the governor
;
passed, three-flfths

being present.]

27(6 people of the Stale of New York, reprc-iciiled in senate and assembly, do
enact as follows:

Section 1. Article 86 of chapter 8S of the laws of 1909, entitled "An act pro-
viding for the punishment of crime, constituting chapter 40 of the consoli-

dated laws," is hereby amended by adding at the end a new section, to be section

953 thereof, to read as follows

:

" Sec 953. Manipiilation of prices of securities.—Any person who inflates,

depresses, or causes fluctuations in, or attempts to inflate, depress, or cause
fluctuations in, or combines or conspires with p.ny other person or persons to

inflate, depress, or cause fluctuations in the market prices of the stocks, bonds,

or other evidences of debt of a corporation, company, or association, or of an
issue or any part of an issue of the stock, bonds, or evidence of debt of a cor-

poration, company, or association by means of pretended purchases and sales

thereof, or by any other fictitious transactions or devices for or on account of

such person or of any other person, or for or on account of the persons so com-

bining or conspiring, whereby either in whole or in part a simultaneous change

of ownership of or interest in such stocks, bonds, or evidences of debt, or of

such issue or part of an issue thereof, is not effected, is guilty of a felony, pun-
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ishab]e by a fine of not moi'e than $5,000 or by Imprisonment for not more than
two years, or by both.

"A pretended purchase or Siile of any such stocks, bonds, or other evidences
of debt whereby, in whole or in part, no simultaneous change of ownership or
interest therein is effected, shall be prima facie evidence of the violation of
this section by the person or persons taking part in the transaction of such pre-
tended purchase or sale."

Sec. 2. This act shall take effect immediately.

Chap. 475.—An act to amend the penal law, In relation to false representation con-
cerning securities.

-

[Became a law May 9, 1913, with the approval of the governor
;
passed, three-flfths being

present.]

The people of the State of 2\'vw York, represented in aenate and assembly, do
enact as foUoios:

Section 1. Article 86 of chnpter S8 of the laws of 1909. entitled "An act pro-

viding for the punishment of crime, constituting chapter 40 of the consolidated
laws," is hereby amended by adding at the end a new section, to be section 952
thereof, to read as follo\-\ s :

"Sec. 952. Fiil>:c statement or adrcrtisiinent «.s to seeimties.—Any person,

who, with intent to deceive, makes, issues, or publishes, or causes to be made,
issued, or published, any statement or advertisement as to the value or as to

facts affecting the value of the stocks, bonds, or other evidences of debt of a
corporation, company, or association, (jr as to the financial condition of facts
affecting the financial condition of any corporation, company, or association

which has issued, is issuing, or is about to issue stocks, bonds, or other evi-

dences of debt, and who knows, or has reasonable ground to believe that any
material representation, prediction, or promise made in such statement or adver-
tisement is false, is guilty of a felony, punishable by a fine of not more than
$5,000 or by imprisonment for not more than three years, or by both."

Sec. 2. This act shall take effect immediately.

Chap. 476.—An act to amend the penal law, in relation to reporting or publishing
fictitious transactions in securities.

[Became a law May 9, 1913, with the approval of the governor
; passed, three-fifths being

present.]

The people of the State of Yeio York, represented in senate and assembly, do
enact as follon^s:

Section 1. Article 86 of chajiter 88 of the laws of 1909, entitled "An act pro-

viding for the punishment of crime, constituting chapter 40 of the consolidated
laws," is heieby amended by adding.' at the end a new section, to be section 951

thereof, to read as follows:
" Sec 951. Rcpoitinr/ or piiWishiny fictitious transactions in securities.—

A

person who, with intent to decei^•e, reports or publishes, or causes to be reported
or published, as a purchase or sale of the stocks, bonds, or other evidences of

debt of a corporation, company, or association, any transaction therein whereby
no actual change of ownership or interest is effected is guilty of a felony,

punishable by a fine of not more than $5,000 or by imprisonment for not more
than two years, or by both."

Sec. 2. This act shall take effect immediately.

Chap. 477.—An act to amend the penal law, in relation to discriminations by exchanges
or the memiiers thereof.

[Became a law May 9, 1913, with the approval of the governor
; passed, three-fifths being

present.]

The people of the State of New York, represented in senate and assemMy, do

enact as folloxos:

Section 1. Article 40 of chapter 88 of the laws of 1909, entitled "An act pro-

viding for the punishment of crime, constituting chapter 40 of the consolidated
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it^H^n 'L^'^l''^^
amended by adding at tlie end thereof a new s=ection, to besection 444, to read as follows:

"Sec. 4U.Discri),ihiii1ians by exchanges or memlicrx.So exchange, volun-
tary iissociation, or corporation, heretofore or hereafter formed or organized,
tor the purpose of nftording to its members or to others facilities for dealing
or trading in stoclis, bon,l^?, or other securities, or in commodities, shall make
or enforce iiiiy by-law, rule, regulation, resolution, or agreement the purpose or
result of which shall be to forbid or prevent the members of such exchange,
voluntary asssociation, or corporation from dealing, at the regular rates of com-
mission, with or for the members of any other exchange, voluntary association
or corporation formed or organized for lilie purposes, nor shall any such ex-
change, voluntary association, or corporation penalize or discipline or attempt
to penalize or discipline its members, or any of them, for an infraction of any
such liy-law, rule, regultition, resolution, or agreement. Any corporation violat-
ing any of the foregoing provisions and any person participating in the acts
herein forbidden to be done by any exchange, voluntary association, or corpora-
tion, and any member of any such exchange, voluntary association, or corpora-
tion refusing to deal with or for any customer as" above provided, on the
ground that said customer is a member of some other excLange. voluntary
association, or corporation of like character, is guilty of a misdemeanor."

Sec. 2. This act shall take effect September 3, 1913.

Chap. 500.—An act to amend the penal law, in relation to transactions by brokers after
Insolvency and in the hypothecation of customers' securities.

[Became a law May 14, 191.'!, with the approval of the governor; passed, three-flftha
being present.]

The people of the State of New York, represented in senate and asscmVly, Ao
enact as follows:

Section 1. Article SO of chapter 88 of the laws of 1909. entitled "An act pro-
viding for the punishment of crime, constituting chapter 40 ot the consolidated
laws," is hereby amended by adding at the end thereof twcj new sections, to be
sections 955 and 956, to read as follows

:

" Sec. OG.'"!. Tiiinnnctiiin.i litj brokers after insolvency.—A person engaged in

the business of purchasing and selling as broker stocks, bonds, or other evi-

dences of debt of corporations, comjianies, or assosciations who. knowing that

he is insolvent, accepts or receives from a customer ignorant of such broker's

insolvency money, stoclis, bonds, or other evidences of debt belonging to the

customer otherwise than in liquidation of. or as security for. an existing in-

debtedness, and who thereby causes the customer to lose, in whole or in part,

such money, stocks, bonds, or other evidences of debt, is guilty of a felony

punishable by a fine of not more than $5,000 or by imprisonment for not more
than two years, or b,^- both. A person shall be deemed insolvent within the

meaning of this section whenever the aggregate of his property shall not, at a

fair valuation, be sufficient in amount to pay his debts.

"Sec. 956. Hypothecation of customers' securities.—A person engaged in the

business of purchasing and selling as a broker stocks, bonds, or other evidences

of debt of corporations, companies, or associations, who
" 1. Having in his possession, for safe-keeping or otherwise, stocks, bonds, or

other evidences of debt of a corporation, company, or association belonging to

a customer, without having any Hen thereon or any special property therein,

pledges or disposes thereof without such customer's consent; or
" 2. Having in his possession stocks, bonds, or other evidences of debt of a

corporation, company, or association belonging to a customer on which he has
a lien for indebtedness due to him by the customer, pledges the same for more
than the amount due to hiin thereon, or otherwise disposes thereof for his own
benefit, without the customer's consent, and without having in his possession

or subject to his control, stocks, bonds, or other evidences of debt of the kind
and amount to which the customer is then entitled, for delivery to him upon
his demand therefor and tender of the amount due thereon, and thereby causes

the customer to lose, in whole or in part, such stocks, bonds, or other evidences

of debt, or the value thereof,
" Is guilty of a felony, punishable by a fine of not more than .$5,000 or by

imprisonment for not more than two years, or by both.
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" Every member of a firm of brokers, who eitlier does, or consents or assents
to the doing of any act which by the provisions of this or the last preceding sec-

tion is made a felony, shall be guilty thereof."

Sec. 2. This act shall take effect immediately.

Chap. 592.—Au act to amend the penal law, in relation to trading by brokers against
customers' orders.

[Became a law May 17, 1913, with the apporval of the governor
;
passed, three-flfths

being present.]

27(6 people of the State of New York, represented in senate and assemMy, do
enact as follows:

Section 1. Article 86 of chapter SS of the laws of 1909, entitled "An act

providing for the punishment of crime, constituting chapter 40 of the consoli-

dated laws," is hereby amended by adding at the end a new section, to be sec-

tion 954 thereof, to read as follows:
" Sec. 954. Trading 6y hrokers against custome's' orders.—A broker, who,

being employed by a customer to buy and carry upon margin the stocks, bonds, or

other evidences of debt of a corporation, company, or association, while acting

as broker for such customer in respect of such stocks, bonds, or other evidences
of debt, sells for his own account the same kind or issue of stocks, bonds, or

other evidences of debt of such corporation, company, or association, with intent

to trade against the customers' order, or, who, being employed by a customer
to sell the stocks, bonds, or other evidences of debt of a corporation, company, or
association, while acting as broker for such customer in respect to the sale of

such stocks, bonds, or other evidences of debt, purchases for his own account the
same kind or issue of stocl^s, bonds, or other evidences of debt of such corpora-
tion, company, or association, with intent to trade against the customers' order,

is guilty of a felony, punishable by a fine of not more than $5,000, or by impris-
onment for not more than one year, or by both. Every member of a firm of

brokers, who either does, or consents or assents to the doing of any act which
by the provisions of this section is made a felony, shall be guilty of a violation
thereof."

Sec. 2. This act shall take effect immediately.

Chap. 593.—An act to amend the penal law in relation to the delivery to customers ol
memorandum of transactions by brokers.

[Became a law May 17, 1913, with the approval of the governor ; passed, three-flfth»
being present.]

The people of the State of Neio Vorl;, represented in senate and assembly,
do enact as follows:

Section 1. Article 86 of chapter 88 of the laws. of 1909, entitled "An act

providing for the punishment of crime constituting chapter 40 of the consoli-

dated laws," is hereby amended by adding at the end thereof a new section,

to be section 957, to read as follows

:

" Sec 957. Delivery to customers of meinoranda of transactions 6{/ brokers.—
A person engaged in the business of purchasing or selling as brokers' stocks,

bonds, and other evidences of debt of corporations, companies, or associations
shall deliver to each customer on whose behalf a purchase or sale of such
securities is made by him a statement or memorandum of such purchase or

sale, a description of the securities purchased or sold, the name of the person,

firm, or corporation from whom such securities were purchased or to which
the same were sold, and the day. and the hours between which, the transaction
took place. A broker who refuses to deliver such statement or memorandum
to a customer within 24 hours after a written demand therefor, or who delivers

a statement or memorandum which is false in any material respect, is guilty

of a misdemeanor, punishable by a fine of not more than $500, or imprisonment
for not more than one year, or both."

Sec. 2. This act shall take effect September 1st, 1913.
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EXHIBIT C.

BRIEF ON BEHALF OF THE NEW YORK STOCK EXCHANGE AT THE MONET-
TRUST INVESTIGATION.

Thp resolution of the House of Represeutatives, No. 504, under which the
committee is acting, contains among its recitals one to the effect that it has
been charged that certain groups of financiers are " enabled to use the funds
and property of the great national banks and other moneyed corporations in
the leading money centers to control the security and commodity markets;
to regulate the interest rates for money; to create, avert, and compose panics;
to dominate the >few York Stock Exchange and the various clearing-house
associations throughout the country, and through such associations and by
reason of their aforesaid control over the aforesaid railroads, industrial cor-
porations, and moneyed institutions, and others, and in other ways resulting
therefrom have wielded a power over the business, commerce, credits, and
finances of the country that is despotic and perilous and Is daily becoming
more perilous to the public welfare." The resolution authorizes the committee
to investigate and inquire into each of the matters recited in the preamble,
and among other things to inquire into and investigate whether and to what
extent. ' (j) The management and operations of the New York Stock Ex-
change and the New York Clearing House Association are, or may be, directly
or indirectly, dominated, controlled, or otherwise affected by any individuals
or groups of individuals who control or are influential in directing the use or
deposit of the funds of national banks in the city of New York, or of interstate
railway or industrial corporations, or life insurance companies, and the rela-

tions that the New York Stock Exchange and the New York Clearing House
bear to such individuals and groups of individuals and to their financial trans-
actions, and to our commercial and financial systems and to interstate and
foreign commerce; (7c) Any individual, firm, or corporation, or any one or more
groups of such Individuals, firms, or corporations, may or can afCect the se-

curity markets of the country through the New York Stock Exchange, or can
create, avert, or compose panics by the control of the use and disposition of
moneys In the banks and other moneyed or other corporations that are con-
trolled by such individual, firm, or corporation, or by other means."

These, we believe, are the only parts of the resolution under which the com-
mittee is acting that refer to the New York Stock Exchange.
The inquiry, so far as the New York Stock Exchange is concerned, has taken

a range far beyond the specific questions formulated by the resolution. It

could not have been broader if everything pertaining to the constitution, govern-
ment and management of the exchange, and the conduct of its members and
their reations to whoever has dealings with them had been involved. This
Is our excuse for discussing the subject so comprehensively. If the only mat-
ter for consideration was whether any group of financiers or individuals domi-
nates in any degree the exchange, or through it the security markets of the
country, we should not have deemed it necessary to request the privilege of

submitting a brief.

Statement.

The New York Stock Exchange is a voluntary unincorporated association
consisting of 1,100 members. It may be sued in the name of its president or
treasurer, as may any other voluntary unincorporated association, under the
provisions of the New York Code of Civil Procedure. The object of the asso-
ciation, as stated in its constitution, is " to furnish exchange rooms and other
facilities for the convenient transaction of their business by its members as
brokers; -to maintain high standards of commercial honor and integrity among
its members, and to promote and inculcate just and equitable principles of trade
and business."
The exc'iauge owns tlip stock of (he Stock Exchange Ruilding Co., which

owns the building popularly known iis the stock exchange. It also owns the
securities of the New York Quotiition Co.. which operates a ticker service,

and supplies quotations to members of the exchange at their offices south of
Chambers Street. The principal sources of its income nre the dues paid by its

members, the amounts received from the New York Quotation Co. and from the
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Western Union Telegraph Co. for its quotations, and fees charged 1)y it upon
the listing of stocks and bonds.
The building company leases to the exchange the rooms and otHces it uses.
The quotations to which we have referred are the quotations of tran.sactions

upon the floor of the exchange collected by its employees as the transactions
occur, and immediately transmitted to the operators of the New York Quotation
Co. and the Western Union Telegraph Co., by whom, respectively, they are
sent out over their tickers. The Western Union Telegraph Co. furnishes the
quotations to members of the exchange iu the city of New York north of
Chambers >Street, to such other persons and corporations in the city of New
York as are approved by the exchange, and to its patrons in other cities in

the State of New York and elsewhere. It is prohibited from furnishing the
quotations to any person, firm, or coriioration engaged in a bucket shop busi-

ness.

The exchange ilues no business unless the matters to which we ha\e referred
are considered to constitute " doing business."
The exchange is not open to the public, no one being allowed to trade on its

floor except its own members. All transactions on the floor are transactions
between members, who contract in their own names, whether for themselves or
on behalf of undisclosed principals. The only people who buy or sell, or trans-

act any other business, on the floor of the exchange are its members acting for

themselves or others.

There are certain rules of the exchange that affect the contracts which may
be entered into between brokers and their principals. In the main, however,
the relations between members and their customers do not come within the cog-

nizance of the exchange so long as there is no violation of equitable principles

of trade.

Whether a customer who gives an order to purchase stock is to pay for it in

full, or to pay part of the purchase price, borrowing the balance from the
broker and leaving the stock with him as security; whether, and to what
extent, the broker may pladge the stock so left with him to secure the money
he advances to the customer; whether a customer who orders a broker to sell

stock has already furnished him with the stock to make delivery, or is to fur-

nish him with the stock before the date of delivery, or depends upon the broker

to pnx'ure for his accoimt the stock with which to make delivery, are all

matters that depend upon the contract or arrangement between the broker
;ind his customer. When one broker sells stock to another he does not know
whether the purchasing broker is purchasing tlie stock on margin, or for a

i-'.istomer who has paid for it outright, or for his own account. A broker who
buys from another broker does not know whether the selling broker is selling

the stock short, or on his own account, or for the account of- a customer. A
purchase made for a margin account or a short sale is, to all outward appear-

ances, so far lis the seller in one case, or the buyer in the other cai^e. ib con-

cerned, ,iust like any other purchase or sale.

Just as the exchange has no direct concern with the contr;icts between
brokers and their principals, so long as there is no violation of equitable

principles of trade, it hns no direct concern with the terms upon which members
borrow money from banks to carry their customers' accoupts. or with the

collateral pled,£;ed to secure' the money so borrowed. These are matters that

are worked out between the lending banks and the borrowing brokers.

The rules of the exchange absolutely require that all transactions upon the

floor shall be real transactions; and that every contract to purchase nr sell

shall contemplate actual delivery of the security, and shall be followed by such

delivery. The rules do not countenance trading in differences. The usual and

regular contract calls for payment and delivery upon the day following the

contract. (Constitution, p. 46.)

The only securities dealt in upon tbe exchange are those that hnw been

admitted to the stock list by the officials of the exchange, who have the jiower

at any time to strike a security from the list, or to suspend dealings in a

security upon the floor. Members of the exchange, elsewhere than upon the

floor of the exchange, may deal in unlisted securities as freely as anyone else.

The number of issues of stock listed on the e.whange is .5.''i5. and the number

of bond issues 1,026. The number of issues listed is very small in comparison

with the total number of issues of corporations throughout the country, though

the aggregate amount of securities listed bears a very mucli higher jn'oportion

to the aggregate amount of all securities, the listed issues including many
great issues and comparatively few that are small.
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The listing of a security is au assurance that there has been a compliance
with the requirements preliminary to listing.

In the early days of the exchange the requirements for the listing of a
security were of minor importance; but they have been gradually made more
and more stringent. The purpose of the requirements is the protection of those
who trade in securities listed upon the exchange.

Every coiijoration applying to list securities must agree not to dispose of
its interests in any constituent company without the consent of its stock-
holders, and to publish at least ouce in each year, and submit to its stock-
holders at least 15 days in advance of its annual meeting, a detailed statement
of its physical and financial condition ; an income account covering the previous
fiscal year; a balance .sheet shoviing assets and liabilities at the end of the
year; and au income account and balance sheet of all its subsidiary companies.
A railroad company must state, among other things, the location and route of
its road; its total mileage' and character of its property; contemplated exten-
sions; total equipment; mortgage liens; other indebtedness or liabilities; its

various issues of securities and application of proceeds; its income account
for the last preceding year ; and a balance sheet. Similar requirements are
imposed with respect to the listing of railroad bonds and the securities of other
corporations. There must also be furnished the resolution of stockholders
and directors authorizing the issue; opinion of counsel as to the legality of
the issue; the report of a duly qualified engineer covering the actual physical
condition of the property as of recent date; and other documents bearing upon
the validity of the issue, and the properties which it represents or upon which
it is a lien.

Since 1868 30 days' notice of a proposed increase in the capital stock of a
company must be given to the exchange before such increase may be admitted
to dealings.

Securities are not listed until the ownership has become distributed and
diversified. Whenever the great bulk of any security has been absorbed by a
single interest the security is stricken from the list.

Throughout this brief our use of the term " securities " includes stocks.

Gov. Hughes, of New York, appointed a commission in December, 1908, of

which Mr. Horace White was chairman, to ascertain what changed, if any,
were advisable in the laws of the State bearing on speculation in securities and
commodities, or relating to the protection of investors, or with regard to the
instrumentalities and organizations used in dealing in securities and com-
modities which are the subject of speculation. This commission, after an ex-

haustive study of the subject, made its report in June, 1909.

Among the principal conclusions of the commission were

:

(1) Purchasing securities on margin is as legitimate a transaction as the
purchase of any other property in which part payment is deferred.

(2) "Short sales" are perfectly legitimate and of substantial advantage to

the community.
(3) The stock exchange clearing house is essential to enable the exchange to

do its necessary and legitimate business.

(4) The stock exchange, under its present organization; that is, unincor-
porated, is a more potent instrument for the accomplishment of good than it

would be if incorporated.

(5) The statute excepting call loans, secured by warehouse receipts; bills of
lading, bills of exchange, and other negotiable instruments, from the operation
of the usury laws operates beneficially, and its repeal is inadvisable.

(6) The efforts of the stock exchange to control the distribution of its

quotations were fully approved, and legislature enabling it more effectually to

prevent these quotations from being transmitted to bucket shops were recom-
monded.
The report contained a number of suggestions and recommendations.
It is suggested that brokers discourage speculation upon small margins, and

that the exchange use its influence and, if necessary, its power to prevent mem-
bers from soliciting and accepting business as a general thing on a less margin
that 20 per cent. The exchange has not taken any action upon this recom-
mendation', for the reason that it has deemed that such a rigid rule would
unduly eliminate the element of personal credit, and for the further reason
that, as stated by the commission itself, " the amount of credit which one per-

son may extend to another is a dangerous subject on which to legislate."

Another suggestion related to the regulation of pyramiding, but this was not

practical.
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ilanipulMtiou was discussed in the report. The impossibility of preventing
it altogether was recognized ; one form of it was held to be justifiable, and it

was suggested that the forms of it which were condemned might be prevented
through the exercise l-y the exchange of its influence and authority over its

members. The \iew« of the exchange upon the subject of manipulation are set

out below.
The report recommended that the exchange adopt a rule conferring upon

the governing committee power to decide when a corner exists and to fix a set-

tlement price. This recommendation the exchange has not acted upon, and it

has not appeared to be urgent. There have been only two corners in many
years. The last was the Northern Pacific corner in 1901.
A further recommendation was that the books and accounts of the members

should be subjected to periodic examination and inspection by the exchange.
The exchange has not adopted this recommendation further than to authorize
its law committee to examine into the dealings of any member. There is

naturally great opposition on the part of the members to such inquisitorial

scrutiny and disclosure of their affairs, which they jealously regard as private
and confidential.

The report stated the existing law as to the hypothecation of securities by
brokers, and recommended that the legislature adopt a stiitute making the
wrongful disposition of a customer's securities larcency. This was a recom-
mendation addressed to the legislature for its action.

It was recommended that the rule forbidding any member to deal or carry
an account for a clerk or employee of another member be extended to prevent
dealing for account of any clerk or subordinate employee of any bank; trust

company, insurance company, or other moneyed corporation or bank, and the
exchange promptly adopted the reccm\mendution and amended the rule accord-
ingly.

Another recommendation was the ."ibolition of the imlisted department of the
exchange, and that recommendation has been carried out. In connection with
that recommendation the suggestion was made that the exchange should adopt
methods to compel the filing of frequent statements of the financial condition of

the companies whose securities are listed, including balance sheets and income
and expense accounts, which should be open to public examination under proper
rules and regulations, and that in future applications for listing the considera-
tion for capital stock issued should be stated. As to these latter suggestions
we call attention to the requirements for listing, from which we have quoted
at considerable length above. Copies of applications for listing are given to

the press and are widely disseminated, and all documents filed by applicants

are open to inspection at the oflBces of the exchange. To require the filing with
the exchange of frequent statements scarcely seems necessary in view of the

detailed statements that are widely published and distributed to stockholders

by nearly all the companies whose securities are listed, and such publications

as Poor's Manual, Moody's Manual, and the Financial Chronicle, which are

readily accessible in brokers' offices and elsewhere to those who desire the

information that such, statements would furnish.

The report recommended the enactment of a statute with respect to false

reports of transactions made by brokers to customers, which the legislature has

not as yet adopted.
A valuable recommendation related to the unit in trading. The languige of

the report was :
" The exchange should insist that all trading be done on the

basis of a reasonably small unit, say, 100 shares of stock or $1,000 of bonds,

but should not permit the offers of such lots or bids for such lots to be ignores

by traders offering or bidding for larger amounts. The practice now permitted

by allowing bids and offers for large amounts, all or none, assists the manipu-

lation of prices." The exchange ndofited these suggestions in an elaborate sys-

tem of rules found on pages 7G et seq. of the constitution. The scheme of these

rules may be shown by a quotation :
" If a bid is made for a larger lot of stock

above the price at which smaller lots are offered, or if a transaction is made in

a larger lot above the price in which smaller lots are offered, such bidder or

buyer shall be compelled to buy any or all of the smaller lots which were pub-

licly offered at the time at the lower price up to the amoimt of the bid for the

larger lot." This system of rules, of which the one quoted is part, is drastic

and of great effect in preventing manipulation of prices.

The report recommended that the clearing sheets sent by members to the

clearing house be retained instead of being returned to the members at the end

of each week. The exchange considers that these sheets are the property of its
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members, sent in to the clearing house for a particular purpose, and that the
owners are entitled to them when that purpose has been accomplished. The
sheets are only transcripts from the members' books, which are permanent
records of the transactions. For these reasons it has not adopted this sug-
gestion.

A further recommendation was that branch oflBces of broilers should be abol-
ished or effectively regulated. The exchange has not as yet seen its way clear
to altogether abolish them. It has, however, taken firm measures for the
effective regulation of such offices and the elimination of their objectionable
features.

A further recommendation was that a statute be adopted making misleading
advertisements criminal, but the legislature has not yet adopted that recom-
mendation.

The New York Stock Exchange is not concerned in interstate or foreign com-
merce, nor do its operations in any respect come within the sphere of Federal
jurisdiction. (Hopkins v. United States, 171 U. S., 578; and Anderson v United
States, 171 U. S., 604.)

(a) The first of these cases was a case brought by the United States against
the members of a voluntary unincorporated association known as the Kansas
City Live Stock Exchange. The purpose of the action was to obtain the dissolu-

tion of the exchange and to perpetually enjoin the members from entering
into, or from continuing in, any combination of a like character. The rules of
the exchange prescribed the minimum rates to be charged by its members for
belling live stock; prohibited the members from employing, any agent or
solicitor, except upon a stipulated salary not contingent on the commission
earned ; limited the number of solicitors that might be employed

;
prohibited

the members from sending prepaid telegrams or telephone messages giving
current quotations; and also provided that no member of the exchange should
transact business with any person violating any of the rules or regulations
of the exchange or with an expelled or suspended member. It appeared that
substantially all the business transacted in receiving, buying, selling, and
handling live stock at Kansas City was carried on by the members of the
exchange as commission merchants, and that great quantities of this live stock
was shipped from other States and was sold at the stock yards to various pack-
ing houses, and for shipment to other States.

Mr. Justice Peckham, in delivering the opinion of the court, said

:

"As set forth in the record, the main facts are that the defendants have
entered into a voluntary association for the purpose of thereby the better con-

ducting their business, and that after they entered into such association they
still continued their individual business in full competition with each other,

and that the association itself, as an association, does no business whatever,
but is simply a means by and through which the individual members who have
become thus associated are the better enabled to transact their business; to

maintain and uphold a proper T\ay of doing it; and to create the means for
preserving business integrity in the transaction of the business itself. The
business of defendants is primarily and substantially the buying and selling,

in their character as commission merchants, at the stock yards in Kansas City,

live stock which has been consigned to some of them for the purpose of sale,

and the rendering of an account of the proceeds arising therefrom. The sale

or purchase of live stock as commission merchants at Kansas City is the busi-

ness done, and its character is not altered because the larger proportion of

the purchases and sales may be of live stock sent into the State from other

States or from the Territories. * * *

* * * The by-laws of the exchange relate to the business of its members
who are commission merchants at Kansas City, and some of these by-laws, it is

claimed by the Government, are in violation of the act of Congress, because

they are in restraint of that business which is in truth interstate commerce.
I'hat one of the by-laws which relates to the commissions to be charged for

selling the various kinds of stock, is particularly cited as a violation of the

act. * * * The commission agent in selling the cattle for their owner
simply aids him in finding a market; but the facilities thus .nfforded the owner
by the agent are not of such a nature as to thereby make that agent an indi-

vidual engaged in interstate commerce, nor is his agreement with others engaged
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In the same business, as to the terms upon whicli they would provide these
facilities, rendered void as a contract in restraint of that commerce. * * *

* * * If charges of the nature described do not amount to a regulation
of iuterstute trnde or commerce, * « * jt would for a like reason seem
clear that agreements relating to the amounts of such charges among those
who furnish the privileges or facilities are not in restraint of that kind of

trade. * * *
li

:,. - > rj.jjjg services of members of different stock and produce exchanges
throughout the country, in effecting sales of the articles they deal in, are of a

similar nature. Members of the New York Stock Exchange buy and sell shares
of stock of railroads and otlier corporations, and the property represented by
such shares of stock is situated all over the country. Is a broker whose princi-

pal lives outside of New York State, and who sends him the shares of stock or

the bonds df a corporation created and doing business in another State, for sale,

engaged in interstate commerce? If he is employed to purchase stock or bonds
in a like corporation under the same circumstances, is he then engaged in the
business of interstate commerce? It may, perhaps, be answered that stocks or

bonds are not commodities, and that dealers therein are not engaged in com-
merce. \Miether it is an answer to the question need not be considered, for we
will take the case of the New York Produce Exchange. Is a member of that
body to whom a cargo of grain is consigned from a western State to be sold

engaged in interstate commerce when he performs the service of selling the
article upon its arrival In New York and transmitting the proceeds of the sale

less his commission? Is a New Orleans cotton broker who is a member of the
cotton exchange of th:it city, and who receives consignments of cotton from
different States and sells them on 'change in New Orleans and accounts to his

consignors for the proceeds of such sales, less his commission, engaged in inter-

state commerce? Is the character of the business altered in either case by the
fact that the broicer has advanced moneys to the owner of the article and taken
a mortgage thereon as his security? We understand we are in these queries
assuming substantially the same facts as those which are contained in the case
before us, and if these defendants are engaged in interstate commerce because
of their services In the sale of cattle which may come from other States, then
the same must be said in regard to the members of the other exchanges above
referred to. We think it would be an entirely novel view of the situation if all

the members of these different exchanges throughout the country were to be
regarded as engaged in interstate commerce, because they sell things for their
principals which come from States different from the one in which the exchange
is situated and the sale made.

" The theory upon which we think the by-law or agreement regarding commis-
sions is not a violation of the statute operates also in the case of the other
provisions of the by-laws. The answer in regard to all objections is, the defend-
ants are not engaged in interstate commerce."
Anderson v. United States (171 U. S., 604) was another case brought by the

United States under the Sherman Act, the purpose of the action being the disso-

lution of the Traders' Live Stock Exchange, an unincorporated association. TLo
members of the exchange were not commission merchants as in the Hopkins
case, but traders. The rules of the exchange provided that it would not recog-

nize any yard trader unless he was a member of the exchange; that two or

more parties trading together as partners must both be members of the ex-

change ; that no member of the exchange should employ any person to buy or

sell cattle unless such person held a certificate of membership in the exchange;
and that no member of the exchange should be allowed to pay any other buyer
or salesman any sum of money as a fee for buying cattle from, or selling to, a
party not a member of the exchange. Jlr. Justice Peckham in delivering the
opinion of the Supreme Court said

:

" In the view we take of this case we are not called upon to decide whether
the defendants are or are not engaged in interstate commerce, because if it be
conceded they are so engaged, the agreement as evidenced by the by-laws is not
one in restraint of that trade, nor is there any combination to monopolize or
attempt to monopolize such trade within the meaning of the act. * * *

" From veiy early times it has been the custom for men engaged In the occu-
pation of buying and selling articles of a similar nature at any particular place

to associate themselves together. The object of the association has in many
cases been to provide for the ready transactions of the business of the asso-

ciates by obtaining a general headquarters for its conduct, and thus to insure

a quick and certain market for the sale or purchase of the article dealt in.
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Another purpose has been to provide a standard of business integrity among
the members by adopting rules for just and fair dealing among them and en-

forcing the same by penalties for their violation. The agreements have been
voluntary, and the penalties have been enforced under the supervision and by
members of the association. The preamble adopted by the association in this

case shows the ostensible purpose of its formation. It was not formed for

pecuniary profits, and a careful perusal of the whole agreement fails,, as we
think, to show that its purpose was other than as stated in the preamble. In
other words, we think that the rules adopted do not contradict the expressed
purpose of the preamble, and that the result naturally to be expected from an
enforcement of the rules would not directly, if at all, affect interstate trade and
commerce," * * *

In Ware & Leland v. Mobile County (209 U. S., 405) it w.ns held that con-

tracts for sales of cotton for future delivery, which do not obligate interstate

shipments, were not sub,1ects of interstate commerce, and that brokers in Mobile
taking orders for the purchase and sale of cotton for future delivery to be exe-

cuted upon the New York and New Orleans Cotton Exchanges were not engaged
in interstate commerce.

In New Tork ex rel. Hatch v. Reardon (204 V. S., 152) the Supreme Court
passed upon the question whether the stock-transfer tax of New York was or

was not a burden upon interstate commerce. Speaking of a sale m.irde in the

State of New York of stock in the Southern Railway Co. and of stock in the
Chicago, Milwaukee & St. Paul Railroad Co., the court said: "There is not a
shadow of a ground " for calling these transactions interstate commerce
(p. 161).

(&) It follows from these cases that Congress has no power with respect to

the matters affecting directly or remotely the exchange concerning which testi-

mony was elicited; for instance, as to whether such a body as the exchange
should be incorporated; the number of its members; the minimum rate of com-
mission: the rules governing the members and their transactions on the ex-

change; the exercise of its disciplinary powers over members; the listing of

securities and the striking of securities from the list; marginal purchases;
manipulation; and short sales. All these matters are clearly beyond the prov-
ince and jurisdiction of Congress.

(c) The agreement between the exchange and the Western Union Telegraph
Co., under which the telegraph company may not deliver quotations to members
of the exchange at their offices south of Chambers Street, but may deliver such
quotations to members in the city of New York north of Chambers Street, and
to any nonmembers of the exchange in the city of New York if approved by the
exchange, and to persons outside the city of New York provided they are not
engaged in conducting bucket shops, is not an arrangement that restrains inter-

state commerce or any other sort of commerce. The exchange, as the ov/uer
of quotations, prescribes the persons to whom the public-service corporations
transmitting the quotations may deliver them. The right exercised by the ex-
change is similar to the right exercised by everyone who sends a telegraph
message.

In Board of Trade r. Christie Grain & Stock Co. (198 U. S.. 236), the Chi-
cago Board of Trade sought successfully to enjoin certain of the defendants from
obtaining and using its quotations. The plaintiff's quotations were furnished to
a telegraph company under an arrangement very similar to the arrangement be-
tween the exchange and the Western Union Telegraph Co., the telegraph company
agreeing not to furnish them to any bucket shop or place where they might be
used as a basis for bets or illegal contracts. The Supreme Court said as to the
Tiaiiii that this arrangement was in restraint of trade (p. 252) : "But so far as
these contracts limit the communication of what the plaintifC might have
refrained from communicating to any one. there is no monopoly or attempt at
monopoly, and no contract in restraint of trade, either under the statute or
at common law,"

In the case of the Commercial Telegram Co. v. Smith (47 Hun, 494), the
claim was made that the stock exchange had no right to exclude the Commercial
Telegram Co. from the privilege of collecting quotations on its floor for trans-
mission to outsiders. This was held to be*erroneous. Mr. Justice Van Brunt,
writing the opinion of the court, said (pps. 505 and 507) :

" The claim that the stock exchange has no right to exclude the Commercial
Telegram Co. from its floor upon the groimd of public policy evidently proceeds
upon an entirely erroneous theory. The exchange is a private association

;

30578—14 46
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it has the right to admit to its floor whom its pleases; it obtains nothing fron
the State except that protection which the law affords to every citizen ; it ha
sought no special privilege and obtained no special powers. It is, therefore
just as much the master of its own business and of the method of conductini
the same as any private individual within the State. It may make public th<

transactions which occur within its walls or it may refuse all information ii

respect thereto. Xo matter which course is pursued, so long as it violates m
law it has a right to conduct its business as it pleases. * * * xhe Nev
York Stock Exchange has asked nothing from the people of the State, excep
that which is granted to every citizen; it has no special privileges under thi

law, it has no special rights, and the people therefore have no right to inter

fere in the transaction of its business to any greater extent than they have ii

that of any individual."
In Wilson, as president of the Consolidated Exchange, v. Smith (18 N. Y

State Rep., 78), Mr. Justice Brown said at pages 84, 85:
" The New York Stock Exchange is not a corporation ; it is a voluntary asso

elation of Individuals engaged in business as brokers in stocks, bonds, an(

other securities.
" It is not the outgrowth of any public demand, serves no public interest, hai

sought no special privileges or power, and has asked and obtained nothin!

from the State, except that protection which the law affords every citizen anc

exists solely for the purpose of affording its members facilities for the transac
tion of their individual business. * * *

" In the exercise of its ordinary functions it does not usually engage in an;

business except such as are incidental to the furnishing proper and convenien
facilities to its members. It is not interested in the business transacted be
tween its members, and makes no sales or purchases of any securities dealt ii

within its walls, and is under no oblisation to acquire any information as t(

any transactions taking place there, or to ascertain the prices of any securitiei

therein bought or sold.

"In all this there is plainly no public service, and in accomplishing th(

object and purpose of its organzation no public duty. * * * So that in al

business transactions on the floor of the exchange between its members there

is no public service and no piiblic duty, and no obligation rests upon any ol

the members of the exchange to make known any of the details of their trans
actions with other members, and that with respect to sales of bonds, stocks

and securites there is the same immunity from public inspection as exists ii

all branches of mercantile business. * * *

"The exchange as an association stands in no dffierent relation to the public

in respect to their transactions than do individual members. Whatever it

does, it does by their dii'ection. Its acts express simply the will of the ma^
jority. If there is any public duty growing out of the business of dealing ir

stocks and bonds the obligation is greater upon the broker who sells than or

the exchange. The exchange is but the agent of its members; whatever infer

mation it possesses it holds in trust for its members
; yet any member maj

refuse to make public his sales or purchases. How, then, can the exchange
be compelled to make public that member's business which he has a right to

keep private? * * * (p. 87).
" So long as he violates no law and does not interfere with the reciprocal

rights of others every man may do what he will with hs own; he may engage

in any lawful business or occupation, and he may sell his own goods or refuse

to sell to whomsoever he chooses. The obligation of the stock exchange with

reference to the transactions between its members, arising from the fact that

it collects and sells the quotations, can be no greater than the obligations resting

on any other merchant to make known the price of his goods."
(d) The provisions of the constitution of the exchange to the effect that the

proceeds of the transfer of a membership shall be applied first to the payment
of debts due to fellow members are not in conflict with the provisions or policy

of the bankruptcy acts. Hyde v. Woods (94 U. S., 523) dealt with the provi-

sions of the constitution of the San Francisco Stock and Exchange Board, a

voluntary association. The constitution of the board provided that "in sales

of seats for account of delinquent qiembers the proceeds shall be applied to the

beneflt of the members of this board exclusive of outside creditors, unless there

shall be a balance after payment of the claims of members in full." The Su-

preme Court said with respect to article 15, page 525

:

" There is no reason why the stock board should not make membership sub-

ject to the rule in question unless it be that it is a violation of some statute oi
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Of Kome principle of public policy. It does not violate the provision of tlie

bankrupt law against preference of creditors, for such a preference is only
void when made within four mouths previous to the commencement of the
banla-upt proceedings. Neither the bankrupt law nor any principle of morals is

violated by this provision so far as we can see. A se^it in this board is not a
matter of absolute imrchase. Though we hiive said it is proijerty, it is incum-
bere'l with couditions when purchase*! without which it could not be obtained.
It ne\'er was free from the conditions of article 15, neither when Fenn bought
nor at any time before or since. That rule entered into and became an inci-

dent of the property when it was created and remains a part of it, into whose
hands soever it may come. As the creators of this right—this property—took
nothing from any mn.u's creditors when they created it, no wrong was done to

any creditor by the imposition of this condition." * * *

" It is said that it is against the policy of the bankrupt law—against public

policy—to permit a man to make in this or any other manner a standing or
perpetual appropriation of his property to the prejudice of his general creditors;

and that it is to this point that the numerous authorities of counsel are cited.

They all, however, relate to cases where a man has done this with property
which was his own—property on which he himself imposed the direction or

the incumbrance which impeded creditors.
" It is quite different where a man takes property, by purchase or otherwise,

which is subject to that direction or disposition when he receives it. It is no
act of his which imposes the burden. It was imposed by those who had a right

to do it and to make it an accompaniment of any title which they give to It."

II.

The organisation and constitution of the exchange are admirably adapted
to facilitate the convenient transaction of the business of its members, to pre-

vent lorong, and to maintain high standards of commercial honor and integrity.

The constitution declares that the object of the exchange " shall be to

burnish exchange rooms and other facilities for the convenient transaction of
their business by its members as brokers, to maintain high standards of com-
mercial honor and integrity among its members, and to promote and inculcate

just and equitable principles of trade and business."

The governing committee has always been composed of men of experience and
high standing. It consists of 40 members, 10 of whom are elected every year.

The reelection of its members has been the rule, to retain the benefits of their

knowledge and experience and assure courage and continuity in the policies of

the management. A more stable and efficient form of government could not be
devised.

Article XVII, section 2, provides that " a member adjudged * * * to be
guilty of fraud or of fraudulent acts shall be expelled." Section 6 of the same
article provides that "a member who shall be adjudged * * * guilty * * *

of any conduct or proceeding inconsistent with just and equitable principles of

trade may be suspended or expelled " ; section 7, that a member may be required
to submit to the governing committee or to any standing committee such por-

tion of his books or papers as are material to any matter under investigation

;

und section 8, that a member may be suspended for any act determined to be
contrary to the interests or welfare of the exchange.
Puts and calls are prohibited (p. 48).
Fictitious transactions are forbidden (p. 48), and this prohibition includes

" matched " orders and " wash " sales.

Resolutions of March 30, 1910 (pp. 76 to 79), provide that "all bids and
offers on larger lots shall be considered to be for any part thereof in lots of
100 shares or of multiples thereof," so that any man who offers to buy or sell

a larger block of stock must take and pay for, or must sell and deliver, smaller
blocks which are offered at lower prices or bid for at higher prices.

By Article XI, section 1, provision Is made for the arbitration of disputes
between members ; by Article XXX for Immediate settlement of disagreements
over the terms of a contract; and by Article XI, section 1, paragraph 10, for

the determination of questions arising upon the settlement of contracts, and
practically for the prompt disposition of every question which might embarrass
the expeditious transaction of business.

Any member who fails to comply with his contracts or is insolvent is .it once
automatically suspended. (Art. XVI.)
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Members are forbidden to take or carry speculative accounts in which a cler
of the exchange, or of a member of the exchange, or of a banlj, trust compani
banlier, or insurance company is directly or indirectly Interested, unless th

written consent of the employer has been first obtained (p. 84).
Every member of the exchange is required to use due diligence to learn th

essential facts relating to every account accepted by himself, or by his cler!;

or representatives (p. 84).
If any customer of a member chooses to bring before the arbitration coa

mittee a claim agninst a member the member is bound by the award of tha
committee. Any comiJlaint of .nlleged wrongdoing asserted by a nomuembe
against a member of the exchange is promptly dealt with by the appropriat
committee.
These are onlj- a few among the body of rules which has been established a

the result of long experience and serious thought. We believe that no bette

system of rules could have been devised. They are a growth, and reflect th

best efforts of the governors to accomplish the objects of the exchange as ex

pressed in its constitution with due regard to changing conditions. They regu
late a business of vast dimensions and grent complexity, and that they shouli

not obstruct it in any of its legitimate phases is the essential thing. They ma;
not prevent some sporadic transactions and operations that can not be justi

tied, but no system of rules can be devised that will do so. The most that cai

be expected is that they go as far in that direction as is consistent -with thi

free and unobstructed transaction of legitimate buisness.

The rules making acts contrary to .iust and equitable principles of trade i

ground for expulsion enable the exchange to hold its members to a standard o

business integrity far higher than the law does or could require. A membe:
may be expelled for doing that which, according to the standard of the mos
honorable of his own business associates, is deemed contrary to fair dealing

irrespective of the question whether or not it amounts at law to fraud oi

positive wrongdoing. ^ He may be ]iunish5d for reckless and unbusinesslikt

conduct, and even for errors of judgment. In all his transactions he has ti

conform to a standard which the law does not undertake to prescribe. What
ever he does has to be in accordance with " just and equitable principles o:

trade "—a standard unknown to any system of law. Whether any particulai

act of his violates those principles is determined, not by an outside body ol

laymen like a jury and the application of technical rules of evidence, but by s

select body of members of the exchange chosen to uphold just and fair dealing

who ascertain the facts with businesslike directness, and who are empowerec
1o expel, which is the ruin of a man's career as a broker, or to suspend, whicl
is a deep humiliation. These rules are an illustration of the disciplinary eflB

ciency of the exchange.
The rules requiring the completion of any sale and purchase on the exchange

by actual delivery and payment on the day after the transaction and prohibiting

fictitious transactions. " matched " orders, and " wash " sales, are illustrations

of the provisions juade to assure that every purchase and sale shall be a real

and geuTiine transaction, aiany think that thiit is as far as rules can go in

fixing the regularity of purchases and sales. The region beyond is the region

of the motives of men, and how far regulation can extend into that region, if

at nil, without obstructing legitimate business, is one of the most difficult of

problems. But the efBcacy of the existing rules, providing that every trans-

action shall be a real and genuine purchase and sale, in assuring the legiti-

macy of the great bulk of the busine.ss transacted on the exchange is unques-
tionable.

In the conduct of this mass of Ijusiness there is seldom a dispute between the

contracting parties which is not immediately settled through the instrumentali-
ties of the exchange without resort to litigation. There is no business commu-
nity in which the obligations of good faith and fair dealing are observed more
strictly than by the members of the exchange. This is proverbial. The repu-

diation of a coutia'-'t is practically unknown. Every day thousands of transac-

tions involving millions of money are closed without a hitch. That anything
else could happen on the exchange is almost inconceivable to its member.s. A
body which has develo]ied such a high sense of honor among its members must
be sound in its principles and administration.
The fidelity of the members of the exchange to their customers is attested by

the fact that, notwithstanding the unusual risks and temptations of the busi-

ness, only 78 failures have occurred in the last 13 years, or 6 a year. Thus
the annual ratio of members who failed during that period to the total mem-
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bership was slightly more tban one-half of 1 per cent; and half of those who
failed settled with their creditors. It seems scarcely ijrobable that any rules
could be devised to produce a better showing.
Without further argument or illustration- w*e feel that we are thoroughly

justified in asserting that the constitution, government, and administration of the
exchange are sound and efficient. They are not perfect; no human things are.
They may be criticized, which is also the fate of all things human. That they
should be denounced is intolerably unfair and unjust. We can only assume that
there is room for improvement ; but that is a work to be undertaken calmly and
deliberately, and with a full appreciation of the fact that great interests are
at stake which will not bear rough or arbitrary treatment, and of the fact that
capable, experienced, and high-minded men have been long at work on what
problems there are seeking to solve them wisely and sanely. Any other process
of change and improvement is fraught with grave dangers. It is too often the
case with legislative remedies, originating in excitement and agitation, that
they produce just the opposite effect to what was expected and make things
worse than they were. The history of legislation more than bears out the truth
of this statement.

III.

No good purpose would be accoinpUshed by the incurporaiion of the exchange.
On the contrary, the auhntitutloii of public control for the control exercised by
the exchange over its members would be detrimental to the public interest. To
force incorporation would be unjust.

We beg to refer the committee to the portions of the report of the Hughes
commission and of the statement of the officials of the exchange submitted to

the commission that bear on that subject.

(1) The principal arugment for incorporation is that a business of the volume
and public importance of the business transacted upon the exchange should be
subject to public regulation and control ; that incorporation would involve such
public regulation and control ; and that thereby certain evils supposed to re-

sult from, or to be incidental to, dealings in stocks on the exchange would be
prevented or dismissed.
Let us analyze these propositions. It is easy to talk about incorporation and

what it would accomplish ; about public regulation and its virtues ; but what is

Incorporation and what is public regulation? What agencies do they bring into
play to supplant those now in force? What is gained or lost? A calm consid-
eration of these questions is necessary if they are to be settled on their merits
rather than by mere clamor.

(1) What is Incorporation?
The exchange is now a voluntary association of men engaged in the business

of buying and selling stocks and other securities on their own account and as
brokers for others, and who deal with each other. They formed this associa-
tion as a convenience for themselves in dealing with each other. They admit to
it whom they see fit and deem proper associates. No one has a right to be ad-
mitted any more than a man has a right to force himself into an ordinary part-
nership. It is rather a startling proposition that such a body can be coerced
into turning itself into a corporation, if anything can be startling in these days
when the average man devotes such time as he can spare from denouncing the
shortcomings of public authorities to urging the extension of their powers and
activities. But let us suppose that it can be done. What follows? The Cotton
Exchange and the Produce Exchange are incorporated. The public, however,
exercises no control over the business conducted upon these exchanges; and as
such they are substantially as free from public regulation as the stock exchange,
or as the Consolidated Exchange, which is also unincorporated. Their charters
define the purposes for which they are incorporated and the powers they may
exercise for the accomplishment of those purposes. So long as they do not ex-

ceed the powers which their charters confer upon them they are the sole judges
of the manner in which these powers shall be exercised ; and their acts done in

the exercifee of these powers are not subject to review by the courts or by any
other public authority. (People ex rel. Johnson v. New York Produce Ex-
change, 149 N. Y., 401 ; Haebler v. New York Produce Exchange, 149 N. Y., 414.

)

Hence incorporation of the same kind as the cotton and produce exchanges
would accomplish nothing, so far as public regulation is concerned. Let us pui--

sue this a little further.

Following the precedent of the incorporated exchanges mentioned the charter
of the stock exchan^^ would declare its purposes and invest it with the powers
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necessary to cai-ry them out. Among these powers would be the power to make
by-laws governing the transaction of business on the exchange, and the power
to discipline its members for conduct in violation of the rules or the law. It
would be the discretion of the exchange that would govern in the exercise of
these powers, iind no court or public official could interfere with the exercise of
that discretion unless a power was abused or trangressed. No new power of di-
rection, contiol, and government would be introduced by incorporation on this
model, which is the model of the law as it exists to-day. Evidently then some-
thing more is intended by the advocates of further control or regulation.

(2) What then is public control or regulation, and what does it involve?
(a) It may be assumed that one element is that the legislature will take a

hand in framing the rules for the conduct of the business, and particularly in
prohibiting specific acts and piactices, such as, for instance, improper manipu-
lation.

But incorporation is not necessary to the enactment and enforcement of such
prohibitions. Jlembers of the exchange are just as amenable to the laws of the
land as other persons, and a prohibited act is just as unlawful on the exchange
as anywhere else. If, for instance, the legislature succeeds in defining improper
manipulatLon and enacts a law prohibiting it, that law is just as applicable to

transactions on the exchange as a voluntary association as it could be if it were
incorporated. Incorporation is not necessary to make such a law, or any other
general law, applicable to transactions on the exchange. Hence the necessity of

regulation which can be accomplished by such general laws is not an argument
for incorporation. There are such general laws in force, and no one ever
dreamed that they were not applicable to transactions on the exchange because
it was not incorporated.
As to framing the delicate and intricate rules for the conduct of the business

on the exchange, which is the fittest body, a legislature changing from year to

year, or the go^'erning committee of the exchange, composed of men having an
intimate knowledge of the business, selected for their ability, experience, and
character, and deeply interested in its orderly conduct and the reputation of the

exchange? That question answers itself.

(&) We assume that another element of this public control and regulation is

supervision by some State authority of the transactions on the exchange, of the

disciplining of members, and of their solvency. This would require a small army
of paid inspectors and accountants. As the exchange does not buy or sell, it

has no records. The only records of the daily transactions on the exchange are

the books and papers of the members. The transactions are constant and In-

numerable. Is there to be a body of public officials constantly examining the

books and papers of hundreds of brokers to ascertain whether they have been
guilty of violations of the rules or the law for the purpose of initiating dis-

cipline or legal proceedings? Such a system of espionage is impracticable, and
if it were not impracticable it would be intolerable.

The same is true of the examination of the books of hundreds of brokers to

ascertain their solvency from day to day. If such a thing were practicable,

what occasion is there for it considering the small percentage of failures which
occurs, as has been shown? That it is not practicable is obvious to any
sensible man. Surely it is not necessary for us to show that there is no analogy
between such conditions and the periodical examination of banks by examiners.

Public regulation and control of the exchange when analyzed is without any

substance. It is something without any useful purpose, practicability, or

meaning. As a cure for any evils that exist It is without efficiency or merit.

The demand for it, however honest, has no real foundation, and serves only

to mislead and create prejudice and distrust. The last thing thought of is to

define it as a specific measure that can be put In operation to accomplish spe-

cific results; and until that is done it is not entitled to serious consideration.

So far it has not been done, and the blind faith in it is part and parcel of the

current belief that whatever there is of wrong or evil in business Is curable

somehow or other by the intervention of the State.

(3) Incorporation has in it the seeds of demoralization. We firmly believe

that its probable consequences will be the debasement of the exchange instead

of the reform of evils, which, if they exist at all in any real sense, are grossly

exaggerated.
There are various directions in which incorporation is more than likely to be

baleful.

(o) A vital function of the exchange is the exercise of its disciplinary power

over its members, which has to be taken in connection with the standard of
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conduct it imiwses and enforces. That standard is, as we have seen, that the
conduct of its members in their transactions must conform to just and equi-
table principles of trade. A private association may impose such a standard
upon its members, though it is higher than the standard prescribed by law.
The exchange enforces its own rules and standards through its governing com-
mittee. Written charges are preferred, the member is given an opportunity
to answer, and then there is a full hearing before the governing committee,
at which the member is present to give his own version of the facts. When a
member is expelled or suspended the penalty becomes operative immediately,
and the courts do not interfere if it appears that the charge concerns a viola-
tion of an existing rule, that there is evidence to support it, and that the gov-
erning committee acts in good faith in its determinaion.

In White v. Brownell (2 Daily, 329) Mr. Justice Van Vorst said:
"As this association is not organized in pursuance of any statute, nor the

terms of membership fixed by the principle of the common law, it follows that
the agreement which the members make among themselves on the subject must
establish and determine the rights of the parties on the subject. The consti-
tution of the association and its laws agreed upon by the members contains
all the stipulations of the parties and is the law which should govern. * * *

No person is entitled to membership in the open board of brokers except he is

approved by the appropriate committee, voted for by the board, and shall agree
to, adopt, and affix his name to the constitution, and having done this each mem-
ber should stand by this contract. * * *

" The court must regard the constitution and laws of this board as the con-
tract by which all the members are bound. The court can not make any other
contract for the parties than they have solemnly made for themselves."

" Such an organization may prescribe the conditions upon which persons will

be admitted to membership, as well as the conditions upon which the continu-
ance of membership will depend. * * * Voluntary bodies of this kind will

be held to the fair and honest administration of the ruies which are in force
when any proceeding is instituted against a member; but where a member is

expelled in conformity with the rules, and the proceedings are regular and in
good faith, it is final, and no judicial tribunal can interfere." (See, also, Lewis
V. Wilson, 121 N. Y., 284; Neukirch v. Keppler, 56 App. Dlv., 225 (affirmed
without opinion by the Court of Appeals, 174 N. Y., 509) : Young r. E?,mes, 78
App. Div., 229 (affirmed by the Court of Appeals without opinion, 181 N. Y.,

542).
It is a remarkable fact, testifying to the ability and high character of the

governing committee, that its action in expelling or suspending a member has
always been sustained by the courts.

If the exchange were incorporated would its charter provide for a judicial

review on the merits of the determinations of the governing committee expelling
or suspending a member? If it did not, how long would it be before its

charter was amended to include such a provision? It is easy to realize the
sentimental force of an agitation for such a provision industriously worked
up by men under charges, or who had been expelled. One can hear the appeal
that n man should not be deprived of his membership without his day in a
court of law. The issue of such an appeal is not doubtful.
A judicial review would inevitably sap the disciplinary power of its vitality.

Every case would be taken into court, and injunctions and stays of proceedings
would stop the execution of the determination of the governing committee until
the last court of review was through with the case. That would take two or
three years, and in the meantime the member would continue his activities on
the exchange. Then there is no comparison between the competency of the
governing committee as a tr'bunal to try such cases, with its experience and
intimate knowledge of the business and its appreciation of the effect of the
acts with which the member is charged, and the competency of the ordinary
judge without that experience, knowledge, and appreciation. If the court dif-

fered with the governing committee the member would retain his membership,
though his L-jnduct had been condemned by his associates. Discipline could
not possibly be maintained under such conditions. Moreover the inevitable
tendency of this power of review by the courts would be to substitute the stand-

ards of the law for the more stringent standards of the exchange. " Just and
equitable principles of trade " would come to be what the courts declared them
to be, and the analogies that the courts would apply would be derived from
that body of legal rules which defines what acts are wrongful in the sense that
they are a sufficient basis for an action for the recovery of damages. The ex-

change applies the layman's view of what are just and equitable principles of
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trade, and is governed more by moral tlian strictly legal considerations. There
is a wide difference in such matters between what is just from the point of view
of honorable conduct and what is just from the point of view of legal rights.

A man may have a real grievance against another in a business matter without
there being the slightest violation of his legal rights. It is on this principle
that members of the exchange have been punished by expulsion or suspension
for acts contrary to the morals of business, but without any taint in them of

wrong in a legal sense.

These are the reasons for our statement that a full judicial review of the
disciplinary judgments of the goveiuing committee would lower the whole tone
of the exchange and radically Impair its standard of just, equitable, and honest
dealing. Any movement which deteriorates its standards is inimical to the
public interests to a degree commensurate with the vast dealings of which it is

tlie center and with the function it performs.
(6) Judicial review is also inappropriate with respect to the listing of

securities and striking securities from the list. Those are matters that are
now entirely subject to determination by a highly qualified committee of the

exchange. The questions they involve are of a business and not a legal char-

acter, and require for their determination sound business judgment rather
than the judicial cast of mind or legal methods. Imagine a judicial tribunal

taking evidence as to whether a security should be listed or stricken from the

list and then deciding the matter as a legal question. The function of a judge
is to apply the law of the land to disputes between parties over their legal

rights. It is not his function to determine what are proper securities to be
dealt in on a stock exchange. And if it be suggested that this function should
be conferred, not upon the courts, but upon State officials, who will maintain
that they would be more competent to decide such questions than the members
of a committee of the exchange selected because of their standing, experience,

and qualifications? Who would prefer, as to such a matter, the judgment of

State officials who come and go to that of men whose qualifications are those

of genuine experts?
(c) The comprehensive objection to incorporation is that it converts a self-

governing body into one subject to external control in all the ramifications of

its functions and operations. Responsibility is weakened by the commingling"
of internal and external authority, and responsibility is essential to integrity

and efficiency. It is not the case of a trust relation involving money or prop-

erty, like a bank or insurance company, with respect to which regulation has
a distinct function and use. State control of a body like the exchange inev-

itably impairs its own responsibility for the conditions which exist at any
time. Divided between two rcf^ulatlve powers or authorities it is bound to he
weak and inefficient.

Moreover, with incorporation the element of permanence will disappear.

Every year there will be efforts to amend the charter inspired by every sort

of motive, good and bad. The exchange is peculiarly a target for such attacks.

It is sure to be continually embroiled with proposed legislation and distracted

by legislation that has been enaoteil. Jlembers as well as nonmembers with
.grievances, however imaginary or the result of their own negligence or im-

prudence, will rush to the legislature with amendments to still more enfeeble

its government. These are the conditions which will prevail beyond any sort

of doubt, and they will surely weaken its government and eliminate from it

many of the strong and able men who devote their time and energy to it out of

a spirit of true devotion to its be.'=it interests. The office of governor will cease

to be the honor that it is; the membership of the governing committee will

be less constant, and the administration of the affairs of the exchange, assailed

and harassed by outside interference, must sink to lower levels.

(d) There is not the excuse for State control that the business done on the

exchange Is a monopoly.
Tli.ere is no monopoly if securities are marketable though not listed upon the

exchange. That tbey are appears quite clearly from the testimony of Mr. Ma-
bon (pp. 372-373, 405-406) and Mr. Pomroy (pp. 489, 492, 494, 496), which is

confirmed by the fact that the number of corporations in the United States is

upward of 272,000 ; that the aggregate amount of the stock of these corporations

is $58,000,000,000; that their bond issues aggregate $30,000,000,000; and that

there are listed on the exchange 550 issues of stock, having an aggregate par

s-alue of $13,000,000,000 and 1,028 issues of bonds having an aggregate par valw'
of $13,000,000,000. Thus it is evident that stocks and bonds can be and are sold

to an enormous extent elsewhere than upon the exchange.
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Any well-known stock can be readily disposed of and money borrowed upon
it althoufjli not listed on the exchange. Transactions in such stocks take place
all the time in great volume elsewhere. Brokers interested in piirticular stocks
are known to other brokers, and there is no trouble whatever in finding a
market through them for nonlisted stocks. Bonds are dealt in outside the ex-

change to an amount exceeding manyfold the tninsactions in bonds upon its

floor.

Bankers, brokers, and dealers, not the exchange, are the essential mediums
of the purchase and sale of securities. In the case of inactive securities the
machinery of private sale through brokers is fully sutficient to bring buyers and
sellers together readily and without inconvenience. In the case of a security

that is active—that is to say, where there are many people constantly offering

to sell and offering to buy, so that the trading is in large volume—the facilities

afforded by the exchange are a great convenience in bringing buyers and sellers

together, but they are not indispensable. If the security is not listed on the
exchange the buyers and sellers or their brokers will find a common meeting
place elsewhere.

Listing upon the exchange imparts to a security a peculiar value not because
such listing is essential to its marketability or availability as collateral, but
because it makes it more acceptable to those to whom it is offered for sale or as
collateral. It is more acceptable because the listing implies that it meets the
requirements prescribed by the exchange, because the exchange has built up a
great and enviable reputation, and because a great proportion of the people who
purchase and sell securities deal through members of the exchange owing to the
standing which membership gives.

These circumstances, however, do not imply that the exchange is an exclusive
market.

(4) To coerce the stock exchange to accept incorporation would be unjust.

It has " asked and obtained nothing from the State except that protection which
the law affords to every citizen." (Wilson v. Smith, 18 N. Y. State Rep., 78.)

As a voluntary association for the transaction of business by its members under
its rules it was formed more than three-quarter of a century ago and has since

grown and developed without contravening any law of the State or any princi-

ple of public policy. Membership has come to have a large pecuniary \'alue and
represents a considerable investment by every member. For many years the
consideration for a seat has ranged between $50,000 and $90,000. Every mem-
ber has made this investment in the exchange as a self-governing voluntary
association and in the expectation that it would continue to control and manage
its own affairs. The State can not by a direct enactment incorporate the ex-
change without the consent of its members, because any such enactment would
be unconstitutional. To accomplish that result indirectly through coercion and
in disregard of the wishes of its members, if that can be done as it seems to be
assvimed it can be, would be a radical interference with their rights and privi-
leges existing under the sanction of the law, the pecuniary consequences of which
they will have to bear. The conversion of membership in this voluntary asso-
ciation, based on a contract which the State can not alter or impair, into mem-
bership in a corporation under a charter subject in every detail to the plenary
legislative power of the State would be followed by an enormous shrinkage in
its pecuniary value. Is that just? To ask this question is to answer it. It is
confiscation pure and simple.

(5) We assert that no regulation whatsoever is within the power of Congress.
But we are far from asserting that the State is without any power of regula-
tion. That the State may legislate with respect to transactions, such as im-
proper manipulation, is unquestionable. How effectively it can legislate as to
such matters is another question.- Hopes and expectations in that direction are
apt to be in the inverse ratio of accurate knowledge and experience. It is a
regulation interfering with and diminishing the responsible self-government of
the exchange that we argue against as detrimental in an incalculable degree as
well to thij interests of the public as to those of the exchange. There is no
justification for the assertion that that government is or has been blind, sordid,
or uniutelligent. The history of the exchange as a whole is conclusive evidence
to the coutrarj-. It would not stand at the head of the exchanges of the world
if those had been its characteristics. It is in the nature of things that there
should have been sporadic evils: but an institution is to be judged by its normal
conditions and not by abnormal incidents. Due allowance is to be made, so far
as the abnormal is concerned, for the patent difliculty of framing regulations
that avoid on the one hand, being too oppressive, and. on the other hand, defy
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evasion aud circumvention ; and the better course is to trust to measures being
finally worked out to prevent them from within rather than to arbitrarily and
impetuously impose them from without. The wise man will find more hope in
what the governing committee can accomplish than in drastic emergency legis-

lation.

IV.

Speculation.—The fact that a considerable volume of the transactions on the
exchange is speculative in character is not a just ground for criticising the ex-

change, its organization, or management.
We do not propose to discuss the general subject of speculation at length or in

detail. It is an old theme with economists, financiers, and moralists, and there
is nothing new to be said about It. Like all other activities on a large scale, it

has its good and its bad side, and all that is attainable is the correction of the
latter In so far as it can be accomplished without impairing its necessary,
useful, and beneficent function. That is the object of many of the rules of the
exchange to which we have referred, and the only practical question is whether
it is blamable for not having gone far enough In that direction, and if it is,

whther the most effective cure Is not to be found in action by the exchange. A
few general observations may not be amiss to relieve the subject from miscon-
ceptions and exaggerations and the prejudices they engender. They will help,

at any rate, to substitute actual facts and conditions for general and undis-
crlmiiiating impressions.

In the year 1912 the par value of the stocks listed upon the exchange was
about $13,000,000,000, and the par value of the stocks bought and sold was
substantially the same. Thus, in the course of a year, the number of shares
of stock bought and sold was substantially the same as the number of shares
of stock listed.

The aggregate value of the bonds listed upon the exchange In 1912 was about
$13,000,000,000, and the total amount of bonds bought and sold was only
$674,000,000. Speculation in bonds on the exchange is therefore a negligible

quantity.
E\-en in the case of stocks in which the trading is quite extensive it does not

follow that the great bulk of the trading is of a speculative character. Tempo-
rary Investments and changes of investments account for a considerable volume
of dealings. It is also a well-known fact that there is a large volume of stocks

that are not transferred on the books of the companies issuing them, e\en In

the case of purchases for other than speculative purposes. Let us assume, how-
ever, that in the case of stocks which are bought and sold several times over in

the course of a year the bulk of the trading is of a speculative character. The
stocks that are the subject of such speculation may be the stocks of enterprises

yielding returns that fluctuate widely from year to year ; or they may represent

enterprises in process of development, the normal value of which for investment
purposes has not been fixed, and which, therefore, are traded in upon the busls

of their prospective value rather than their current value for investment pur-

poses.
Speculation in stocks, taken as a whole, is a process by which the risk of loss

and the chance of profit in corporate enterprises is divided up among the specu-

lative community during the period that elapses between the fioatlng of the

enterprises and the time when their securities attain a fixed and permanent
investment value.
The originators of a great many sound enterprises would be unable to carry

them, without assistance, until their securities attained a permanent investment

value, and they have to depend upon the fact that the"speculatlve community
is ready to carry all, or a part of, the securities over this period. As the securi-

ties become more and more stable they pass from less conservative to more
conservative hands, until at last most of them are held by permanent investors.

When comment is made upon the amount of money which is being constantly

loaned by the banks and others for the purposes of stock speculation, the greater

part of it being loaned upon call, the fact is too generally overlooked that this

money so loaned is to an appreciable extent the safe proportion of money em-

ployed in carrying enterprises of the country over the early period of their

development.
The speculators in stocks, who in the main make up the speculative com-

munity to which we have referred, trade in securities as merchants trade lu

commodities; that is to say, they buy in the expectation of selling at a higher

price for their profit, differing in this from investors, who look for their profit
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to the return from the securities in the shape of income. Trading iu stocks
and other securities as such Is just as legitimate as any mercantile business.
Ihe traders who base their transactions on the study of the properties repre-
sented by the securities in which they deal, and their knowledge of the inherent
value of the securities derived from such study, are usually the most con-
servative of the dealers in securities. The traders who look for quick profits
in slight changes of market prices arising from fluctuations in the condition
of the money market or other causes, which they watch closely with a trained
eye, carry on their operations through perfectly legitimate and lawful transac-
tions.

The tendency of the free play of speculation is to pro\ide a broad, open,
active market, and to keep the price of a security somewhere around its trae
\alue, at least somewhere around the average value put upon it by the judg-
ment of those who ore interested in it and have a knowledge of the facts
relating to it. A security is, of course, subject to constant fluctuations above
and below the true value; but the dealings of the speculators, who are disposed
to purchase whenever it falls below the true value and to sell whenever it goes
above, have a strong tendency to bring it back to and keep it around its true
value under existing conditions.
The elimination of speculation by law, if that were possible, would result

in periods of extraordinary inflation of jirices, followed by their rapid fall and
disastrous panics.

It is said that there is much speculation by peoiile who know nothing of in-
herent values and market conditions, and who do not apportion their com-
mitments to their resources. That will be true as long as human beings are
free agents. There may be safeguards against it, but there can not be absolute
prevention unless all speculation is sought to be prevented, which, as we have
feeu, is undesirable even if it were attainable. The difBculty in d.ealing with
this problem is that whether a particular transaction of a particular individual
is in fact legitimate speculation or not is known only to himself, for it depends
upon his study of the situation, the degree of his knowledge, the extent of his
resources in comparison with the risk that he undertakes, and other matters
that he alone can know. There is no way of discriminating by rules or regula-
tions between legitimate and reckless speculation, or of applying them if they
could be formulated, for the reason that general rules must deal with all men
alike, and not with the particular motives or condition of the Individual. The
matter may be put in this way : The right to buy and sell securities is just
as much an inherent right as the right to buy and sell any other commodity.
This right can be exercised unwisely and recklessly ; but there Is no way of
prescribing by law or rule that a right may be exercised wisely but may not be
exercised unwisely. The possession of the right carries with It the possi-

bility of its unwise exercise.

We close this discussion with a pertinent quotation from the convincing
and lucid article by Prof. Emery on " Should speculation be regulated by law?"
in the Journal of Accountancy, for April, 1908

:

" Speculation In securities is bound up in the closest way with the whole
matter of the investment of capital and the accumulating of the necessary
means for carrying out great Industrial enterprises. Just in so far as the
stock market has a speculative clientele, it becomes an open and broad market
and facilitates the disposal of great Issues of stocks and bonds which are
necessary for the carrying out of the Industrial undertakings of the present -age.

" The limitation of this broad market must invariably prove a hindrance In

the financing of the most legitimate enterprises, and all interference with the
freedom of speculation must inevitably lessen openness of the market. If we
attempt to secure the benefits, while restricting the evils of speculation, through
discriminating against certain kinds of transactions, we find it impossible to

really discriminate in any way according to the form of the transactions,

while, inevitably, by restricting the forms of commerce and of commercial
methods, we put a severe handicap upon entirely legitimate enterprise. There
is only one way in which speculation can be stopped altogether, and that is

by ghing up the system of private property and adopting the socialistic state.
" It will be seen then that speculation is not a product of stock and produce

exchanges. Speculation existed long before them, and it was only when specu-

lation from natural causes became more and more Important that men en-

gased chiefly in speculative trade formed organizations In order to adopt a

general system of rules for the conduct of such business.
" The real cause, then, of the modern exchange in modern speculation is to be
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the method of transiiortation and commuuication which have made the market
for staple commodities ;i world market, in which prices are determined by the
condition of supply and demand of many different sections separated by thou-
sands of miles.

" So far as speculation in stocks is concerned this has been the ine^'itable re-
sult of the enormous multiplication of securities, due to the extension of cor-
porate methods to business, which in itself is the result of huge modern enter-
prises demanding contributions of capital from a large number of small in-
vestors. The material progress of the last half century would have been Im-
possible without such investment. Such investment would have been impossible
without the multiplication of such securities of varying values, and the multi-
plication of such securities inevitably brings about speculation.

" Speculation, even on the part of the public, with all its evils, has a very
important beneficial effect. Unless the public speculates to some extent the
market will not only be very restricted but will be in consequence much more
open to manipulation. The bigger and broader the market the less chances
there are for ' rigging ' prices. It may seem a very high price to pay for the open
market that the speculative spirit should continue on the part of the public, but
it would be a mis^take to suppose that speculation can be confined to a few
great operators and still offer the benefit which the present market gives.

" From a study of the effects of speculation and the effects of all suggested
methods of controlling it, the conclusion is almost irresistible : that legitimate
and illegitimate transactions are so closely bound together, and the whole
business of speculation is so closely connected with the interests of actual com-
merce, that any interference with the delicate machinery by the blundering
fingers of the law will diminish the beneficial elements of speculation without
effectively <iiminishing its evils."

Manijjuluiion.

Manipulation is a term which in itself has a sinister implication. It is ap-
plied to a mass of transactions which differ in their purpose and nature, with
the result that this sinister implication of the term subjects them to wholesale
condemnation. It has been so emphasized as to create the impression that it

';!omprehends a \:it~t mass of the transactions on the exchange. This Is as un-
just as it is prejudicial. It is to this loose use of words and phrases that the
deplorable tendency of the times to heap undiscriminating obloquy on our im-

portant business and financial institutions is largely attribuable. It is neces-

sary, therefore, to differentiate the transactions to which the term is applied
in order to determine to which of them it is properly applied ; and then to differ-

entiate the transiictions to which it is properly applicable.

(a) Evidence was produced that the stocks of a few companies had been
bought and sold many times over in the' course of a single year. That fact may
be entirely due to speculation, with which we have dealt, and not at all to

manipulation in any proper sense of the term. Any activity of a stock from
purely natural causes tends to develop speculation, and particularly the form of

it which seeks to realize quick profits from slight changes in price. Arbitrage
dealings between New York and Uondon and other markets assume very large

proportions, traders buying in one market and selling in another in order' to

profit by slight differences in the prices prevailing in the different markets.
Stocks are daily bought in great quantities, to be sold quickly on slight vari-

ations of price. These transactions attain to a large volume : and are ac-

companied by comparatively few transfers on the books of the companies, as the

stock certificates indorsed in blank pass from hand to hand. Hence volume of

trading due to ordinary speculation is not to be confounded with manipulation,
or treated as manipulation in any sense. The fact is that the transactions for

Investment and for ordinary speculation comprehend the great bulk of the trans-

actions on the exchange.
(6) We will roughly define "manipulation," for the purposes of this argu-

ment, as the creation of activity in a stock, by buying and selling orders ema-
nating from the same man or group of men, to make a market fur the stock, or

to raise or lower its price in the expectation of a speculative profit. These are

the transactions of which we have said that their volume is a very minor

quantity as compared with the transactions for the purposes of iuvestnient or

ordinary speculation. The forms of manipulation as thus defined vary in

essential matters and require further analysis.
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(1) Siicli dealings in a new stoclc conducted in good faitli to malce a market
for It at Its true value, or what is believed to be its true value, are claimed by
eminent authorities to be legitimate and necessary.
This form of manipulation involves the execution of selling and purchasing

orders gi\en in the same interest under such conditions that the actual transfers
of title may be less than the apparent volume of transactions upon the floor.
Onejuew_ to tjtk e of it jA.tteLau^gasteil. in thc^ .CQiixae,o£,th£^jexajaiiiation_of
various witnesses i e.. that it represents a stock as active which is, in fact ,

iniicUve, ana mtu its purpose is to mislead in somewhat the same way as" amock auction^ TEe ottier view is that so long as the offers to buy and the"
<ni(bl's to sen areT)oua ncle offers which anvone who chooses mav accept, they
are;itcuiai inaications of market conditions; that is to say, of the nrice .it

^icn ine stock in question can be bought and sold.
The Hughes commission said of this form of manipulation :

" The first kind of manipulation has certain advantages, and when not accom-
panied by ' matched orders ' in unobjectionable per se. It is essential to the
organization and carrying through of Important enterprises, such as large cor-
porations, that the organizers should be able to raise the money necessary to
complete them. This can be done only by the sale of securities. Large blocks
of securities, such as are frequently issued by railroad and other companies,
can not be sold over the counter or directly to the ultimate investor, whose
confidence in them can, as a rule, be only gradually established. They must
therefore, If sold at all, be disposed of to some syndicate, who will in turn pass
them on to middlemen or speculators until, in the course of time, they find their
way into the boxes of investors. But prudent investors are not likely to be
induced to buy secvirities which are not regularly quoted on some exchange and
which they can not sell, or on which they can not borrow money at their
pleasure. Tf the sec-uri titis are really good and bids and offers bona fide, ojen
to all sellers and bu.yers, the operation is harmless^ It is merely_a method of

"

BriggtCg new investments into nnblic notice!"'
"The question whether such manipnlatiTiri i.g ipgitimjite in nnv particular case

mfisFTIeriend 'unon whether the transactions have a tendency to mislead. When
the persons conducting., the transactions contiue th(;iiisni"n!S lo Du.ying from and
^IIingT6^^[^BersJhanl^Smsels£&-thuS-Jurmshiiig.ji^ -those who- wish
to^TOy~orjcLseU,-:fflHjj-e_imahle. to^^_aay_3-ua^ for pi-itipi«ra Tf h(jw-

ever, they give out orders in such a way that transactions do not result in a

reajchange of ownership, although the otters to purchase and sell are made
iiTlhe open market, where anvhody is free to accept them and a ctual rlelivpry

hptweeiT~hrokprs is mp de. there is n question which is engaging the serious
Consideration of the exchange whether such transactions may not have a tend-

aiCT to mislead nnd„should not be treated as mrtiiiouij wlienfever memhe^-s "of

the exchange participate in them with knowledge of their true character.

(2) Another form of manipulation Is described by the Hughes commi ssion

as follows

:

" That which is designed to serve merely speculative purposes in the endeavor
to make a profit as the result of fluctuations which have been planned in

advance."
Of it the commission says:
" The second kind of manipulation mentioned is undoubtedly open to serious

criticism. It has for its object either the creation of high prices for particular

stocks, in order to draw in the public as buyers and to unload upon them the

holdings of the operators, or to depress the prices and induce the pulilic to sell.

There have been instances of gross and unjustiflable manipulation of securities,

as in the case of .\inericnn fee stock. While we have been unable to discover

any complete remedy short of abolishing the stock exchange itself, we are

convinced th:\t the exchange can prevent the worst forms of this evil by
exercising its influence and authority over the members to prevent them.

When continued manipulation exists it is patent to experienced observers."

This is one of the most difficult and complex problems with which the ex-

change has h;id to deal. It is vastly more complex than the description of it

seems to indicate. The plan or scheme which that form of manipulation in-

volves is most likely to be a plan or scheme of persons outside the exchange
over whom it has no jurisdiction, which is norked through orders to different

unconnected brokers that do not differ from the usual orders of customers
to their brokers. A broad prohibitive rule would have no efficacy in that case

because of the innocence of the brokers. The natural effect of any dealings

on a large scale is to produce ;i fluctuation in prices, and it is difficult to draw
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the line between an adjustment of buying and selling oi'ders, which constitutes
legitimate speculation, and such an adjustment which would bring the trans-
action as a whole within the definition of improper manipulation. The danger
of any rule to meet this form of manipulation, however carefully it may be
framed, is that it is likely to bring within its scope perfectly legitimate trans-
actions and thus curtail the usefulness of the exchange. So far the efforts
to frame a specific rule of that kind have not produced one which has com-
manded suflBcient approval to warrant its adoption. There has been a natural
and wise disinclination to enact a rule, in addition to the existing rules, to reach
a sporadic evil which would also continuously restrict legitimate dealings.
It is to be borne in mind that what there is of the evil is sporadic, and that
the officers of the exchange see it in its true proportion, which is very different

from the proportion popularly assigned to it through misinformation.
(c) Existing rules and practices of the exchange in restraint of manipulation

are:
First. The requirements of the listing committee that no stock shall be ad-

mitted to dealings upon the exchange until it has been sufficiently distributed

for an open market.
Second. The powers of the governing committee and the stock-list committee

to strike securities from the list or to suspend dealings in securities.

Third. The provision of the constitution prohibiting fictitious transactions,

including "matched" orders and "wash" sales.

Fourth. The rule, in its present form, was adopted in 1910 pursuant to the

suggestions of the Hughes commission, and provides (pp. 76-77) that "all

bids and ofCers on larger lots shall be considered to be for any part thereof

in lots of 100 shares or multiples thereof, and if a bid is made for a larger lot

of stock above the price at which smaller lots are offered, or if a transaction

is made in a larger lot above the price at which smaller lots are offered, such
bidder or buyer shall be compelled to buy any or all of the smaller lots which
were publicly offered at the time, at the lower price, up to the amount of the

bid for the larger lot " ; and similarly as to offers to sell.

These rules are rigidly enforced, and experience has demonstrated them- to

be an effective restraint on improper manipulation, though not to the point

of absolute prevention. They accomplish so much that they can not be ignored
and should not be belittled. They have eliminated improper manipulation on
any scale as a common practice. The problem now is to prevent even occa-

sional operations of the kind. In our judgment more dependence is to be
placed on the exchange itself working out a solution than upon any statute

that can be drawn.
The governing committee has been for some time past, and is now, consider-

ing the whole subject of manipulation to determine whether further prohibitory

rules and provisions with respect to it can be effectively framed.

VI.

Short sales.

We believe that much of the disapprobation with which the short selling of

stock is regarded by many people would be removed by a clear understanding
on their part of just what it is. Contracts for the sale of securities made on

the exchange contemplate the delivery of the securities and payment therefor

on the day subsequent to the day of the contract, and this is true whether the

sales are short sales or sales of securities in hand. A broker receives from
his principal an order to sell 100 shares of stock. In the execution of this order

he makes a contract to sell and deliver the stock, delivery to be made on the

following day, and payment in full to be made at the same time. In the

simplest case the customer has the stock and furnishes it to the broker before

the time for delivery under the contract of sale. In all other cases the sale

is a short sale.

The customer may be aw;iy from New York and his stock may be in a safe-

deposit box, to which access can not be obtained until his return. He may live

in London, so that many days will elapse before it can be delivered in New
York. It may be pledged in a bank, so that it can not be obtained until a loan

is paid off. He may not own the stock, but may be entitled to get it later under

a subscription contract or under writing agreement, or some other sort of

executory contract. Lastly, he may not own the stock or have any contract

entitling him to receive it, but may have made the sale because he knows that

he can buy the stock later, and believes that he can buy it at a lower price.
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In all these cases the broker provides the stock with which to make delivery
to the purchaser, and the customer sooner or later returns to the broker thp
amount of stock so advanced. He may do this as soon as he chooses; he musi
do it after reasonable notice from the broker so to do. He may furnish it from
shares that he has had all the time in his safe-deposit box, or that have reached
him from abroad, or that he has received under a contract, or that he has
bought since the sale.

The short sale in which the seller does not have the stock, but expects to
buy it later is the sort that is sometimes criticized. But the general view of
courts and economic writers is that it is entirely legitimate.
The Court of Appeals of New York says In Hurd v. Taylor, 181 N. T., 231

:

" The purchase of stocks throught a broker, though the party ordering such
purchase does not intend to hold the stocks as an investment, but expects the
broker to carry them for him with the design on the part of the purchaser to
sell again the stocks when their market value has enhanced Is, however specu-
lative, entirely legal. Equally so is a ' short ' sale, where the seller has not
the stock he assumes to sell but borrows it and expects to replace it when the
market value has declined."

In Bibb v. Allen (149 U. S., 481) the Supreme Court of the United! States
says:

" It is well settled that contracts for the future delivery of merchandise or
tangible property are not void, whether such property is in existence in the
hands of the seller or to be subsequently acquired."
The court quoted with approval the change of the trial court in Irwin v.

Williar (110 XJ. S., 499), which was in part as follows:
"A person may make a contract for the sale of personal property for future

delivery which he has not got. Merchants and traders often do this. A con-
tract for the sale of personal property which the vendor does not own or
possess, but expects to obtain by purchase or otherwise, is binding if an actual
transfer of property is contemplated."
The Hughes commission in its report said in reference to short selling

:

" We have been strongly urged to advise the prohibition or limitation of short
sales, not only on the theory that it is wrong to agree to sell what one does not
possess, but that such sales reduce the market price of the securities involved.
We do not think that it is wrong to agree to sell something that one does not
now possess but expects to obtain later. Contracts and agreements to sell and
deliver in the future property which one does not possess at the time of the
contract are common in all kinds of business. The man who has ' sold short

'

must some day buy lu order to return the stock which he has borrowed to make
the short sale. Short sellers endeavor to select times when prices seem high
in order to sell and times when prices seem low in order to buy, their action
in both cases serving to lessen advances and diminish declines of price. In
other words, short selling tends to produce steadiness in prices, which is an
advantage to the community. No other means of restricting unwarranted
marking up and down of prices has been suggested to us."

These views accord with the weight of authority among economists, and
their further elaboration Is unnecessary.

Legislation to limit the short selling of securities is undersirable and it would
be ineffective. Whenever the prices of securities reach a point where men be-
lieve that they can make a profit by selling them they will make such sales,
and no legislation can prevent them from so doing. Such legislation might
drive the business away; but the markets of Paris, Montreal, and, above all,

the Loudon market, would be open to it. As between the markets where short
selling is permitted and markets where it is prohibited, the former will be the
predominant markets and draw to themselves from the latter much of their
business and of the capital employed in it. This was the experience of Ger-
many in her attempts to prohibit short selling, and the same results would
follow from any similar attempt made here.

VII.

Bypotheoation.

It has been made a subject of criticism that the exchange has no rule regu-
lating the use by its members of the securities carried by them for their
customers.
The exchange has not undertaken in its constitution to set out the law of

principal and broker or to define the rights of a broker in respect to his cus-
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tomer's securities. The rights of the parties in respect to such matters are fixe

by the law of the land, and it would be impracticable to reproduce the rule

of which that law consists in the rules of the exchange.
The notion that the exchange has been remiss with respect to the dealings o

its members with the securities of their customers In pledging them to raise th

money with which to carry them for their customers is based upon a misconcej
tion of the relations of the exchange to those dealings. The transactions o

purchase and sale take place on the exchange and are governed by its rules

When they are completed and the stocks bought are delivered they are held b:

the broker for his customer. What he may then do with them is not a matte
which the exchange can determine, because it depends upon the terms of an;

arrangement he may have with the customer, or, in the absence of any sue
arrangement, upon his legal rights. The exchange has no knowledge of thos
arrangements, and no authority over the legal rights of the broker. Generall;

speaking, the legal right of the broker is to pledge tjie stocks for the amount hi

customer owes on them. There is authority for saying that he has the furthe
right to pledge the stocks of different customers in mass for a single loar

(Mayer v. Monzo, 151 App. Div., 866.) The customer may enlarge these rights

as is the usual course. Everything depends so much upon the arrangements an(

relations between the broker and his customer and what the course of dealinj

may have been between them that it is apparent that the exchange has bu
little, if any, power or opportunity of intervention or control.

If any member of the exchange, in dealing with the securities of his customer
is guilty of improper conduct he is. upon his discovery, subject to the penalt;

of expulsion under the rules which Have been already cited. The exchange cai

not act until the fact has been made\ known by a default or other disclosures

unless it employed a numerous body of examiners to continuously scrutinize thi

transactions of all of its active members, including 'their books and the securi

ties pledged for their loans; and, in addition, ascertained in some way or othej

what were the arrangements between the members and their customers. It li

obviously impracticable for the exchange to exercise such a function ; and ther(

is absolutely no occasion for it, as is demonstrated by the fact that tlie losses

from any misuse of securities compared with the total volume of the transac
tions are infinitesimal. The criticism of the exchange on this ground is withoui
any reasonable basis.

VIII.

Particular prolusions of the constitution and rules of the exchange.

(a) The minimum rate of commission.—The suggestion that this regulatior
is a restraint upon interstate commerce in violation of the Sherman Antitrust
Act is answered by the cases cited under Point I.

The exchange has fixed the rates to be charged by its members at what it

deems to be fair compensation. To permit its members to charge less than a
fair rate would result in secret rebates and concessions to large customers; and
might induce members, in the struggle for business, to offer concessions which
they could not afford. So far as the public is concerned it would tend to the
advantage of the large as against the small or occasional customer. The mem-
bers of the exchange, like members of the professions, compete for business with
one another by each one endeavoring to establish for himself a reputation for

business judgment, conservatism, and rectitude, and not by the commission they
charge.

(6) Limitiiiion of memherslHp.—Any criticism of the limitation of member-
ship to 1,100 would seem to be fanciful. If the membership is at any time not
suflBcient to trausnct the business, either the membership must be increased or

the business will go elsewhere. The membership has never in fact proved
insufficient.

(c) Tlie rule proIaMting mcmhers from 'belonging to other exchanges in the

city of New York which permit the trading in securities that are also dealt in

upon the exchange.—The sufficient reason for this rule is that the exchange
deems it reasonable and proper that its members should not belong to exchanges
that directly compete with it as markets for business. As its members enjoy
the benefit of the market it affords, each member should contribute his business
to that market rather than to a rival exchange.

{d) Relations to Consolidated Exchange.—The whole question as to the rela-

tions of the exchange to the Consolidated Exchange was involved in the case of
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Heim v. New York Stock Exchange, the opinion iu which hiis been handed to
the coimnittee. The court considered the rule prohibiting the members of the
exchange from transacting business for active members of the Consolidated
Exchange and held that it was entirely reasonable.

(e) Preference of 7neiiil}ers.—The rule of the exchange to the effect that upon
the insolvency of a member the proceeds of his membership shall be applied
first to the payment of debts due to other members is just and reasonable. The
value of each membership is in effect pledged by the member to his fellow
members to secure his performance of any obligations into which he may enter
with them. The purpose of this mutual pledge is to enable the members to deal
freely with each other. Business between the members is immensely facilitated
by the rule, because, without it, it would be -very diflBcult to maintain the other
rule whereby a member is bound to close a contract with the member who first

accepts his bid or offer ; that is to say, which prevents members from choosing
with whom they will trade among their fellow members. This system, which
takes away from the members of the exchange the right to select those with
whom they will contract, is necessary to the maintenance of an open market.

IX.

Striking securities from the stock lint.

The exchange was called upon in this investigation to furnish a list of all

the securities stricken off the list over a long period of years and the amount of

stock in each corporation stricken from the list that was at the time outstand-
ing in the hands of minority interests. The list furnished by the exchange
shows that the exchange never strikes a security from the list so long as a sub-
stantial proportion of the stock is outstanding in the hands of the public.

There is danger in allowing a stock to remain on the list when only a small
proportion of it is outstanding because of the temptation to ingenious manipu-
lation. For this reason the exchange refuses to list a security so long as the

greater part of it is owned by a single interest. The same reason requires that

it should be stricken from the list when only a small proportion remains In the

hands of the public. The testimony of IVIr. Mabon and Mr. Poniroy shows
further that the striking of securities from the list under these circumstances

works no injury to the minority holders. The exchangeability of this minority
interest under the terms of an agreement of consolidation or merger insures for

it an immediate market value for purposes of sale or for use as collateral

security; and, as has been shown, there is no difficulty either in selling a
security or in borrowing upon It outside of the exchange.

We submit that the evidence conclusively shows that the iiower to strike

securities from the list has not, In fact, been used so as to coerce the owners
of minority interests, and the composition of the governing committee- of the

exchange furnishes the strongest sort of guaranty that it will never be so

used.

X.

The New York Bank Note Co.

Representatives of the New York Bank Note Co. have been allowed to appear
as witnesses and have made the charge that the exchange, In refusing to list

the securities engraved by the New York Bank Note Co., Is actuated by the de-

sire to promote the Interests of the American Bank Note Co.

In a case which has long been pending In the Federal court in the southern

district of New York the same charge made by the New York Bank Note Co.

is denied by the exchange. The reasons of the refusal of the exchange to list

securities engraved by the New York Bank Note Co., as set out in its answer
to that sulti are as follows

:

" Since the organization of the New York Stock Exchange said exchange

has admitted to the list of securities that may be dealt In on the floor of the

exchange by Its members only such securities as said exchange has judged it

proper so to admit, and has required that issues of securities sought to be

listed upon the exchange should be engraved, and has made such requirements

in respect to the engraving thereof as In the judgment of the exchange were
necessary or proper to prevent the forgery of securities dealt in on the ex-

change, or the improper use of the plates used in engraving such securities, and

30578—14 47
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to insure that all of such securities in respect to engraving, paper, ink, printing,
and in all other details should conform to the standard sought to be main-
tained by the exchange in respect to securities listed upon said exchange.

" Ever since a period long prior to the times mentioned in the amended com-
plaint the exchange has deemed it necessary, for the purposes aforesaid, to re-

quire that securities sought to be listed upon the exchange should be engraved
by engraving companies whose qualifications in respect to financial responsi-
bility, character of direction and management, general features and quality ol

workmanship, general methods of business, and in all other respects were such
in the judgment of the exchange as to furnish a reasonable assurance that the
securities engraved by them would conform to the standard sought to be main-
tained by the exchange, and that forgery and misuse of plates would be pre-
vented and, therefore, the exchange has required that the securities of all

Issues sought to be listed upon the exchange should be engraved by companies
whose qualifications have been approved by the exchange.

" The New York Bank Note Co. was organized under the laws of West Vir-
ginia in the year 1892, and at various times since its organization has applied
to the New York Stock Exchange to have its qualifications approved by said
exchange, and its representatives have from time to time appeared before the
authorities of the exchange and have been accorded hearings in respect to the
qualifications of said company, but, in the judgment of the exchange, said com-
pany has failed to show that its qualifications were such as to justify the approval
thereof by the exchange and that the exchange has not approved said company
or authorized the committee on stock list to pass upon securities engraved by
said company. For the reasons aforesaid no securities engraved by the plain-

tifC have ever been admitted to the stock list of the New York Stock Exchange,
and the committee on stock list has refused to pass upon specimens of the
plaintiff's engraving work."
For several years prior to the year 1892 securities engraved by the New York

Bank Note Co., of New Jersey, were admitted to the stock list. The manager
of the company was George H. Kendall, who is now president of the New
York Bank Note Co. of West Virginia. The experience of the exchange with
the New Jersey company under Kendall's management was very unsatisfactory.
In 1892 the New Jersey company went out of business and the New York Bank
Note Co. of West Virginia was organized. All or substantially all of its

stock has always been owned by Kendall. It has a capital of $10,000 divided
into 10,000 shares of $1 each. No securities engraved by it have ever been
admitted to the stock list.

In 1892 and for many years thereafter there were, besides the American Bank
Note Co., several engraving companies entirely Independent of the American
whose work was admitted to the stock list. These companies were eventually
acquired by the American. Since they were so acquired the stock list com-
mittee has been authorized to pass upon the work of other companies which
are entirely independent of the American, and there are now four such com-
panies whose work is admitted to the stock list.

Stock of the American Bank Note Co. held from time to time by members
of the exchange for their customers often stands in their names. A few mem-
bers in no way connected with the management of the exchange own some of

the stock, amounting in the aggregate to a small fraction of the total issue.

The suggestion that the 40 members of the governing committee of the ex-

change, who represent the interests of its 1,100 members and are elected by,

and are responsible to, those 1,100 members, have excluded securities from the

stock list for the purpose of advancing the personal interest of half a dozen

members who happen to own a small part of the stock of the American Bank
Note Qal, is too absurd for serious consideration.

XI.

The exchange is not dominated 'by any individmals or groups of individuals

OS recited in the resolution authorising this investigation.

The powers of the exchange have never been used for the promotion of any

private Interest or for the special advantage of any particular individual or

group of individuals. These powers have been exercised solely with a view

to the interest and welfare of the exchange and the promotion of the purposes

set forth in its constitution.
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The exchange has no special relations to the persons and groups referred to
in the resolution of Congress or to their financial transactions; and its only
relation to the financial and commercial system of the counti-y is that it ii>

the place where a great proportion of the trading in securities is carried on.
Because the exchange is a great market for active securities the first symp-

toms of business distrust and disturbance become apparent upon its floor.
Though It is a fact that a large volume of securities is carried on call loans
obtained from the banks and that the first symptom of a stringency in the
money market is the rise in the rate of call money, the responsibility for the
conditions that bring about a recurrent stringency in the money market does not
rest upon the traders in securities or the exchange. They are due to the non-
elasticity of our currency system and the fact that its volume continues sub-
stantially the same irrespective of the demands of business. But we will
refrain from entering upon a discussion of the currency system of the country
if for no other reason than that this brief is already too long.

John 6. Milbxjbn,
Walter F. Tatlob,

Counsel for the New York Stocli Exchange.

EXHIBIT D.

REQUraEMENTS FOR ORIGINAL LISTINGS NEW YORK STOCK
EXCHANGE.

Committee on Stock List,
New York Stock Exchange,

Janitary 12, 1914.
This committee will meet on Mondays at 3.15 p. m.
An application signed by an executive officer of a corporation must be filed with the

secretary of the stock exchange, and on notice six additional printed or typewritten
copies must be filed on or before the Wednesday prior to date set for consideration.
Every application must be accompanied by a check for $50 for each $1,000,000, or

portion thereof, of the par value of each class of security. Checks should be drawn
o the order of Treasurer of the New York Stock Exchange.

"

Requirements for Original Listings.

railroad corporations.

Application for an original listing of the capital stock of railroad corporations shall
recite the title of the corporation, date of organization and authority for same; special
rights or privileges under charter; amount of capital stock authorized, issued, and
applied for; par value; rate of dividend; voting power; whether capital stock is full

paid and nonassessable; whether personal liability attaches to ownership; whether
preferred stock authorized, whether cumulative or noncumulative; preference as to

dividends and distribution of assets; location and route of road; description of property
and total mileage in operation; contemplated extensions; total eqmpment; amount
of mortgage lien, amount of other indebtedness or liability, jointly or severally, for

leases, guaranties, rentals, and car trusts, and terms of payment thereof; distribution

of securities; application of proceeds; income account for one year and balance sheet
of recent date; name and location of transfer agent and registrar; address of main office

of corporation; list of officers and directors (classified); date and place of annual
meeting; end of fiscal year.

Apphcations for bonds shall recite in addition the full title; denominations; amount
authorized, outstanding, applied for, with numbers, and authority for issue; date and
maturity; rates of interest, when and where payable; distribution; names of trustees;

redemption by sinking fund or otherwise; terms of exchange or convertibility into

other securities; whether issued only in coupon form, registerable as to principal,

or fully registered, or both, and if the latter, whether interchangeable; purposes of

issue and application of proceeds; terms of issue of additional amounte; trustees'

oblig;ation to declare principal and interest due and payable in event of default, and
restrictions or limitations of unusual character; a tabulated list of properties owned,
leased, and operated, showing those covered by the mortgage or other indenture under
which the Isonds are issued; those covered by prior Uens; indebtedness of leased

companies or companies controlled by ownership of bonds and stocks, and the amount
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of such bonds and stocks owned, authorized, issued, assumed, guaranteed, or deposited
as collateral.

H a mortgage securing bonds provides for issues under varying provisions, such
bonds are to be considered a senal issue, and bonds of each series shall bear a dis-

tinctive serial designation.

If bonds are convertible into stock, file certified copy of the action of stockholders
and directors authorizing issue and reservation of stock to be held specifically for

such conversion.
When bonds are issued to replace other liens, the committee will require evidence

of the satisfaction of such Hens, or a certificate of trustee that prior lien bonds are held
under the terms of the mortgage or indenture.
A copy of the mortgage or indenture must be furnished, including a certificate

from the county clerk in each county in which the mortgaged property is located,

that the mortgage or indenture has been recorded in such county. Should the laws
of the State not require a record to be made in the several counties, a copy of cfirtifi-

eate of the secretary of the State, showing the legal record, shall be filed with the
copy of mortgage or indenture. This copy must be certified by the trustee to be a
true copy.
Wlien a mortgage or indenture provides that bonds may be issued interchangeably

in coupon and registered form, each registered bond issued thereunder shall bear a

legend reciting the number of numbers of the coupon bond or bonds reserved for

exchange of such registered bond in substantially the following form:

"The within bond is issued in lieu of or in exchange for (a) coupon bond(s), num-
bered for $1,000 (each), not contemporaneously outstanding, and (a) coupon
bond(s) bearing the said serial number(s) will be issued in exchange for this bond
upon its surrender and cancellation."
A registered bond not interchangeable shall bear the following:

"The within bond is issued in heu of or in exchange for (a) coupon bond(s), num-
bered for 51,000 (each), not contemporaneously outstanding."
The committee recoinmends that when fully registered bonds are to be issued,they

shall be made interchangeable with coupon bonds.
When mortgages or indentures provide for the issuance of coupon bonds of the

denomination of $100, the committee recommends that any 10 such bonds be exchange-
able into coupon bonds for $1,000 each, and that each unit consisting of ten $100 bonds
bear a number together with an affix letter (A to J) representing a $1,000 bond reserved

for exchange, and that each $100 bond bear the following legend:

"For this bond and nine other bonds of the same denomination and serial number,
bearing affixed letters A to J, a coupon bond for $1,000 is held in reserve and is not

contemporaneously outstanding, and on the surrender and cancellation of ten $100

bonds of said series a coupon bond for $1,000 wUl be issued in exchange therefor

bearing the lowest serial number reserved for such purpose.
'

'

When bonds are to be denominated in foreign moneys, the committee recommend
that the standard of value in United States gold coin be stated, and that the text of

all such bonds be in the English language with the foreign text in a parallel column.
The English text shall govern the interpretation in all sjich issues.

CORPOKATIONS OTHER THAN RAILROADS.

Application for an original listing of securities of corporations other than railroads

shall recite the title of the corporation, date of organization, and authority for same;

amount of capital stock authorized, issued and a^pplied for; par value; rate of divi-

dend; voting power; whether capital stock is full paid and nonassessable; whether
personal liability attaches to ownership; whether preferred stock is authorized,

whether cumulative or noncumulative; preference as to dividends and distribution

of assets, and redemption; whether an original organization or a consolidation of

several previously existing firms or corporations; if a consolidation, a concise history

of its organization, and the names and locations of constituent companies owned in

entirety or otherwise, and amounts of authorized, issued, and owned stocks of same;

full description of the property, real, personal, and leased; real estate owned in fee,

acreage, and location, and the character of buildings thereon; nature and character

of product; business to be transacted; duration of charter and charters of subsidiary

companies; special rights and privileges conveyed to the corporation under its charter

or to directors under by-laws; income account for one year and balance sheet of

recent date; name and location of transfer agent and registrar; address of main office

of corporation; list of officers and directors (classified); date and place of annual

meeting; end of fiscal year.

For bond listings the requirements are substantially the same as for bonds of railroad

corporations.
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MINING COBPORATIONS.

Application to list securities of mining ccrporations shall recite details of original
organization and authorized capitalization; amount of shares outstanding, amount
applied for, amount of shares remaining imissued, and options or contracts on such
shares; whether capital stock is full paid and nonassessable; par value; voting power
whether personal liability attaches to ownership; whether preferred stock is author-
ized, whether cumulative or noncumulative; preferenoe as to dividends and distri-

bution of assets, and redemption; bond indebtedness, if any, with date of issue, ma-
turity and rate of interest; list and numbers of patented and unpatented claims; full

description of mineral and other lands, leases and water rights, smelting and concen-
trating plants, timber and fuel supply, owned or controlled; a geological description
of the country in which the mines are located, showing the character of the ore produced
the proper method of treatment, a description of the ore bodies, average values, and
probabilities on further exploration.
A history of the property giving prior workings of mine, results obtained and pro-

duction each year, with statement of receipts and expenditures, and disposition oi

income; location of mines and proximity to railway or other common carrier; cost of

mining, transportation, milling or smelting; balance sheet showing assets and liabili-

ties; if a mining development and an income account not available, guarantee of an
amount to complete development and afford working capital; statement of ore
reserves compared with reserves of previous years and an estimate by a competent
mining expert of the probable life of the mine; a balance sheet of all companies owned
or controlled by stock ownership or otherwise; name and location of transfer agent
and registrar; address of main office of corporation ; list of officers and directors (classi-

fied); date and place of annual meeting; end of fiscal year.

For bond listings the requirements are substantially the same as for bonds of rail-

road corporations.

REORGANIZED COBPORATIONS.

Application to list securities of a corporation, which has been insolvent, or has been
reorganized, shall recite a concise history of tiie corporation, and of its predecessor,
with a statement of the reason for its reorganization; history of proceedings if property
was sold under foreclosure; description and amount of all securities authorized,
issued, and applied for by the new corporation; tabulated statement of securities

issued in lieu of, or exchanged for any of the preceding issues
;
purposes and terms in

detail under which additional securities of the reorganized corporation may be issued;

amount and description of the various securities which have been retired, canceled,
deposited, or otherwise held, or are still outstanding; income account of the prede-
cessor corporation for a period of at least one year prior to reorganization, and final

balance sheet; also a balance sheet of the new corporation at date of reorganization;

income account for one year and balance sheet of recent date; name and location of

transfer agent and registrar; address of main office of corporation; list of officers and
directors (classified); date and place of annual meeting; end of fiscal year.

CERTIFICATES OF DEPOSIT IN TRUST.

Institutions, firms, corporations, depositaries of securities under plans of reorgani
zation, protective or associate action or voting trusts are requested to accept on
deposit only such securities as are a delivery on the stock exchange; provided, that
in any case where said depositaries find it necessary to accept securities which are
not a delivery they shall issue therefor a distinctive certificate which will indicate
the irregularity. Agreements for deposit of securities for protective or associate action
must be limited to a specified time for continuance, within which a plan of reor-

ganization or adjustment will be presented to the certificate holders for acceptance,
or in default thereof such holders will be granted opportunity to withdraw the secur-
ities represented by their certificates and terminate their agreement. Penalty for

delay in depositing securities under any agreement should not be imposed until all

holders of such securities have had reasonable opportunity for depositing after the
listing of the certificates of deposit.

Certificates of deposit will be considered as representing the deposit of coupon,
registered, or interchangeable registered bonds. Certificates issued for deposit of non-
interchangeable registered bonds or bonds not a delivery on the stock exchange must
bear on their face evidence of such fact. Certificates of deposit for securities, whether
for reorganization, protective or associate action, or for voting trusts must bear the
countersignature of some institution as registrar in same manner as certificates for

stock.
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ADDITIONAL AMOUNTS OF LISTED SECURITIES.

Ajjplication to list additional amounts of listed securities shall refer to previous
applications by number; state character and amount of additional issues and amounts
applied for; whether issued for cash, property, or otherwise; distribution; applica-
tion of proceeds; amount, description, and disposition of securities exchanged for

new issues; additional property acquired and present physical condition; furnish
income account and balance sheet of recent date; attested copy of resolutions of stock-

holders and action of directors as to issuance of the additional securities, and opinion
^of counsel as to validity of issue; trustee's certificate of issue of additional bonds under
terms of the mortgage or indenture; certificate from secretary of state or other author-
ity for increase in capitalization.

Thirty days' notice of any proposed increase in the authorized capital stock of a
corporation shall be given to the stock exchange before such increase shall be eligible

for listing.

The registrar shall not register any listed stock until authorized by this committee.
When the capital stock of a corporation is increased through conversion of bonds

already listed the issuing corporation shall give immediate notice to the stock ex-

change, and this committee may thereupon add said stock to the list and authorize
its registration.

PAPERS TO BE FILED WITH APPLICATIONS.

For listing stocks:

Seven copies of the charter or articles of incorporation, one copy to be attested

by the secretary of state in which the corporation is incorporated.

Seven copies of by-laws, one copy to be attested by secretary of corporation.

Seven copies of leases and special agreements, one copy of each to be attested by
the secretary of the corporation.

One copy of resolutions of stockliolders authorizing issue and of the action of the

directors thereunder, each attested by secretary of the corporation.

One copy of resolutions of board of directors or executive committee authorizing
listing of securities applied for, attested by secretary of the corporation.

Opinion of counsel (not an officer or director of the corporation) as to legality of

authorization and issue of securities.

Certificate of proper authority for issue.

Certificate of registrar as to amount of securities registered at date of application.

Report of a duly qualified engineer covering the actual physical condition of the
property as of recent date.

Map of the property and contemplated extensions.

Specimens of all securities applied for.

In addition to the foregoing, for listing bonds:
Six additional copies of the mortgage or indenture.
Opinion of counsel shall cover—(a) as to organization; (6) as to validity of issue.

Trustees' certificate shall cover—(a) as to acceptance; (b) as to issuance under the

terms of the mortgage or indenture, with numbers and amount of bonds issued; (c) as

to securities held; (d) as to cancellation or cremation or deposit of underlying secu-

rities, prior liens, etc.

Also, with applications for reorganized corporations:

Certified copies of legal proceedings and order of court confirming sale or other

authority for reorganization.

Certified copy of plan of reorganization.

Opinion of counsel that the proceedings have been in conformity with legal

Requirements, that the title to the property is vested in the new corporation, and
IB free and clear from all liens and encumbrances except as distinctly specified.

Certificate of cancellation, deposit, or holding of prior issues.

Certified copies of all mortgages or indentures.

AGREEMENTS.

Every_ corporation applying; to list securities must agree

:

That it will not dispose of its stock interest in any constituent company, except

where any constituent or subsidiary company shall purchase its own stock for the

purpose of retirement and cancellation, or allow any of said companies to dispose of

its stock interests in other companies, except on direct authorization of stockholders

of the company holding the constituent company.
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To publish at least once in each year and subinit to the stockholders, at least 15
days in advance of the annual meeting of the corporation, a statement of its physical
and financial condition, an income account covering the previous fiscal year, and a
balance Sheet showing assets and liabilities at the end of the year; also annually an
income account and balance sheet of all subsidiary companies.
To maintain a transfer office or agency in the Borougli of Manhattan, city of New-

York, where all listed secmities shall be directly transferable, and the principal of all

listed securities with interest or dividends thereon shall be payable; also a registry
office in the Borough of Manhattan, city of New York, other than its transfer office or
agency in said city, where all listed securities shall be registered.
Not to niake any change of a transfer agency or of a registrar of its stock, nor of a

trustee of its bonds or other securities without the approval of the committee on
stock list.

To notify the stock exchange in the event of the issuance of any rights or subscrip-
tions to or allotments of its securities and afford the holders of listed securities a proper
period within which to record their interests, and that all rights, subscriptions or
allotments shall be transferable, payable, and deliverable in the Borough of Manhattan,
city of New York.
To publish promptly to bond and stockholders any action in respect to dividends

on shares, interest on bonds, or allotment of rights for subscription to securities, notices
thereof to be sent to the stock exchange; and to give to the stock exchange at least

10 days' notice in advance of the closing of the transfer books or the taking of a record
of stockholders for any purpose.
The committee recommends that a date be fixed as record for dividends, allotment

of rights and stockholders' meetings, without an extended closing of the transfer

books.

REMOVALS OE SUSPENSIONS IN DEALINGS OF LISTED SECURITIES.

Whenever it shall appear that the outstanding amount of any security listed upon the
stock exchange has become so reduced as to make inadvisable further dealings therein,

this committee may direct that such security be taken from the list and further deal-

ings therein prohibited.

The governing committee may suspend dealings in the securities of any corporation
previously admitted to quotation upon the exchange, or may summarily remove any
security from the list.

TRUSTEES OE MORTGAGES.

The committee recommends that a trust company or other corporation be appointed
trustee of each mortgage or indenture; but when a State law requires the appointment
of a local individual as trustee, that a trust company or other corporation be appointed
as cotrustee.

_

The committee will not accept as trustee for securities an officer or director of the
applying corporation, nor a corporation as a trustee in which an officer of the applying
coloration is an executive officer.

"The committee will not accept the opinion of an officer of director of an applying
corporation , nor of a firm in which the officer or director is a member^ as counsel or any
legal question afiecting the corporation; nor will it accept the opinion of an officer or

director of a guarantor corporation on any legal question affecting the issuance of

guaranteed securities.

Each mortgage, indenture, or deed of trust made by a corporation or constituting a
lien on property of the corporation should be represented by a separate trustee.

The trustee shall present a certificate accepting the trust, giving the numbers and
amount of bonds executed, in accordance with the terms of the mortgage or indenture
and certifying that the lien has been recorded, that collateral has been deposited, and
that prior obligations, if any, have been canceled, when required by the terms of the
mortgage or indenture. The trustee holding securities for which listed certificates

of deposit are issued must notify the stock exchange if the deposited securities are

changed or removed for any reason. For additional issues of bonds, the trustee must
certify that such increase has been made in conformity with the terms of the mort-

gage or indenture; that the lien has been recorded against any new proj)erty acquired;

that the requii-ed additional collateral has been deposited; and that prior obligations,

if any, have been canceled, when so required. The company and trustee shall notify

the stock exchange of the holding, cancellation, or retirement of bonds by redemp-
tion, or through the operation of the sinking fund, or by purchase.
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TRANSFER AND REGISTRY.

Every coiporatioii is required to maintain a transfer office in the Borough of Man-
hattan, city of New York; also a registry office in the Borough of Manhattan, city of

New York, otlier than its transfer office or agency in said city. Both the transfer

agency and tlie registrar must be acceptable to this committee; the registrar must
file with the secretary of the stock exchange an agreement to comply with the require-
ments in regard to registration.

Certifications of registry must be dated and must bear the signature of a duly author-
ized officer of the corporation acting as registrar.

The registrar shall not register any listed stock until authorized by this committee.
A trust company or other agency shall not at the same time act as transfer agent and

registrar of a corporation.

When a company has its stock transferred at its own office, a transfer agent or trans-

fer clerk shall be appointed by authority of the board of directors to countersign cer-

tificates, and shall be an individual other than an oflScer authorized by the by-laws of

the company to sign certificates of stock.

The entire amount of the capital stock of a corporation listed upon the stock ex-

change must be directly transferable at the transfer office of the corporation in the

Borough of Manhattan, city of New York.
When a corporation makes transfer of its shares in other cities, the certificates

issued therefrom shall be interchangeable, and identical with the New York certifi-

cates, except as to the names of the transfer agent and the registrar, and the combined
amounts of stocks registered in all cities shall not exceed the amount listed.

Interchangeable certificates must bear a legend indicating the right of transfer in

New York and other cities.

A chaise in the form of certificate, of the transfer agency, of the registrar, or of the

trustee of bonds, shall not be made without the approval of this committee.
The committee recommends that the text of bonds and certificates of stock shall

provide for direct transfer without reference to the books of the corporation.

ENGRAVED CEETIPICATES REQUIRED.

Every bond, coupon, or certificate of stock, must be printed from steel plates, which
have been engraved ia the best manner and which have such varieties of work as will

afford the greatest security against counterfeiting.

Certificates of deposit of trust companies, banks or firms for securities deposited

under reorganizations, voting trusts, or of agreements for legal action, or temporary
or subscription receipts, must have an engraved border and engraved underlying tint.

For each bond, coupon, certificate of stock and certificate of deposit there must be

at least two steel plates, viz.. A face plate containing the vignettes and lettering of

the descriptive or promissory portion of the document which should be printed in

black, or in black mixed with a color; and a tint plate from which should be made a

printing in color underlying important portions of the face printing. The impres-
sions from these two plates must be so made upon the paper that the combined effect

of the whole if photographed would be a confused mass of lines and forms, and so give

as effectual security as possible against counterfeiting by any process.

The imprint of each denomination of bonds must be of such distinctive appearance
and color as to make it readily distinguishable from other denominations and issues.

It is required for each class of stock issued that there shall be a distinctively engraved
plate for 100 shares with said denomination engraved thereon in. words and figures;

for certificates issued for smaller amounts, there shall be a similar plate, distinctive

in color, for each issue; there shall be engraved thereon some device whereby the

exact written denomination of the certificate may be distinctly designated by per-

foration; also conspicuously the words, "Certificate for less than one hundred shares."

The terms of redemption by sinking fund or otherwise and of conversion into other

forms of securities should be recited in the text of bonds.
Certificates of stock should recite ownership, par value, and whether shares are

full paid and nonassessible; terms of redemption, preference as to di\'idends, voting

power, or other privilege, including distribution of assets in the event of dissolution

of the corporation; certificates for common and preferred stock each shall recite pref-

erences of the preferred ; also the following legend

;

This certificate is not valid until countersigned by the transfer agent and registered

by the registrar.

A power of attorney upon the reverse of a certificate of stock must be irrevocable

with a bill of sale and power of substitution. The following form is required:

"For value received hereby sell, assign, and transfer unto ;---

shares of the capital stock represented by the within certificate and do hereby irre-
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vocably constitute and appoint attorney to transfer the said stock on
the books of the -within named company with full power of substitution in the premises.
"Dated 19...

"In presence of

—

(Notice.—The signature to this assignment must correspond with the name as
written upon the face of the certificate in every particular without alteration or enlarge-
ment, or any change whatever.)
This committee will object to any security upon which an impress is made by a hand

stamp, except for a date or power of substitution.

Stock certificates or bonds or temporary receipts will not be accepted unless
engraved by some engraving company whose work this committee has been authorized
by the governing committee to pass upon; and the name of the engi'aving company
must appear upon the face of each certificate of stock, bond, and temporary receipt,

and upon the face of each coupon and the title panel of the bond.
Completed applications on file for distribution.

Wm. W. Heaton, Chairman.
George W. Ely, Secretary.

EXHIBIT E.

APPLICATION OF CALIFORNIA PETROLEUM CORPORATION TO LIST
STOCK.

A- 4165. Trancis E. Fitch (Inc.), 47 Broad Street, New York.

Committee on Stock List,

New York Stock Exchange.

California Petroleum Corporation.

Seven per cent cumulative preferred and participating (as to dividends) stock.
Voting-trust certificates for common stock.

(A holding company under the la^'s of Virginia.)

New York, September 30, 1912.

California Petroleum Corporation hereby makes application to list temporary cer-

tificates exchangeable for permanent engraved certificates of the following: Ten
million dollars par value 7 per cent cumulative preferred and participating (as to

dividends) stock divided into shares of $100 each, of a total authorized issue of

$17,500,000; $9,072,900 par value of voting-trust certificates for common stock of the-

par value of $100 each of a total authorized issue of $17,500,000; with authority to

add to the list from time to time, on official notice of issuance and payment in full,

$2,500,000 par value additional of said preferred stock and $5,927,100 par value addi-
tional of said voting-trust certificates.

All of the stock is full paid and nonassessable and no personal liability attaches to

ownership thereof unless the corporation should incur obligations in some State by
tiie laws of which such a liability is imposed. The corporation has no funded debt.

California Petroleum tJorporation is a holding company and was incorporated on
September 27, 1912, under the laws of the State of Virginia. The duration of the
charter is perpetual.
By its certificate of incorporation, the corporation is given power to own, hold,

deal in and otherwise turn to account, all securities of any other corporation or cor-
porations. In addition to the foregoing, the corporation is given broad, general
powers to carry on the petroleum business in ail its branches; to drill for, extract and
treat petroleum, gas, asphaltum, carbon and hydrocarbon products, minerals and
subsoil products generally; to acquire lands, leases, concessions and other interests
in real estate, and any plants, wells, machinery, appliances and other property useful
in connection with any business which the corporation may carry on. Its powers
are amply sufficient to permit it to become itself an active operating company.
On October 1, 1912, the common stock of the California Petroleum Corporation, to

the amount of $13,513,081, was deposited with the voting trustees. Under the terms
of the voting trust, the right to vote the stock deposited thereunder is lodged with the
voting trustees, E. L. Doheny, C. A. Canfield and G. G. Henry. The voting trust

terminates by its terms on October 1, 1917, without action on the part of any one
interested therein, but it may be terminated at any time prior thereto, if the voting
r istees in their unrestricted discretion shall so determine.
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The corporation does not directly own or operate any properties or plants, but the
properties are held by or through companies below named, whose bond debt and stock
situation are as follows:

American Petroleum Co., common stock
American Petroleum Co., preferred 6 per cent noncumu-

lative

American Oilfields Co., capital stock
American Oilfields Co., 6 per cent bonds, due Feb. 1,

1930
American Petroleum Co., 6 per cent gold bonds, due
June 1, 1920

Author-
ized.

$12,600,000
2,500,000

25,000,000

10,000,000

2, 000, 000

Issued.

$13,468,400
2,095,900

18,303,800

2,646,100

956, 100

Outstand-
tog in the
hands of

the public.

$2,493,680
419, 180

3,660,760

2 2,646,100

956, 100

Owned by
California
Petroleum
Corpora-

tion

'$9,974,720
11,676,720

> 14, 643, 040

1 These securities and $3,400,156.40 cash were acquired in exchange for $11,997,024 preferred stock and
$13,513,081 common stock of the California Petroleum Corporation, the> latter being now represented by
voting-trust certificates.

'Of this amount $1,000,000 par value will be acquired forthwith by purchase by the CalifomiaPetroleum
Corporation.

The following terms and conditions relate to the preferred and participating (as to

dividends) stock:

(a) The holders thereof are entitled to receive dividends at the rate of 7 per cent
per annum, payable in quarterly installments on January 1, April 1, July 1, and Oc-
tober 1 in each year before any dividend shall be paid on the common stock; such
•dividends are cumulative from October 1, 1912, and all arrearages must be paid before

any dividends can be paid on the common stock. The preferred stock will be entitled

to share pro rata with the common stock in all dividends declared in any year after

noncumulative dividends at the rate of 7 per cent per annum have been declared upon
the common stock in such year.

The preferred stock will be entitled, in the event of involuntary liquidation, to

priority in the payment of principal out of the assets of the corporation over the com-
mon stock to its full par value, with all arrearages of dividends and, in the event of

voluntary liquidation, in addition, a premium of 20 per cent of its par value.

(6) The certificate of incorporation of the company, among other things, provides
as follows:

"Without the afiirmative vote or written consent of the holders of at least three-

fourths in amount of the outstanding preferred stock, the corporation shall not:

(1) Change either by increase, diminution, or otherwise the voting power of either

the preferred or common stock as fixed in this certificate.

(2) Sell, lease, or otherwise dispose of the property, franchise, and business of the

corporation in their entirety or any stock of any subsidiary company, or permit any
subsidiary company to make such sale or other disposition of its property, except to

the corporation or some other subsidiary company; or

(3) Create or permit any subsidiary company to create any mortgage or other hen
to secure an issue of bonds or otherwise or permit any subsidiary company to issue any
additional bonds under any present mortgage; or

(4) Create any shares of stock having priority over or on a parity with the authorized

preferred stock, or permit any subsidiary company to issue any shares of stock without
acquiring its proportionate part thereof; or

(5) Issue any of the authorized preferred stock in excess of $15,000,000 in the aggre-

gate except for the acquisition of additional income-producing oil properties; or

(6) After October 1, 1913, issue any of the authorized preferred stock, in excess of

$12,500,000 in the aggregate, unless the net earnings or profits of the corporation

available for dividends on the preferred stock for the last preceding fiscal year or 12

months shall have been at least equal to twice the annual dividends on the preferred

stock outstanding and so to be issued."
(c) The preferred stock may be redeemed in whole or in part at any time after three

years from the issue thereof by lot or pro rata at 120 per cent of the par value thereof,

plus dividends accrued or in arrears, upon 40 days' notice and by such method as

shall he provided from time to time by the by-laws.
The by-laws now provide that partial redemption shall be pro rata upon the entire

preferred stock outstanding and shall be of 10 per cent or a multiple thereof of the

preferred stock at the time outstanding, and no partial redemption shall be made
except on a dividend date. A period of at least one year shall intervene between
partial redemptions.
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(d) For the purpose of creating a fund for the purchase or redemption of the preferred
stock at not exceeding 120 and accrued dividends or the bonds of subsidiary companies
at not exceeding their redemption price, or both, there shall be set aside out of the net
profits of the corporation remaining after the payment of full dividends upon the pre-
ferred stock during January of each year beginning in January, 1915, an amount equal
to 5 cents for each barrel of petroleum produced and sold by the corporation during
the preceding year and for each barrel produced and sold by any subsidiary company
an araount equal to 5 cents for such part thereof as shall be proportionate to the cor-
poration's stock interest, direct or indirect, in such subsidiary company. This obliga-
tion is cumulative so that no dividends can be declared or paid on the common stock
so long as any arrearage exists.

(e) In case the corporation shall fail for four quarterly periods to declare and pay the
regular preferred stock dividend, then the holders of the preferred stock voting as a
class will become entitled to elect a majority of directors of the corporation and will
continue to be entitled to do so until such arrearages of dividends are made good.
Except as above stated, the preferred stock has no voting power.

(/) Among its other provisions the certificate of incorporation provides that " Each
and every holder of the capital stock, preferred or common, of the corporation, by the
acceptance of his certificate therefor, irrevocably waives and releases any and all

right to subscribe to any of said 117,500,000 par value of preferred stock and $17,500,000
par value of common stock hereby authorized, or any part thereof, and consents to

the issue and disposition of any such stock at such prices or valuations and upon such
terms and conditions as the board of directors may from time to time fix and determine,
subject to the laws of the State of Virginia, and the provisions of this certificate of

incorporation: Provided, however, that preferred stock in excess of $12,500,000 in the
aggregate shall not be sold at less than par plus dividends accrued or in arrears;

and the board of directors, in its uncontrolled discretion, shall have power to deter-

mine whether anjr, and if any, what part of the shares so issued or sold, shall first be
offered for subscription, in whole or in part, to the holders of stock, and any shares

which the board may determine to offer for subscription to holders of stock may, as

said board shall determine, be offered to holders of one class, to the exclusion of holders

of the other class."

The voting-trust certificatea are transferable at the office of the depositary upon
execution of the form of assignment on the back thereof and the surrender thereof,

and by their terms entitle the holders thereof to receive payment equal to the divi-

dends, if any, collected by the voting trustees upon a like number of shares of com-
mon stock of California Petroleum Corporation, of Virginia, and also entitle such
holders to receive, upon surrender thereof and upon expiration of the voting trust,

certificates for a like number of shares of such common stock. Until such exchange
of voting-trust certificates, the voting trustees are entitled, in their discretion, to

exercise in respect of any and all such common stock the right to vote thereon for

every purpose. The voting trustees may vote or may act in person or by proxy, and
the action of a majority thereof, except as otherwise in the voting-trust agreement
provided, constitutes the action of the voting trustees as though assented to by all.

The agi'eement provides that every holder of common stock of the corporation may
become a party thereto by depositing his stock with the depositary. Provision is

made in the voting-trust agi-eement for the appointment of successors to the voting
trustees and the depositary.

The following is a description of the subsidiary companies:
ruary 17, 1908. The duration of its charter is 50 years. The details of its stock issues

The American Petroleum Co. was organized under the laws of California on Feb-
are shown in the table given above. This company owns $899,996 par value of an
authorized issue of $1,000,000 capital stock, all outstanding, of the Niles Lease Co., a

California corporation organized February 19, 1908, for a period of 50 years.

The American Petroleum Co. has outstanding $956,100 par value 12-year 6 per cent
gold coupon bonds, of an authorized issue of $2,000,000, due June 1, 1920; interest

payable semiannually on June 1 and December 1 at the ofBc.e of the Security Trust &
Savings Bank, Los Angeles, The bonds are redeemable in whole or in part at any
time after June 1, 1914, on 60 days' notice, at 106 and interest. The indenture pro-

vides an annual sinking fund, payable on June 1 of each year, equal to 6 per cent of

the bonds outstanding on said dates, to be applied to the purchase of bonds at not
over 106 and interest. All bonds thus acquired to be canceled.

The American Oilfields Co. was incorporated on January 17, 1910, under the laws
of California. The duration of its charter is 50 years. Details regarding its capitali-

zation are shown in the foregoing table. This company owns (a) $750,000, par value,

of an authorized issue of $1,000,000 capital stock of the Midland Oil Fields Co. (Ltd.),

being the entire capital stock issued, except $1,500, par value, directors' shares; the
Midland Oil Fields Co, (Ltd.), was incorporated February 8, 1910, under the laws of
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Delaware; (6) $100,000, par value, capital stock of the Midland Oil Co., being the
entire authorized issue of capital stock of that company, which was organized in
November, 1908, under the laws of Delaware.
The American Oilfields Co. has outstanding $2,646,000 par value 20-year 6 jser cent

gold coupon bonds, of an authorized issue of $10,000,000, due February 1, 1930, interest

payable semiannually on February 1 and August 1, at the office of the Security Trust
& Savings Bank, Los Angeles. The bonds are redeemable as a whole or in part (by
lot) on February 1, 1916, or on any interest date thereafter, at 105 and interest, on
four weeks' notice. The indenture provides an annual sinking fund, payable on
Februarjr 1 of each year, equal to 4 per cent of the face amount of the bonds outstand-
ing on said dates. The sinking fund moneys are to be applied either to the purchase
at not exceeding 105 and interest of bonds of this issue which are canceled as acquired
or to the purchase of other securities approved by the directors.

~

The subsidiary companies have similar broad general powers as the California

Petroleum Corporation.

The American Petroleum Co. owns or controls 3,336 acres of land situated in the
Ooalinga, Lost Hills, and Los Angeles districts. Mr. Ralph Arnold, consulting geol-

ogist and consulting engineer, formerly of the United States Geological Survey,
classes 1,436 acres as proven oil lands and states that the 76 producing wells on the

properties can be increased to 287. He appraises the total value of the physical

assets and oil supply of this company at $17,231,000. In making this appraisal he
gives a nominal valuation of $39,300 to the prospective oil lands. The total produc-
tion of oil to date aggregates over 7,833,000 barrels. The storage properties consist of

5 steel tanks of 255,000 barrels aggregate capacity and 11 iron tanks of 13,750

barrels aggregate capacity.

The American Oilfields Co. owns or controls 15,480 acres in the Midway, Sunset,

McKittrick, and Lost Hills oil districts of southern California. Mr. Ralph Arnold
classes 2,350 acres as proven oil lands and states that the 34 producing wells on the
properties can be increased to 470. He appraises the total value of the physical

assets and oil supply of this company at $15,498,000. In making this appraisal he
gives a nominal valuation of $402,800 to the prospective oil lands. The total produc-
tion of oil to date aggregates over 5,161,000 barrels of oil. The storage properties

comprise 2 reinforced concrete reservoirs having an aggregate capacity of 1,062,000

barrels and 13 steel tanks having an aggregate capacity of 604,000 barrels.

The oil produced by the above-mentioned companies varies in gravity from 17°

Beaum6 to 23° Beaume; is a natural fuel oil, of which about 15 per cent is of a refining

grade. These companies own more than 10 miles of oil pipe lines tor gathering their

products in their storage tanks and reservoirs from which they make deliveries to

their customers. The oil is sold in large part to the Associated Oil Co. and the Union
Oil Co.

Ainericin Petroleum Co., American Oilfields Co. and subsidiary companies. Profit and
loss account, year ending Dec. SI, 1911.

Production barrels.

.

Oil sales

Increase in taventories.

Deduct

:

Operating expenses
Taxes
R oyalties
Bond-sinking-fund provision.

Profit for period before charging interest on bonds and loans.

Deduct:
Bond interest
Interest on loans

American
Petroleum

Co.

2,686,092

SI, 499, 062. 19

1,451.40

1,500,513.59

221,224.14
20,160.42
12,864.05
57,366.00

311,614.61

1,188,898.98

37,639.50
22,612.67

60,252.07

American
Oilfields Co.

2,579,618

Total.

5,265,710

$808,598.04 12,307,660.23

229,707.73 231,159.13

1,038,305.77
I

2,538,819.36

114,206.26
19,762.53
8,690.20
99,144.00

241,802.99

335,430.40
39,922.95
21,554.25

166,610.00

653,417.60

796,502.78 :
1,985,401.76

I

136,444.44
47,453.43

182,897.87

Net profit for period 1,128,646.91 613,604.91

173,083.94
70,066.00

243,149.94

1,742,261.82
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Airwican Petroleum Co., American Oilfields Co., and subsidiary companien' profit and
loss account for the seven monlJis ending July 31, 1912.

Production barrels .

.

Oil sales

Increase in inventories during period
Miscellaneous sales

Deduct:
Gperating expenses
Taxes
Royalties
Bond sinking-fund provision

.

Profit for period before charging interest on bonds and loans.

Deduct:
Bond interest
Interest on loans

Net profit for period

.

\nierican Pe-

troleum Co.

1,562,911

$855, 282. 32
1, 139. 15

28, 589. 07

885, 010. 54

139, 233. 38
14, 239. 87

9, 254. 28
33, 403. 50

196, 191. 03

688,819.51

33, 4C3. 50

3,463.50

655,356.01

American
Oilfields Co.

1, 725, 129

$553, 389. 74
129, 663. 88

54, 582. 21

737, 635. 83

80, 204. 61

13, 085. 28

4, 729. 23
57,834.00

155, 853. 12

581,782.71

91,914.33
25,924.59

463,943.79

Total.

3,288,040

81,408,672.06
130, 803. 03
83, 171. 28

1,622,046.37

219,437.99
27,325.15
13,983.51
91, 297. 60

352,044.15

1,270,602.22

125,377.83
25,924.59

151,302.42

1,11-9,299.80

California Petroleum, Corporation balance sheet as of Sept. 28 j 1912.

Investments in stocks of
other companies;
American Petroleum

Co. preferred, par
value $1,676,720

American Petroleum
Co. common, par
value 9,974,720

American Oilfields

Co. common, par
value 14,643,040

LIABILITIES.

Value of above stocks based on
appraisal of properties by Dr.
Ralph Arnold and balance
sheets of the companies as of

July 31, 1912 $23,863,999.24
Cash..... 3,400,166.40

27,264,156.64

Preferred stock:
Authorized
Issued

Common stock;
Authorized
Issued
Capital surplus

$17,500,000
$11,997,024.00

17,500,000
13,513,081.00
1,754,060.64

27,264,166.64

American Petroleum Co. and subsidiary companies, balance sheet, July SI, 1912.

Oil lands, wells, and
other properties ... $16, 568, 282. 18

148,577.2"

Investments in other companies ....

Current assets:

Oilonhand $7,937.92
Materials and sup-

plies 202,944.02
Accounts receivable. 228,572.26
Cash 28,274.83

$16,716,859.47
29,162.62

Deferred charges:
Taxes and insurance prepaid. .

.

American Oilfields Co

467,729.02

18,587.61
70,679.92

17,302,918.64

LIABILITIES.

Capital stock:
Preferred $2, 095, 900. 00
Common 12, 468, 400. 00

$14,664,300.00

956,100.00
79,916.68

6 per cent gold bonds, due 1920, out-
standing

Deferred payments on land
Cuirent liabilities;

Bills payable $60, 000. 00
Accounts payable. .. 84,694.38
Interest accrued 19,176.00

Surplus 1,548;731.58
163,870.38

17,302,918.64
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American Oilfields Co. an'] subsidiary companies, balance sheet, July 31, 1919..

ASSETS.

Oil lands, wells, and
other property $21,849,862.36

Leases 668,621.97

Investments in other companies
Current assets;

Oil on hand S181, 410. 65
Materials and sup-

plies 148,782.23
Accounts receivable 671, 083. 74

Cash 21,646.98

Deferred charges:
Taxes and insurance prepaid . .

.

$22, 408, 484. 33

98,645.05

1,022,923.60

18,012.32

23,548,065.30

LIABILITIES.

Capital stock:
Common S18, 303, 800. 00

6 per cent gold bonds, due 1930, out-
standing 12,648,100.00

Deferred payinents on land 301, 000. 00
Current liabilities:

Bills payable $397, 500. 00
Accounts payable . . 342, 372. 51
Interest accrued .... 81, 296. 95

821, 168. 46
American Petroleum Co 70, 579. 92
Surplus 1,403,416.92

23,548,065.3

Since the date of this balance sheet $2,000 of these bonds have been canceled through the operation of
the sinking fund.

California Petroleum Corporation agrees with the New York Stock Exchange (1)

not to dispose of its interest in any constituent company, or allow any of said com-
panies to dispose of its interest in other companies, except on direct authorization of

stockholders of the California Petroleum Corporation; (2) to publish at least once in

each year and submit to the stockholders at least 15 days in advance of the annual
meeting thereof, a detailed statement of its physical and financial condition, and
income account covering the previous fiscal year, and a balance sheet showing assets

and liabilities at the end of the year, also annually an income account and balance
sheet of all subsidiary companies; (3) to maintain a transfer office or agency in the
Borough of Manhattan, city of New York, where its securities shall be directly trans-

ferable; (4) at the option of its several stockholders to make all payments, whether
on account of principal or by way of dividends, in the city of New York; (5) to notify

the New York Stock Exchange at least 10 days in advance of the closing of the trans-

fer books or the takin" of a record of the stockholders for any purpose; (6) to notify

the New York Stock Exchange in the event of the issuance of any rights or sub-
scriptions to, or allotments of, additional stock or other securities to holders of its

listed stock, and to afford such holders a proper period within which to record their

interests, and that such rights, subscriptions, and allotments will be transferable,

payable, and deliverable in the Borough of Manhattan, city of New York.
The voting trustees agree with the New York Stock Exchange (1) to maintain a

transfer office or agency in the Borough of Manhattan, city of New York, where all

voting-trust certificates shall be directly transferable, and where they shall be ex-
changeable for certificates of common stock of the California Petroleum Corporation
upon the termination of the voting-trust agreement; (2) at the option of the several
holders of said voting-trust certificates to make all payments, whether on account
of principal or by way of dividends in the Borough of Manhattan, city of New York;
(3) to notify the New York Stock Exchange at least 10 days in advance of the closing

of the transfer books or the taking of a record of stockholders for any purpose; (4) to

notify the New York Stock Exchange in the event of the issuance of any rights or

subscriptions to, or allotments of, additional votii^-trust certificates to the holders
of the listed voting-trust certificates; and to afford such holders a proper period
within which to record their interests, and that such rights, subscriptions, or allot-

ments will be transferable, payable, and deliverable in the Borough of Manhattan,
city of New York.
The annual meeting is held at the principal office of the corporation in Richmond,

Va., on the fourth Monday in September in each year.
The fiscal year ends December 31.

The board of directors are: E. L. Doheny, Los Angeles; Norman Bridge, Los An-
geles; O.A.Canfield, Los Angeles; J.M. Danziger, Los Angeles; J. C. Anderson, Los
Angeles; G. G. Henry, New York; Harry Bronner, New York.
The officers are: E. L. Doheny, president; C. A. Canfield, vice president; Robert S.

Sloan, vice president; Norman Bridge, secretary; J. C. Anderson, treasurer; Robert W.
Crawford, assistant secretary.
The voting trustees are: E. L. Doheny, G. G. Henry, C. A. Canfield.
The transfer agent of the preferred stock is the Columbia-Knickerbocker Trust Co.,

and the registrar is the United States Mortgage & Trust Co.
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The registrar of the voting trust certificates is the United States Mortgage & Trust
Co., and the depositary (which is also the transfer agent), is the Coliunbia-Knieker-
bocker Trust Co.

Campoenia Petroleum Cobpohation,
By E. L. DoHENY, President.

E. L. DOHENY,
C. A. Canpield,

Voting Trustees.

The committee recommends that the above-described temporary certificates for
7 per cent cumulative preferred and participating stock (as to dividends) up to
$10,000,000, and temporary voting trust certificates for common stock, up to 19,072,900,
be admitted to the list with authority to add from time to time $2,500,000 of said
preferred stock and 15,927,100 of said voting trust certificates, on official notice of
issuance and payment in full; with authority to substitute the permanent engi'aved
preferred stock certificates and permanent engraved voting trust certificates on offi-

cial notice of issuance for said temporary certificates, under the terms of the appli-
cation; making the total amount authorized to be listed 112,500,000 of preferred stock
and $15,000,000 of voting trust certificates for common stock.

Wm. W. Heaton, Chairman.

Adopted by the governing committee, October 4, 1912.

Haeeison S. Maetin, Assistant Secretary.

EXHIBIT F.

BULES AND BEGTJIATIONS ANB BY-LAWS OF THE CINCINNATI STOCK
EXCHANGE.

Rules and Regulations.

Section 1. The title of this aBsociation shall be "The Cincinnati Stock Exchange."
Sec. 2. The government of the exchange shall be vested in a board of trustees,

consisting of five members. Such board of trustees shall, at their first meeting after

their election, elect from their own members a president, a vice president, a secre-

tary and treasurer.

Sec. 3. The five trustees shall be elected annually by ballot on the second Monday
of May in each year.

Sec 4. The board of trustees, at its first meeting after each election, shall appoint
a person to be chairman of the exchange.

Sec. 5. If a vacancy shall occur for any reason in the board of trustees, the vacancy
shall be filled by said trustees until the next annual election. And in case a vacancy
shall occur in the office of chairman of the exchange, the same shall be filled by the
board of trustees at its next meeting.

Sec. 6. All the powers necessary for the government of the exchange and corpora-
tion shall be vested in such board of trustees, which shall have power to try all

offenses against the rules, regulations, and by-laws of the exchange, and also all charges
and claims between the exchange and its members, and between members growing
out of transactions on the exchange, and the decision of such board shall be final,

except on monetary matters, when an appeal may be taken to the exchange itself,

if two of the trustees concur therein; but no member of such board of trustees shall

take part in the adjudication of a case in which he is personally interested.

Sec 7. The president may at any time, and on the request of two members shall,

call a meeting of the board of trustees. In the absence of the president and vice
president any two members of the board of trustees may call a meeting.

Sec. 8. Three of the board of trustees shall constitute a quorum for all business.

Sec. 9. The board of trustees shall act as a finance committee, committee of arrange-
ments, on admission, on seciurities of all classes, on law, printing, insolvency, and
expenditure; they shall have full and complete power to purchase securities for the
exchange, with any surplus money on hand, and to sell, transfer, and dispose of any
securities it may have from time to time, and reinvest the proceeds of such sales for

the benefit of the exchange. They shall have power to fix the amount of fees and
compensation to be paid the secretary or other employees of the exchange.

Sec. 10. It shall be the duty of the president, and, in his absence, of the vice presi-

dent, to enforce the various provisions of these regulations and the by-laws which may
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be adopted, and to have the general care of the interests of the exchange. He shall be
entitled to preside over the exchange during a debate, or at any oth«r tijoie when he
may decide so to do.

Sec. 11. In case of the temporary absence or inability to act of both the president
and vice president, the board of trustees may choose from their own number an acting
president pro tern.

Sec. 12. The board of trustees shall in no case incur any indebtedness on behalf of

the exchange in excess of the sum of |250. And in case they wish to incur a greater

indebtedness, before making any contract, or paying any money, they shall submit
the matter to the exchange, after calling a meeting for that purpose, and if such
expenditure be authorized by a majority of the members of the exchange,, then it

may be made, otherwise not.

DUTIES OF THE CHAIRMAN.

Section 1. It shall be the duty of the chairman to perside over the exchange when-
ever it shall be assembled for business; to call stocks, bonds, and other securities-

maintain order, enforce the rules, and perform such other duties as may be imposed
upon him by the board of trustees. In the absence of the chairman, the president
may appoint, or, if he be absent, the members may choose a chairman pro tem, who
shall have all the powers and perform all duties imposed upon the regular chairman.

Sec. 2. At every meeting of the exchange the chairman shall determine all questions
of order.

SECHETAEY AND TRBAStTRBE.

Section 1. It shall be the duty of the secretary and treasurer to keep the minutes of

the proceedings of the stock exchange, record the fines imposed by the presiding
officer, and collect them the first of every month. He shall also keep a record of all

sales and purchases between members during sessions of the exchange.
Sec 2. He shall also collect all dues from the members, and the interests, rents,

and income of the exchange, pay out all moneys, whether for account or current
expenses and appropriations, under instructions from the board of trustees, and keep
a regular account of all funds in his hands in books provided for that purpose.

All the funds of the exchange shall be deposited by the treasurer in the name of the
Cincinnati Stock Exchange, in a bank designated by the board of trustees, and all

checks against the same shall be countersigned by the president or vice president.
He shall submit a written report annually to the exchange, and at the request of the
board of trustees, at any other time.
Sec 3. On the election of a new member he shall notify him in writing without

delay.

Sec 4. He shall also be secretary of the board of trustees.

APPLICATIONS FOR MEMBERSHIP.

Section 1. All applications for membership must have attached the name of the

member nominating, and the name of the member seconding the applicant, and all

such applications shall be publicly announced by the presiding officer of the exchange,
together with the names of the member nominating and the member seconding the

application.
Sec. 2. The number of members of the exchange shall not exceed 50, and to each

person becoming a member there shall be issued a certificate showing such member-
ship, which may be transferred only by the consent of the board of trustees. New
certificates shall not be sold by the exchange for less than $5,000 each.

Sec. 3. Every applicant for membership must be at least 21 years of age, a male
citizen of the United States, and an active dealer or broker in securities in the city

of Cincinnati.
Sec 4. At any time when there are not 50 members of the exchange, a person (hav-

ing the requirements above provided) may become a member if his application (to

be made as above) is approved by four of the board of trustees, upon his producing

to them a certificate of membership, and paying an initiation fee of $100. No appli-

cant for membership who has been rejected shall be eUglble within six months after

his rejection, unless by the unanimous consent of the entire board of trustees.

Sec 5. No certificate of membership shall be transferred, or transferable, until the

member owning the same has settled all contracts and other matters relating to the

exchange, as follows:

First. The payment of all fines, dues, assessmenfa, and charges of the exchange, or

any department thereof, against a member whose membership is transferred.
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Second. The payment of creditors, members of the exchange, or firms registered
thereon, of all filed claims arising from contracts subject to the rules of the exchange,
if and to the extent that the same shall be allowed by the board of trustees. If said
proceeds shall be insufficient to pay said claims, as so allowed, in full, the same shall
be applied to the payment thereof pro rata.

Third. The surplus, if any, of said proceeds shall be paid to the persons whose
membership is transferred, or to his legal representatives, upon the execution by
him or them of a release or releases satisfactory to the board of trustees.

Sec. 6. When a member dies, or becomes insolvent, owing the exchange or any of
its members, his certificate of membership may be canceled and a new certificate in
lieu thereof issued and disposed of by the board of trustees; and after settling all

claims of the exchange and the members of the exchange, they shall pay any balance
to the legal representatives of the deceased.

Sec. 7. Every member of the exchange shall be entitled to vote at any election
for officers.

Sec. 8. Every person becoming a member shall sign the articles of incorporation,

and shall also sign the rules and regulations of the exchange, and agree to the by-
laws and by becoming a member he thereby subscribes to the constitution, rules,

regulation, and by-laws.
Sec. 9. A person presenting a certificate of membership properly indorsed, together

with an initiation fee of $100, may be allowed all the privileges of the floor pending his

election by the board of trustees.

Sec. 10. Members of the stock exchange in the employ of other members of the

exchange shall present credentials stating that transactions by them are for account
of the firm employing them.

BUSINESS OF THE EXCHANGE.

Section 1. There shall be a daily session of the exchange, and the members present

shall constitute a quorum for the settlement ot all questions growing out of the business

done during such session.

Sec. 2. No fictitious sale shall be made, and any member contravening this section

shall, upon conviction by two-thirds of the members present at the time the sale was
made, be suspended for the term of six months by the board of trustees.

Sec. 3. In all deliveries of stocks, bonds, etc., the party delivering shall have the
right to require the purchase money to be paid at the time and place of delivery, or at

the German National Bank. All such stocks or bonds shall be delivered, unless other-

wise agreed upon, on due day, which is hereby defined to be the day after the contract

is made.
Sec. 4. All stocks and bonds transferable by delivery shall be duly tendered on

due day upon demand of payment, and the seller has the right to demand cash or

certified check. No contracts for the purchase or sale of securities beyond 60 days
shall be made in the exchange.

Sec. 5. On options of three days securities may be either delivered or called up to

2.15 p. m. on the third day.
Sec 6. On all contracts on time over three days, made at the option of buyer or

seller, one day's notice shall be given before securities can be delivered or demanded,
and such notice shall be given at or before 2.15 p. m.
Sec 7. No offers to buy or sell privileges, to receive or deliver securities, or to buy

or sell dividends, shall be made publicly at the exchange, under a penalty of $10 for

each offense.

COMMISSIONS.

Section 1. Commissions shall be charged under all circumstances, on both pur-

chases and sales; and no member shall make any purchases or sales at less rate than

the regular rate of commission established by the board of trustees. Any member
violating this section, directly, or indirectly, shall, upon conviction before the board

of trustees, be fined in the sum of |25, and for the second offense may be expelled, and
cease to be a member of the exchange.
Sec. 2. There shall be charged a commission of not less than one-fourth of 1 per

cent on all regular purchases and (or) sales made by members of this exchange, on all

securities selling for 200 per cent or less; not less than one-half of 1 per cent on all

securities selling for over 200 per cent; 1 per cent on all securities selling at over 300

per cent.

30578—14 48
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TRIAL AND EXPULSION 01' MEMBERS.

Section 1. The board of trustees shall have power to compel the attendance of

witnesses, examine and try any chaige of misconduct, in any business matter, preferred
against any member of the exchange, when such charge is made in wilting to the
president of the exchange by a member; and if any such charge be made, and the
person against whom such charges are made is found guilty of the violation of any of

the rules, regulations, or by-laws of the exchange, or of any conduct unbecoming an
honorable broker, the said board of trustees may suspend the member against whom
the charges were preferred, or expel him absolutely. No attorney shall be present
or such trial representing either party.

Sec. 2. 'WTienever a member shall be suspended for any offense against the laws
of the exchange, he shall be deprived, during his suspension, of the right to enter or

transact business in the exchange and shall be deprived of such other privileges as

the board of trustees may direct.

SPECIAL MEETINGS.

Section 1. The board of trustees shall have the power to call a special meeting of

the exchange at any time.

Sec. 2. The president may, and at the request of seven members shall, within
two days, call a special meeting of the exchange, which request and call shall specify

the object of the meeting, and at any such meeting no other business shall be brought
forward.
Sec 3. At any such meeting no less than three members shall have the right to

call for the ayes and nays.
Sec 4. By-laws relating to all matters not covered by these rules and regulations,

may be enacted or repealed by a vote of four of the board of trustees at any meeting
of said board of trustees, provided the proposed change has been printed and posted
on the exchange for at least one week before it is voted upon.

By-Laws.

article I.

Section 1. The exchange shall be opened for the entrance of members every busi-

ness day at 9.45 a. m. At 10 a. m. the chairman shall begin the call of bonds and
stocks and continue until the whole list is called, at which time the exchange shall

adjourn until 2 p. m., which will be known as the second call, except on Saturday,
when there shall be only one call, which shall take place at 10 a. m.

ARTICLE II.

Section 1. During the sessions of the exchange bids and offers shall be made for

delivery the next business day, commonly termed "regular," or for "cash" delivery,

if agreed, or for any number of days not exceeding 60, if agreed. On Friday "regu-

lar" deli-\-ery shall be the following Monday.

ARTICLE III.

Section 1. Where there is a disputed claim tor the purchase or sale of a security

made during the sessions of the exchange, the chairman shall decide the same, or he
may appeal to the exchange for its decision. If an appeal be made from the decision

of the chairman and seconded by two members, the question shall be put to vote of

the members present.

Sec 2. When one party offers a security at a certain price, and another, not having
heard the offer, makes a higher bid, he is entitled to the purchase at the price at which
it was offered; and when a party bids a certain price and another, not hearing him,
offers the security at a lower figure, he is entitled to the price first bid. That is to

say, the first offer, either to buy or sell, shall be binding, and the party making offers

in ignorance of said previous offers shall be entitled to the benefit of such previous
offers.

Sec. 3. In all propositions to the exchange to buy or sell, the amount shall be $5,000
par value of stock, or $5,000 par value of bonds, unless otherwise specifically stated

at the time the offers or bids are made, and no quotation shall be fixed for a less

amount than $5,000 at par of either stocks or bonds.
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ARTICLE IV.

Section 1. All sales between members shall be settled for the next day unless
expressed to the contrary at the time of sale, and all bills must be presented for pay-
ment and settled for before 3 o'clock on the day they are due. All contracts falling

due Sunday, or on such holidays as may be observed by the exchange, shall be
settled on the preceding day.

Sec. 2. When deliveries are not made at the time above provided the contract may
be closed under the rules, after due notice to the defaulting party, in the manner
hereinafter provided. Such notice, however, must be given not later than 2.30 p. m.
on the due day.

ARTICLE v.

Section 1. Should any member announce his inability to fulfill his contract, the
party or parties contracting with him shall, without unnecessary delay, employ the
presiding chairman of the exchange to close the same in the exchange by purchase
or sale, as the case may require, unless the price of settlement has been agreed upon
by the contracting parties.

Sec. 2. Should any member neglect to fulfill his contract on the day it becomes
due, the party or parties contracting with him may, after giving written notice not
later than 2.30 p. m., employ the presiding chairman of the exchange to close the
same in the exchange by purchase or sale, as the case may require.

ARTICLE VI.

Section 1. All stocks .sold during the term that the transfer books of said stock are

closed for dividend or election shall l:ie considered as sold for the opening, free of

interest, unless otherwise specified.

ARTICLE VII.

Section 1 . The accrued interest on all bonds not especially excepted shall go to the
seller, but interest shall cease upon the due day unless otherwise agreed upon.

ARTICIB VIII.

Section J. Every member shall be obliged to vote upon any question upon which
the ayes and nays have been called, unless excused by the unanimous vote of the

exchange, and any member leaving the room pending the question, without the con-

sent of the presiding officer, shall be fined $5.

ARTICLE IX.

Section 1. All sales of listed securities made by members of the exchange shall be
reported to the exchange, under penally of $5 for each offense. Sales made before

call must be recorded before call. Rales made subsequent to the afternoon call shall

not be reported, except to the exchange, until the following morning. Sales that are

not recorded before the call must be listed as "sales between calls." Tt shall be the

duty of the chairman to ask for sales and announce all sales before he begins calling,

ARTICLE x.

Section 1. A fine of $1 shall be imposed on any member of the board of trustees

absenting himself from any meeting \vithout proper excuse.

ARTICLE XI.

Section 1. The dues of all members shall be $50 per annum, payable semiannually

in advance. All fines shall be paid within one month. Any member who shall

neglect to pay his dues or fines for 60 days after they become payable shall be sus-

pended until they are paid, and if not paid at (he end of the current year he shall no

longer be considered a member of the exchange, and his membership shall disposed

of by the exchange.
ARTICLE XTI.

Sbction 1. In any time contracts either party may call, at anytime diuing the con-

tinuance of the same, for a mutual deposit of 10 per cent. And whene^'er the market

price of the securities shall change, so as to reduce the said deposit either way below
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5 per cent, either party may call upon the other for a deposit sufficient to restore the
impaired deposit to 10 per cent; and this may be repeated as often as the deposit may
be so reduced.

Sec. 2. The form for the call of said deposit shall be as follows:

Cincinnati, , 19. .

.

M
We are requested to call upon you for a deposit of upon the

you this

If agreeable our check will be deposited in the German National Bank.
Yours, respectfully,

Sec. 3. In case either party shall fail to comply with the demand for a deposit, as

above set forth, the party calling, after having given due notice, may report the default

to the chairman of the exchange, who shall repurchase or resell the security in the

exchange, and any difference that may accrue shall be paid over to the party entitled

thereto.

Sec. 4. When there is a difference of opinion as regards the place of deposit for the

security of purchases or sales, the same shall be made in the German National Bank.
Sec. 5. In case the transfer books of any corporation or company whose stock is,

listed on this exchange are in another city than Cincinnati, or in case of the temporary
closing of the transfer books of any corporation or company whose stock is so listed,

or when for any cause transfer can not be made by the company or corporation, a

certificate of stock for the exact number of shares involved properly indorsed shall be
a good delivery, or stocks may be left with any trust company in this city for transfer

at the request of either party to the transaction. The issue of a receipt for such stock

by the trust company with which it is deposited shall be a sufficient delivery, and pay-
ment may be demanded by the seller on the delivery to the purchaser of such receipt.

ARTICLE xm.

Section 1. The form for time sales and purchases shall be as follows:

Shares Cincinnati, , 19 .

.

have sold to shares of the stock
of the at per cent, payable and deliverable option, in

days, either party having the right to call lor deposits according to the requirements
of the twelfth article of the by-laws of the Cincinnati Stock Exchange: And, upon the
failure of the party called upon to comply with the calls for deposits, this contract shall

mature; with the right and authority to the party not in default to close the contract

in accordance with the rules of the (Cincinnati Stock Exchange.

Shares Cincinnati, , 19 .

.

have purchased of at per cent, payable and de-

liverable option, in days, either party having the right to call for de-

posits according to the requirements of the twelfth article of the by-laws of the Cin-

cinnati Stock Exchange: And, upon the failure of the party called upon to comply
with the calls for deposits, this contract shall mature; with the right and authority

to the party not in default to close the contract in accordance with the rules of the

Cincinnati Stock Exchange.

Sec. 2. The form for the deposit of money for the carrying out of any contract that

may be entered into shall be as follows:

I No.. Cl^NCINNATI, 19...

This certifies that ha. . deposited with The German National Bank,
.
. dollars, payable in current funds on days' notice, to or

on order of the president of the Cincinnati Stock Exchange, upon the surrender of

this certificate (which is assignable only upon the books of the company).
, , President.

, Cashier.
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AKTICLE XIV.

Section 1. All purchases and sales, other than "regular way," "buyer three," and
"seller three," shall be with interest, unless otherwise agreed upon.
Sec. 2. In all time contracts the rate of interest shall be 6 per cent, unless otherwise

agreed upon, to be calculated by days according to bank usage.
Sbc. 3. The accrued dividends on all stocks Siall go to the purchaser.
Sec. 4. When securities are borrowed or loaned, the sum agreed upon to be paid,

either as interest for carrying or premium for use, shall be paid whether such se-

curities are delivered or not.
Sbc. 5. When stocks are loaned at a premium said premium applies (in the absence

of a renewal) only to the day on which stocks are loaned.

ARTICLE XV.

Section 1. AH applications for the listing of securities shall be made in writing
to the president, with a full statement of the capital, the amount paid up, number
of shares, par value, and such other information as may be required by the board of
trustees, accompanied by a fee of $250 for the use of the exchange. By a vote of a
majority of the board of trustees, the issue shall then be listed and called. Corpora-
tions whose securities are listed shall, at the request of the board of trustees, furnish a
statement of their financial condition, and shall at all times give notice to the exchange
of dividend declarations, annual meetings, changes in the number and par value
of their shares; or of any bond issue.

article XVI.

Section 1. Any member of this exchange who engages in the business of dealing
in differences or quotations on the fluctuations in the market prices of any commodity
or security listed on this exchange shall, on conviction thereof by the board of trustees,

be deemed to have committed an act in violation of the rules, regulations, and by-
laws.

EXHIBIT G.

BEQUIEEMENTS FOR LISTING SECURITIES ON THE CHICAGO AND
PHILADELPHIA STOCK EXCHANGES.

Chicago Stock Exohangb,
Committee on Stock List.

An application to list securities on 'the Chicago Stock Exchange, signed by an
executive officer over the seal of the corporation, must be filed with the secretary of

the exchange.
Application for an original listing of securities of a corporation, must recite:

1. Title of the company.
2. Date of organization.

3. Under the laws of what State incorporated.

4. Purpose for which organized.

5. Amount of authorized capital stock—(a) Amount issued, (b) par value of shares,

(c) rate of dividend, (d) voting power, (e) whether full or partially paid, (f) if per-

sonal liability attaches to ownership.

6. If preferred stock is authorized—(a) Preference as to dividends, (b) preference .

as to distribution of assets, (c) whether cumulative or noncumulative, (d) voting

power.
7. Amount of bonded indebtedness authorized—(a) Amount issued, (b) date of

maturity, (c) rate of interest, and when payable, (d) denomination of bonds and
serial numbers, (e) privilege of registration, (f) name and location of registrar, (g) name
and location of trust^e.

8. Amount of other indebtedness or liability for leases, guaranties, rentals, etc.

9. Location of principal office.

10. Name and location of transfer agent.

11. Name and location of registrar.

12. Names of officers and directors.

13. Location and description of property and equipment.

14. Dates and duration of charter, franchises, etc.
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15. If a consolidation of several previously existing firms or corporations—^(a)

Names and descriptions of constituent companies; (b) whether owned or controlled
in fee or otherwise.
An application to list securities must be accompanied by a check for $100, drawn

to the order of the treasurer of the Chicago Stock Exchange, for each class of securities

to be listed.

A corporation is required to maintain in the city of Chicago a transfer agency and
registry for its stock. The company may, if it so elects, transfer its own stock; but the
registrar must be a responsible bank or trust company or other agency satisfactory to

the stock-list committee.
An application to list securities must be accompanied by certified copies of (a)

articles of incorporation or charter; (b) trust deeds of all bond issues; (c) balance sheet

and income account of recent date (these may be certified by the auditor of the com-
pany or by a recognized chartered accountant); (d) an agreement in effect as

follows:

"In making this application it is hereby agreed as a condition precedent to the
listing of the securities that the company shall furnish to this committee at any time,

on demand, such reasonable information of its general condition as may be required,

and that a failure to give such information shall subject the company to the penalty
of having its securities struck from the list. Notice of any increase of bonds or stock,

stating the purpose for which such new bonds or stock are issued, shall be given in

writing to the secretary of the stock exchange at least 30 days before the issuing of said

new bonds or stock. Notice shall be given to the secretary of the stock exchange in

writing, at least 10 days in advance of the closing of the transfer books, for any pur-

pose whatsoever."
No application to list bonds or stock where the total issue amoimts to less than

$200,000 par value will be considered by the committee.

Stock List Committee,
Philadelphia Stock Exchange, June t4, 1910.

[Succeeding issue of May 8, 1906.]

1. The stock-list committee will meet on each Friday, 12 m., at the oiSce of the
exchange.

All applications to list securities must be addressed to the committee, and should
be filed with the secretary of the exchange on or before the Tuesday prior to their
consideration.

REQUIREMENTS PROM APPLICANTS.

2. In all cases of apphcation for an original listing of either stocks or bonds of steam
railroad or traction companies, it is required that there shall be filed a statement of

the location and description of the property, and, when possible, also a map thereof.

Said statement should give title of the company, when incorporated, and by what
authority; route of road, miles of road completed and in operation, gauge, contemplated
extensions, equipment, liabilities and assets, earnings and expenses, amount and
description of mortgage lien or other indebtedness; also a statement of any liabihty
for any leases, guaranties, rentals, or car trusts, and the terms of payment thereof;

also the number of shares of capital stock authorized, the par value thereof, and the
amount outstanding at date of application, and if full paid and non-assessable, a list

of the officers and directors, the office of the company, transfer office, and registrar.

If it is a reorganization of another company, the particulars should be stated, as required
bv paragraph 10. Three copies of this statement in type or typewritten, signed by an
officer of the company, should be furnished to the committee, together with a like

number of copies of trust deeds, mortgages, or other corporate agreements pertaining
to the application, and one certified copy of the charter.

_
3 . Applications to place bonds on the list (three copies required) must give a descrip-

tion of the bonds, viz
: The amount of authorized issue, name of trustees, date of issue

and maturity, the denomination of each kind of bonds issued, and whether mortgage
under which bonds are issued cover all or part of the property of company, series of

numbers, rate of interest and when and where payable, and if free of tax, and whether
principal and interest is payable in gold coin or currency. Also whether the bonds
are subject to earlier redemption by sinking fund or otherwise, and it issued in coupon
or registered form, and whether they are transferable into other forms; name of transfer

agent and place of transfer, if said bonds have privilege of registration. The applica-
tion should state disposition of the proceeds of the issue, and for what pxu-pose any
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bonds remaining unissued are reserved. Two copies of the mortgage, one being cer-
tified by the trustee to be a true and correct copy, together with evidence that it has
been duly and properly recorded as a lien upon the property, and similar copies of
other corporate documents must also be furnished. Bonds upon completed mileage
only will be listed.

4. Applications to place the securities of a steam-railroad or traction company upon
the list must be accompanied by a certificate from a duly qualified civil engineer stat-
ing the actual physical condition of the property as of a recent date.

5. Application for listing additional amounts of securities of steam-railroad and trac-
tion companies already represented upon the exchange should state the amount and
character of the additional issue, the authority therefor, and the application of the pro-
ceeds. If for the acquisition of new property, the application should describe said
property.

6. Applications to list the stocks or bonds of industrial, mining, or manufacturing
companies must give title of company, when and for what purpose incorporated, and
by what authority, and state whether it is an original organization or a consolidation
of several previously existing firms or corporations; if a consolidation, statement of
financial and physical condition of constituent companies must be furnished, a full
description of the property, real, personal, and leased, nature and character of product,
and general statement of the business proposed to be transacted. Amount and descrip-
tion of mortgage liens and other indebtedness, number of shares of capital stock author-
ized, the par value thereof, amount outstanding at date of application, and if full paid
and nonassessable, and how issued, statement showing results of business each year
for the period of at least two years if possible, and balance sheet showing assets and
liabilities of recent date, statement of special rights and privileges of directors, as con-
ferred by charter or by-laws, list of officers and directors, office of company, transfer
office, and registrar. The application must be accompanied by a certified copy of the
charter or act of incorporation, by-laws of the company, and opinion of counsel that
the company has been legally organized, and that the securities have been legally
issued, and that the real estate owned is free and clear, except as to stated liens.

7. In addition to the foregoing, mining companies will state in their application:
First, if any of their stock is pooled or held in trust (full particulars required);

second, what amount has been expended on surface; third, what amount has been
expended underground; fourth, what is the capacity of mining, milling, and all

other machinery. Such companies will also furnish the following additional papers:
Certified copy of court records, if any, and deeds; certified list of stockholders, with
number of shares held by each ; original or certified copy of expert's report as to present
value and development of property.

All copies of deeds must be certified by register of deeds where recorded. Copy of

charter must be certified by secretary of state where incorporated. All other certifica-

tions must be made by a notary public, who must state that he has compared the
. copy with the original and it is correct.

The list committee will require all gold and copper mining companies applying
for admission to submit with their papers of application the report on their property
of some reputable engineer. This report will be examined by an expert employed
by the committee, and at the expense of the applicant.

8. In applications for listing securities of companies which have been reorganized,

the particulars should be stated as required by paragraph 10. Application to list

additional amounts of such securities must give like additional information, together
with a statement of the application of the proceeds of securities so issued.

9. Applications to list securities of all other companies must be accompanied with
like information as to property, financial condition, and results of business, as indicated
above.

10. When application is made to list securities of a corporation which has been
insolvent or has been reorganized, the committee will require a full and complete
financial statement of said corporation, or of its predecessor, for a period covering at

least one year prior to reorganization; i. e., a detailed statement of earnings and
receipts from every source, a detailed statement of all expenditures, and the amount
of all outstanding indebtedness of every description in detail, and a balance sheet of

the books of the reorganized company, also the amount and description of the various

securities issued by such reorganized company, and the purpose and terms, in detail,

under which they are to be or have been issued. If the property has been sold under
foreclosure, a certificate from counsel that the proceedings have been in conformity

with all legal requirements; and that the title to the property is now fully vested in

the new corporation, and is free from all liens and incumbrances, except as distinctly

specified, must be furnished.
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11. In all applications by companies having preferred and common stock applica-
tion should state whether the preferred is cumulative or noncumulative, and the nature
of preference of preferred over common stock in regards to voting, dividends, and
assets.

12. AppKcation to list stocks must be accompanied by an agreement in form as
follows

;

"In part consideration of the listing of the stock of the Co. by the
Philadelphia Stock Exchange, the said Co. hereby agrees to publish at least

once a year a pjroperly detailed statement of its earnings and expenses for such preced-
ing period, and also a balance sheet giving a detailed and accurate statement of the
condition of the co.mpany at the close of its last fiscal year, or of recent date, of which
statement the Philadelphia Stock Exchange will be furnished a cojjy, signed by an
officer of the company. The said Co. further agrees to notify the Philadelphia
Stock Exchange of all dividends, assessments, and allotments upon its capital stack
immediately such dividends are declared or assessments and allotments made as well
as of tlie closing and opening dates of its transfer books for any and all purposes."

[peal.]

] 3. An original application must be accompanied by a check for the amount of ?100
for listing each class of securities up to the par value of $1,000,000, and $25 for each
additional 81,000,000.

Applications for listing additional amounts of a security on the list must be accom-
panied by a check for the amount of 525 for each .SI ,000,000 par value thereof.

Said checks should be drawn to the order of the "treasurer of the Philadelphia Stock
Exchange," and will immediately become the property of the exchange. (Effective

July 1,1911.)
1-1. The governing committee may, if reason for so doing shall appear to exist, refuse

to make new issue of stock a good delivery, and it may suspend deaHngs in the capital

stock or in the bonds of any company, either for a time or permanently, as the case
may seem to require.

TKTJSTEES OP MORTG.A.aES.

15. The committee recommends that a trust company or other corporation be
appointed a trustee of all mortgages. "When a State law requires a local individual
trustee, then a trust company or other corporation should be appointed as cotrustees.

The committee does not approve of an officer of a corporation being a tnistee of its

securities.

16. In all cases where two or move liens have been placed upon the same property of

a corporation applying to have its securities listed upon the exchange, each liet should
be represented by a trustee or trustees entirely separate and distinct from those to whom
any other lien upon the same property, either in part or in entirety, have been
inl;rusted.

17. The trustees must present a certificate acknowledging the acceptance of the
trust, and giving the numbers and amount of bonds executed in accordance with the
terms of the mortgage; in case the trust deeds shall require the deposit of collateral as

security for the mortgage, the trustee shall certify to the deposit of such collateral,

specifying it in detail. In the matter of additional issues of bonds, the trusteemust
certify that such increase has been in conformity with the terms of the trust deed, and
that the lien of the mortgage has been duly recorded against the new property acquired,
or that the required additional collateral has been duly deposited.

18. It is required that the company shall furnish opinion of competent counsel
setting forth

:

(1) That they have examined the mortgage or deed of trust securing the bonds for

which application for listing has been made, and that in their opinion said mortgage
or deed of trust and the bonds secured by the same are in proper form, and are duly
authorized by the directors and stockholders of the corporation, and are in all respects
valid and binding obligations of the corporation.

(2) That the morrgage or deed of trust has been duly recorded in all the States in

which the property mortgaged is situate, and that in their opinion the laws of all such
States ha\e been complied with both in regard to the issuance of the bonds and the
execution, delivery, and recording of said mortgage or deed of trust.

(3) That in their opinion the trustee mentioned in the mortgage or deed of trust is

duly authorized to act as such, and has in the proper form accepted the trust created
by such instrument.

(4) That in their opinion there is vested in the trustee under and by virtue of said

mortgage or deed of trust, a good and marketable title to or interest in all of the prop-
erty described or intended to be described therein. (Counsel shall in addition recite

in full the nature and extent of the title or interest vested in the trustee, and if such
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title or interest be less than a title in fee simple, free and clear of all incumbrance
(so far as relates to real estate), or an absolute title free and clear of all claims and
demands whatsoever (so far as relates to personalty), shallset forth all matters affectingm any way the pnoiity or validity of the lien of the said mortgage or deed of trust, and
shall certify that in their opinion the matters related are the only ones affecting such
pnonty or validity)

.

ENGRAVED CBRTIMCATES REQUIRED.

19. The face of every bond, coupon , or certificate of stock must be printed from steel
plates, which have bee'-- engraved in the best manner, and which have such varieties
of work as will afford the greatest security against cpnnte.fciting.
For each document or instrument there must be at least two steel plates, viz, A

faceplate containing the vignettes and lettering of the description or promissory
portion of the document, which should be printed in black, or in black mixed with
a color; also a tint plate, from which should be made a printing in an antiphotographic
color, so arranged as to underlie important portions of the face printing.
These two printings must be so made upon the paper that the combined effect of

the whole, if photographed, would be a confused mass of lines and forms, and so give
as effectual security as possible against counterfeiting by scientific or other processes.
The imprint of each denomination of bonds must be of such distinctive appearance
and color as to make them readily distinguishable from other denominations and
issues. It is required that for each class of stock issued there shall be a distinctively
engraved plate for 100 shares with said denomination engraved therein in words
and figures; and for certificates issued for smaller amounts than 100 shares there shall
be similar plates, distincti\'e in design or color, for each issue, and there shall be
engraved thereon some device whereby the exact denomination of the certificate
may be distinctively designated; and they shall also have conspiculously engraved
thereon the words "Certificate for less than 100 shares."

Certificates of stock should recite ownership, par value, and whether shares are
full-paid and nonassessable; terms of redemption, preference as to dividends, voting
power, or other privilege, including distribution of assets in the event of dissolution
of the corporation, voluntarily or involuntarily. Certificates for common and pre-
ferred stock each shall recite preferences of the preferred over the common stock.

It is required that a sample of each issue of stocks or bonds sought to be listed shall

be referred to the committee for acceptance as to form, character, and workmanship
prior to application for their listing. No form of stock certificate or bond will be
accepted unless it has been carefully engraved by some bank-note engraving com-
pany whose work is approved by the exchange.

Certificates of stock or bonds having seal of company engraved thereon will not
be a delivery, nor will they be accepted for listing on the exchange.

REGISTRATION.

20. stocks must be registered at some institution satisfactory to the committee,
and each application must be accompanied by a letter from the registrar, stating
the amount of stock registered at the time of application, and also by ' 'Form of agree-
ment with registrars," duly executed, provided such form has not been already filed

with the committee.
2L It is required that the same trust company, or other satisfactory agency, should

not be both registrar and transfer agent. The duties of such offices should be per-
formed by different companies or agencies.

22. In any case of increase of capital stock, except for convertible bonds already
listed, at least 30 days' notice of such intended increase must be given in writing
to the stock exchange, and application must be made through the stock-list com-
mittee to the governing committee to have such new stock admitted to the list.

The registrar will not be authorized to register any new stock until notified by the
secretary of the exchange that such stock has been duly listed.

23. All signatures upon securities must be written. Stamped signatures will not
be accepted by the committee.

CEHTIPIOATES OF STOCK.

24. The power of attorney indorsed upon a certificate of stock must contain a full

bill of sale, must be irrevocable, and must contain a power of substitution.

25. After a stock has once been placed upon ~the list, any change in the form of

certificate, or place of registry or transfer, must receive the approval of the committee.

John W. Sparks, Chairman.
Horace H. Lee, Secretary.
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EXHIBIT H.

EXPULSIONS FROM THE CONSOLIDATED STOCK EXCHANGE OF NEW
YORK FROM JULY 19, 1900.

49 AND 51 Wall Street,
New York, February 24, 1914.

Hon. RoBBBT L. Owen,
Chairman Senate Committee on Banking and Currency,

Senate Ojfice Building, Washington, D. C.

Dear Sir: At the hearing you were good enough to accord to the Consolidated
Stock Exchange of New York and ourselves, as its counsel, on the 7th instant, in refer-

ence to Senate bill No. 3895, introduced by you "to prevent the use of the mails and
of the telegraph and telephone in furtherance of fraudulent and harmful transactions

on stock exchanges," Senator Weeks requested a list of the expulsions of members
of that exchange, as we remember it, for the past 10 years, but, as our client's president
remembers it, from January 1, 1900, on. As we have not the minutes before us, we
shall commence at the earlier date, and we give below a list of the 51 expulsions, as

finished by our client, covering a period of a little more than 14 years and showing
an average of 3.65 members expelled per year:

Dates. Names. Kemarks.

1900.

July 19

Oct. 4

6

12

1901.

Nov. 11

11

1902.

Deo. 24

1903.

Jan. 6
15

May 21

25

25

Feb. 6
May 6

6

6

6

Luther H. Bailey

.

John Zeeman.

Harry L. WiUiamson
(partner of Zeeman).

George T. Sullivan

William A. Shafcr
R. F. Knight

,

J. L. McLean

W. F. Bowman
F. C. Pearson
H. M. Lewis
C.B. White

E. E. Ford

J. J. Cowan
T. HillLeary
J. F. Hale

Arthur H. Page

W. Grant l&oage

M. E. HaUy

S.De La P. S.Ellis....

F. B. Crawford
A. S. Floyd

J.H.Goldberg...

Violation of sees. 3 and 6 of Art. Ill of the by-laws; failure to ex-
ecute customers' orders on a duly organized exchange, and render-
ing false and fraudulent reports as to purchaBes and sales not in fact
made.

Violation of sees. 3, 6, and 8 of Art. Ill of the by-laws: failure to exe-
cute customers' orders on a duly organized exchange, and rendering
false and fraudulent reports as to purchase and sales not in fact
made; failiure to furnish customer with name of broker from whom
securities were bought or to whom sold.

Tried and convicted on same charges as Zeeman.

Violation of sees. 3 and 6 of Art. Ill of the by-laws; bucket shopping
through reporting to customers transactions not in fact made.

All of these 6 members were expelled for violations of sees. 3 and 6
of Art. Ill of the by-laws, in that they failed to execute their cus-
tomers' orders on a duly organized exchange, and rendered their
customers false reports of transactions.

Violation of Art. IX of the ooiLstitution, making a willful and mate-
rial misstatement of fact to the memberstdp committee.

Violation of sec. 1 of Art. Ill of the by-laws, by failing or refusing to
appear in answer to a summons to appe'ar before the board of gov-
ernors.

These three members were convicted of violation of sees. 3 and 6 of

Art. Ill of the by-laws, in that they failed to execute their cus-
tomers' orders and rendered false and fraudulent reports to their

,
customers, '

-

Violation of sec. 1 of Art. Ill of the by-laws, by failing or refusing to
appear in answer to a summons to appear before the board of gov-
ernors.

Violation of sec. 4 of Art. Ill of the by-laws, in permitting his name
to be used by other brokers for the purpose of aiding them in cross-

ing trades and executing fictitious transactions.
Violation of sec. 1 of Art. Ill of the by-laws, by faiUng or refusing to
appear in answer to a summons to appear before the board of gov-
ernors.

Violation of sec. 4 of Art. Ill of the by-laws, in permitting his name
to be used by other brokers for the purpose of aiding them in cross-

ing trades and executing fictitious transactions.
{Violation of sees. 3 and 6 of Art. Ill of the by-laws, in that they failed

to execute their customers' orders on a duly organized exchange
and rendered their customers false reports of transactions.

Violation of sec. 4 of Art. Ill of the by-laws, in permitting his name
to be used by other brokers lor the piupose of aiding them in cross-

ing trades and executing fictitious transactions.
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Dates. Names. Remarks.

1903.

June 10

July 8

Oct. 14

Dec. 16
16

W. E. Woodend.

C. M. Strong.

W. W. Gile..

16

1905.
Jan. 10

M. R. Dvett..
F. S. Coltcn...

C. E. Stade...

A. M. Lamar..

Apr. 27 I. H. Berger.

Oct. 19

1906.
Jan. 15

Sept. 13

1907.

Nov. 14

1908.

Jan. 9

June 1

4
4

4
Sept. 24

1909.

Apr. 2

May 27

1910.

Jan. 12

1912.

July 15

Nov.

Sept. 4
Oct. 31

7
7

1913.

Feb. 20
Apr. 24
May 1

Earnest Martin.

Avery McDougall.

J. W. Hoflman.

B. D. Tuttle

W. P. Wilkinson..

H. W. Generich.
r. W. Bosohen.

.

A. R. Specht

E. A. Ellsworth.
R. E. Eastman.

.

J. M. Glassman..

John Dickinson.

K. K. Jenkins

.

D. T. Garrie.

A. E. Wilson..
Walter Blair..

R. E. Leavitt.
P. a. Grant...

H. Kaiser
P.J.Clark...
J. R. Heintz.

Violation of sees. 3, 6, and 8 of Art. Ill of the by-laws; failure to exe-
cute customers' orders on a duly organized exchange: crossing or-

ders and failure to furnish customers with the name of the broker
or brokers from whom or to whom securities had been bought or
sold.

Violation of sees. 3 and 6 of Art. Ill of the by-laws: for failure to exe
cute customers' orders on a duly organized'exchange, and rendering
false reports of transactions.

Violation of sec. 1 of Art. Ill of the by-laws: for failure or refusal to'

appear in answer to a summons to appear before the board of gov-
ernors.

(Violation of sees. 3 and 6 of Art. Ill of the by-laws: for failure to exe-
cute orders on a duly organized exchange, and rendering false re-

ports of transactions.
Violation of see. 1 of Art. Ill of the by-laws: by failure or refusal to
appear before board of governors in answer to a summons.

Violation of sees. 1 and 3 of Art. Ill of the by-laws: by failure or refusal

to appear in answer to a summons to appear before the board of

governors. Convicted in his absence of trading against customers'
orders.

Violation of sees. 9 and 10 of Art. Ill of the by-laws: offering by means
of circulars and in fact transacting a discretionary business: that is

to say, a business in which the broker and not the customer deter-
mines what securities should be bought or sold and at what prices,

substituting the broker's sole discretion and judgment for the cus-
tomers'.

Violation of sees. 3 and 6 of Art. Ill of the by-laws: failure to execute
customesr' orders on a duly organized exchange and rendering falsa

reports of transactions.

Violation of sees. 3, 4, and 5 of Art. Ill of the by-laws: failure to exe-

cute customers' orders on a duly organized exchange, rendering
reports of fictitious transactions, and crossing orders and trading
against customers' orders.

Violation of sees. 3, 6, and 8 of Art. Ill of the by-laws; failure to exe-
cute customers' orders on a duly organized exchange, rendering
reports of fictitious transactions, and failure to furnish customer
with name of broker with whom actual transactions were had.

Violation of sec. 1 of Art. Ill of the by-laws; failure to appear before
board of governors in answer to a summons.

Violation of Art. IX of the constitution; making a material misstate
ment of fact to the membership committee.

iViolation of sec. 1 of Art. Ill of the by-laws; failure to appear before

/ the board of governors in answer to a summons.
Violation of sees. 3 and 8 of Art. Ill of the by-laws, in that he bought

securities at prices lower and sold securities at prices higher than
those reported to the customer, thus cheating the customer out o
fractions of a point on a number of transactions.

IViolation of sec. 1 of Art. Ill of the by-laws; failure or refusal to

/ appear before board of governors in answer to a summons.

Violation of sees. 3 and 6 of Art. Ill of the by-laws, in substantially
the same particulars as those in the Specht case, supra.

Violation ofsec. 1 of Art. Ill of the by-laws; failure or refusal to appear
before board of governors in answer to a summons.

Violation of sees. 1 and 3 of Art. Ill of the by-laws; failure or refusal

to appear before the board of governors in answer to a summons;
convicted in his absence of rendering reports of fictitious transactions
to customers.

Violation of sees. 3 and 6 of Art. Ill of the by-laws; failure to execute
customers' orders on a duly organized exchange and trading against
customers' orders.

IViolation of sec. 1 of Art. Ill of the by-laws; failure or refusal to ap-

f pear before the board of governors in answer to a summons.
iViolation of sec. 4 of Art. Ill of the by-laws, in that they crossed

orders: violation of sec. 7 of the same article, in that they accepted
customers' deposits and orders while in an insolvent condition.

IViolation of sec. 1 of Art, III of the by-laws; failure or refusal to ap-

/ pear before the board of governors in answer to a summons.
Violation of sees. 3 and 6 of Art. Ill of the by-laws; failure to execute
customers' orders on a duly organized exchange, and rendering
false reports of transactions to customers.
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Fiom the above list of expulsions some ideaTan be ratheied of the vigilance exer-
cised by those in authority as governors of the Consolidated Stock Exchange charged
with the duty of strict enforcement of the provisions of the constitution and by-laws,
a copy of which was filed with your committee. In the case of an honest failure

every encouragement is given to the unfortunate member to regain his financial
footing, but if a scrutiny of his books discloses unfair dealings of any nature he is

summarily expelled, after an opportunity to appear in his own defense. It must
not be inferred, however, that expulsions result only in the case of members who
have failed. On the contrary, inspection of the books of the active solvent members,
if it reveals any fraudulent transactions, results immediately in the preferment and
hearing of charges and in the trial of the accused member, and the governing
authorities are at all times prepared and sometimes, though infrequently, have
occasion to investigate complaints made by customers against members of the ex-

change who are entirely solvent. As an example of the manner in which the exchange
authorities exercise their inquisitorial powers, we may cite an instance which occurred
about three years ago. In the course of the examination of the books of a Consolidated
Stock Exchange house, which some time thereafter failed, it was discovered that an
agent of the Department of Justice, who was at the time rendering most effective

services in the suppression of bucket shops and whose work had our client's most
hearty indorsement, was speculating on margin with the brokerage house in question.

Our client felt that it was its duty to report the matter to the Attorney General of

United States, and did so through us, the result being the summary dismissal of the

agent by telegram.

We may add that from the time of the organization of the exchai^e down to the

present no expelled member has succeeded in procuring reinstatement or damages
from the courts. For those interested in the attitude of the courts toward summary
exT"iulsions, after trials conducted summarily but fairly in accordance with the con-

stitution and bj'-laws of the Consolidated Stock Exchange, we refer to the opinion
of the court of appeals in Lewis v. Wilson (121 N. Y., 28'4), and of the Supreme
Court in Williamson v. Randolph (48 Misc. (X. Y.j, 96), which is perhaps the most
recent exhaustive review of the authorities.

Yours, respectively,
Sullivan & Cromwell,

General Counsel to the Consolidated Stock Exchange of New York.

EXHIBIT I.

CONSTITUTION AND BY-LAWS OF THE CONSOLIDATED STOCK
EXCHANGE OF NEW YORK.

Constitution.

Article I.— Title.

Section 1. The name and title of this association shall be the Consolidated Stock

Exchange of New York, and its business shall be limited to furnishing facilities to its

members for the purchase and sale of petroleum, stocks, bonds, and other securities,

agricultural and commercial products, ores, metals, and other minerals.
Sec. 2. For the purpose of facilitating transactions between members, and the set-

tlement of the same, the board of governors may arrange or contract with banks, trust

companies or any other corporation or corporations to clear such transactions, and

may from time to time make and establish rules and regulations to require and govern

said clearances. The board of governors may also subscribe to or purchase any portion,

not exceeding $25,000, of the capital stock of any such corporation, whose business it

may be to clear transactions made in any class of bonds, stocks, or other securities

between members of this exchange.
Sec. 3. Any institution that may be designated by the board of governors to clear

transactions in any bonds, stocks, or other securities dealt in by the members of the

exchange, shall be known as the clearing house of the exchange, and members of this

association shall have the right to avail themselves of its services subject to the rules

and regulations established by the board of governors; Provided, That neither this

association as a body, nor its members individually, shall be liable to any member of

the association, or other person, for any loss or damage that may accrue by reason of-

any act, neglect, or failure on the part of the clearing house.
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Sec. 4. For the purpose of securing and furniehing to its members rooms and appur-
tenances as facilities for transacting the business of the exchange, the board of gover-
nors, on behalf of the exchange, may subscribe to or purchase any portion not exceed-
ing $415,000 of the capital stock of any corporation formed under the laws of the State
of New York for the erection of buildings, and for purchasing, mortgaging, holding,
leasing and conveying any real and personal estate which may be necessary to enable
said company to carry on the operations named in its certificate of incorporation.

Article II.

The whole government and management of the association and its concerns shall be
vested in a board of governors, composed of the president, first and second vice presi-
dents, treasurer, and 20 other members, divided into two classes, 10 to be elected each
year to serve for a period of two years.

Article III.

—

Elections.

Section 1. On the second Monday in May, in each year, the president, first and
second vice presidents, treasurer, chairman, arbitration committee and nominating
committee shall be elected by ballot of the members; and there shall be elected at the
same time 10 members of the board of governors, to fill the vacancies occasioned by the
expiration of the term of the outgoing class, and also governors to fill any vacancy or
vacancies in the other class for the unexpired term. The candidate or candidates re-

ceiving the largest number of votes shall be declared elected.
In case a vacancy shall occur in the office of president, the first vice president shall

take the office of the president and perform all the duties thereof until the next annual
election ; in case a vacancy shall occur in the office of the first vice president, the second
vice president shall become first vice president until the next annual election; in case
a vacancjr shall occur in the offices of second vice president, treasurer, or chairman, or

in the said board of governors, by resignation or otherwise, it shall loe filled by said

board until the next annual election.

The candidates elected at the annual election shall take office on the second Mon-
day in June next following their election. The board of governors shall, at least 10
days prior to the annual election, appoint seven tellers, members of the exchange, who
shall receive and count the votes cast at the annual election and declare the result.

No candidate for any office shall be appointed a teller, and the candidacy for elective

cifflce of any teller already appointed shall disqualify him from acting. The board of

governors shall determine the compensation of the tellers and define their duties.

Sec. 2. No person shall be eligible to or hold any office in this association who
shall not be a member in good standing, and no appointed officer or employee shall

be a member of, or taken from, the board of governors.

Article IV.

—

Board of governors

.

Section 1 . All powers necessary for the government and management of the associa-

tion shall be vested in the board of governors. The board shall have power to try, on
presentation, all offenses under or against the laws of the association and all charges
against members, and its decision shall be final. The board shall fix the amount of

salary that shall be paid to any officer of the association and shall also appoint a sec-

retary and fix his salary. The secretary shall hold office during the pleasure of the
board.

Sec. 2. The board of governors may at any time during the pendency of a case
before any standing or special committee ask for such information and give such
instruction as said board may deem proper.

Sec. 3. Any member of any standing or special committee before which a case
may be brought shall have the right during the consideration of the case, or within
two days after a decision has been made therein, to demand a reference of the same
to the board of governors for final adjudication, and the chairman of such committee
shall notify the president of such reference at the next regular meeting. No member
of the board of governors shall participate in the adjudication of a case in which he
is personally interested.

Sec. 4. The president may call a meeting of the board of governors at any time.
He shall call a meeting at the request of five members of the board of governors. In
the absence of the president and vice presidents, any five members of the board of

governors may call a meeting by an announcement from the rostrum. A majority
of all the members of the board of governors shall be necessary to constitute a quorum.
Provided, however, that eight members of the board of governors shall constitute a
quorum for the transaction of the following routine business: Reading of minutes and
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approving or correcting the same, also reading of the regular monthly and semimonthly
financial reports and approving or correcting the same.

Sec. 5. Any member of the board of governors who, except in case of illness or
leave obta,ined from the presiding officer, shall absent himself from three consecutive
regular or special meetings, may, at the discretion of the board of governors, cease to

be a member of such board, and the vacancies so occurring shall be filled as provided
for in Article III of the constitution.

Article V.

—

Standing committees.

At the first meeting of the board of governors after each annual election, the president
shall appoint, from the members of the board, subject to its approval, the following
standing committees for the year:

1. A finance committee, to consist of five including the president and treasurer.

2. A committee on membership, to consist of nine.

3. A committee on arrangements, to consist of five.

4. A committee on mining securities, to consist of five.

5. A clearing committee, to consist of five.

6. A law committee, to consist of five.

7. A committee on commissions, to consist of five.

8. A committee on securities, to consist of seven.
9. A complaint committee, to consist of five.

10. A committee on news, statistics, and trade facilities, to consist of five.

11. A committee on ways and means, to consist of five.

12. A committee on correspondents, to consist of five including the president.

The president shall be ex officio a member of all standing and special committees.

Article VI.

—

Duties of standing committees.

Sec. 1.

—

Finance committee.—It shall be the duty of the finance committee to

supervise the finances of the association; to audit the accounts of the treasurer, and
to direct the investment of any funds in his hands in such manner as it may deem
advisable for the interests of the association, subject to the approval of the board of

governors.
Sec. 2.

—

Committee on membership.—The committee on membership shall have
jurisdiction over all admissions to membership in the association. All applications

for membership must be addressed to the chairman of the committee, and must be
indorsed by at least two members of the association. The name of the applicant and
the names of his indorsers shall be conspicuously posted in the business room of the
association, with a notice requesting the members to inform the committee, in writ-

ing, of any objections they may have to the person named. Such communication
shall be duly considered in committee, and shall be held confidential. The com-
mittee shall make diligent inquiry as to the qualifications of the applicant, and shall

cite the applicant and his indorsers to appear before said committee at any time after

the first posting of the applicant's name, as afore.said. At the expiration of not less

than 10 business days from the first posting of the applicant's name, and not less than
one week from the date of the examination of the applicant and his indorsers, the

committee shall proceed to ballot for the applicant. If after due consideration of the

application, six members of the committee shall indicate by secret ballot their ap-

proval, the chairman shall declare the said applicant duly elected a member of this

association, provided that, within 10 business days after being elected, he shall sign

the constitution, and pay the transfer or initiation fee and the contribution to the

gratuity fund, as specified in Article VIII, sections 2 and 3, otherwise his election

shall be null and void.

Whenever any member of this association shall desire to discontinue his member-
ship and to nominate his successor, he shall send a written communication to the

chairman of the committee on membership stating the fact, with an official nomination
of a successor, who shall pay to the chairman of the committee the amount of con-

sideration for said nomination. The committee shall then cause a notice to be posted

in the business room of the association, which shall state the name of the member
desiring to withdraw, and invite the filing of claims against said member; and if,

after the expiration of 10 business days from the first posting of such notice, the nonii-

nated successor shall have been elected to membership and shall have qualified in

the manner prescribed in the preceding part of this section, the money deposited

with the chairman shall be distributed by him in the manner provided m section 3

of this article.

On the first posting of the notice of withdrawal of such meinlier he shall discontinue

aoti\e raembevship and the making of contracts with members, aiid when the successor
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shall be admitted to membership the prior membership shall cease and be -s-r.id; but
if the nominee shall be rejected or fail to qualify the member may name another suc-
cessor, or may resume acti^u membership, provided that there are no claims filed

against him.
Whenever the board of governors may determine to purchase a membership in this

association, as ]irovided in sections 4, 5, and G of Article VIII, the member desiring to

discontinue his membership (and from whom the association, through the board of
governors, has determined to purchase the sa,me), shall send a written communication
to the chairman of the committee on membershij) stating the fact, and the board of

governors shall cause the treasurer of the association to pay to tlie chairman of the com-
mittee on membersluj), from the general or surplus fund, or current expense account,
or shall cause the trustees of the gTatuity fund to pay to the chairman of the committee-
on membership (and such trustees are hereby empowered to make such payments),-
from the accumulated sui-plus of the gi'atuity fund, it any, the amount agreed upon,
and the committee shall then cause a notice to be posted in the business room of the
association, which shall state the name of the member desiring to withdraw, and invite-

the filing of claims against said member until the expiration of 10 business days from-

the first posting of such notice, at the end of which time the said membership shall

cease and be void, and the money deposited with the chairman shall be distributed
by him in the manner provided in section 3 of this article.

On the first posting of the notice of withdrawal of such member, he shall discontinue
active membership and the making of contracts with members.
Should the board of governors delegate to the president or any other officer the right

to piirchare memberships as aforesaid, the board of governors shall in such cases approve
each purchase by a majority vote of their whole number.

Sec. 3. Vpon any transfer of membership, whether voluntary or otherwise, pursuant
to the provisions of the constitution and by-laws of this exchange, the proceeds thereof
shall be applied to the folio-wing purposes and in the following order of priority,

namely:
First. The payment of all fines, dues, assessments, and other charges of, or owing to,-

the exchange against or from the member whose membership is transferred.

Second. The pro rata payment to creditors, members of the exchange, or firms regis-

tered thereon, of all claims duly filed with and allowed by the committee on member-
ship, arising from contracts made on the floor of the exchange subject to its constitution

and by-laws and forming part of the regular course of business of the exchange, includ-
ing the borrowing and loaning of securities listed with the exchange, and also of all

claims for floor brokerage on purchases and sales made within two months next pre-

cedii^ the first posting of the notice of -withdrawal of such member or the suspension of
such member from the floor of the exchange, as the case may be.

Third. The pro rata payment to creditors, members of the exchange or firms regis-

tered thereon, of all claims, duly filed with and allowed by the committee on mem-
bership, arising from the borrowing or loaning of moneys or from any transaction or

dealing in securities, or from any transaction connected with the maintenance or
carrying on by such creditors or such debtor of their business as brokers, other than the
transactions or dealings referred to in subdivision second.

Fourth. Claims, growing out of transactions between partners shall be admitted to

share in the proceeds of the membership of one of such partners only after the claims'

filed by other creditors who are members of the association shall have been satisfied.

Fifth. The surplus, if any, of said proceeds shall be paid to the person whose mem-
bership is transferred, or to his legal representatives, upon the execution by him or

them of a release or releases satisfactory to the committee on membership.
Any creditor failing to file with the secretary of the association a -written statement

of his claims against a member, prior to the transfer of the right to nominate a successor

of such member, shall forfeit all right to a distributive share of the proceeds of the sale

of such right.

Sec. 4. Whenever any member of this association who may be the owner of an
additional right to nominate a sucessor shall desire to dispose of the same by nomi-
nating a successor, he shall cause the treasurer of the association, who holds the same
in trust, to send a written communication to the chairman of the committee on mem-
bership, stating the fact, -with the nomination of a successor, who shall pay to the
chairman of the committee the amount of consideration for said nomination. Said
application for membership shall be acted upon by the committee on membership
in accordance with the first paragraph of section 2 of this article, and after election

by the committee of such nominated successor and after such successor shall have
qualified to membership the money deposited with the chairman shall be distributed

by him in the manner pro-vided in section 3 in this article.
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Sec, 5. The committee on membership shall have a general supervision of all steps
taken in connection with the sale or disposal of seats or memberships in the exchange.
A^'henever a member desires to sell his membership, he may so advise the secretary

of the exchange, with whom, in that case, he shall deposit a duly signed authority
for that purpose, and who shall thereupon list for sale such membership. This privi-

lege on the member's part for the sale of his seat shall, however, in no way deprive
him from negotiating himself, and aside from the secretary, for the sale of his

membership, such sale, however, being subject in all respects to the action of the
committee on membership. Any member employing an mtermediary or broker, or

advertising either directly or indirectly a proposal to sell any seat or membership
in the exchange shall be considered to have committed an act or acts detrimental
to the interest and welfare of the exchange, and the right to dispose of such member-
ship shall devolve upon the committee on membership.

It shall also be the duty of the committee on membership to investigate every
case of insolvency growing out of transactions on the exchange, and should they
ascertain the same to have been in any case occasioned by reckless dealing they
shall report the result of their investigations to the board of governors, and whenever
a majority of the board of governors shall determine that the failure of a member has

been caused by his doing business in a reckless or unbusinesslike manner he may be
declared ineligible for readmission.

Sec. 6. Committee on arrangements.—It shall be the duty of the committee on
arrangements to determine the number, duty, and pay of all employees other than

the officers and employees in the executive offices, and the said committee shall have
a general supervision of all the arrangements for conducting the business of the

exchange.
The chairman shall call a meeting of this committee at least twice in each month.
Sec, 7. Committee on mining securities.—The committee on mining securities shall

examine and report on all mining stocks or securities entered, or to be entered, upon
the list of the association, and all applications to place such securities upon the list

shall be made to said committee.
Sec, 8, Clearing committee.—It shall be the duty of the clearing committee to have

the general supervision of the dealings in securities to be cleared, and also to recom-
mend from time to time to the board of governors such rules for the conduct of deal-

ings in all classes of securities other than mining stocks as may seem advisable.

Sec, 9, Law committee.—It shall be the duty of the law committee to consider all

questions of law affecting the interests of the association, and to report to the board of

governors.

Sec, ]0. Committee on commissions.—It shall be the duty of the committee on com-
missions to investigate all charges of violation of the rules relating to commissions;
and if sach charge or charges are proven, the fact shall be reported to the president,

who shall at once suspend the offending member, as provided in Article XVIII.
Sec. 11. Committee on securities.—It shall be the duty of the committee on securities

to examine and report upon all stocks, bonds, or securities, other than those of mining
companies, and all applications to place such securities upon the list shall be made to

said committee.
Sec. 12. Complaint committee.—Any member of this associationwho whall be accused

of a breach of contract or ungentlemanly conduct on the floor or within the rooms of

the exchange, or within the rooms occupied by the Consolidated Clearing House (Ltd.),

or of other misconduct, shall, upon complaint, be summoned before the complaint
committee, which shall hear and investigate the case.

In the matter of a breach of contract, if the committee shall render a decision estab-

lishing a money difference between the parties, it shall, upon notice to the party or

parties against whom the decision is rendered, stand as a claim against him or them,
and shall be paid within 48 hours, or taken on appeal to the arbitration committee.
A failure to pay or appeal within the time specified shall subject the party in default

to suspension. In all cases the plaintiff shall prior to the hearing of the case deposit
with the secretary of the committee a committee fee of $10, which shall be ultimately
recovered by him if he be successful in his suit, in which case the defendant shall

within 48 hours after receiving advice of the decision against him by the complaint
committee pay to the secretary of the committee $10 as a committee fee. In case the
committee shall dismiss the case, an appeal may be taken to the arbitration committee.
When an appeal is taken from the decision of the complaint committee the party
against whom judgment has been rendered shall be required, at the time of making the

appeal, to deposit in the hands of the treasurer of the exchange an amount equal to

such judgment, including costs.

In any case of ungentlemanly conduct or other misconduct it shall be the duty
of the complaint committee to investigate the charges and report in writing to the
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board of governors the result of such investigation, with any recommendations
deemed proper in the premises.
No member of the complaint committee shall participate in the adjudication of

a case in which he is personally interested.

All complaints shall be submitted to the committee in writing, in duplicate; the
committee shall cause such duplicate copy to be served on the member complained
of, giving notice of the time of hearing the same, and in case the member fails to
attend the committee shall have power to proceed ex parte and make an award or
decision with like effect as though the member were present.

Sec. 13. Committee on news, statistics, and trade facilities.—The committee on
news, statistics, and trade facilities shall collect information, statistics, etc., relat-

ing to the business of the exchange, and shall submit to the board of governors any
measures relating thereto which may seem necessary.

Seo. 14. Committee on correspondents.—The committee on correspondents shall
have charge of all matters relating to correspondents of members and of branch
offices and managers thereof. The committee shall have full power of approval or
disapproval of correspondents and managers of branch offices and of the location of
offices. The committee shall also have full power subsequently to disapprove in

cases where approval has first been given.
Sec. 15. Committee on ways and means.-^H shall be the duty of the committee on

ways and means to investigate any complaint against any member of the exchange as

to his manner of conducting his business, or as to any alleged violation of the consti-
tution, by-laws, or rules of this association, or the committee may take the initiative

in any investigation, and after having secured sufficient evidence (in the judgment
of a majority of the committee) may report said member to the board of governors
for trial.

It shall be the further duty of the committee to devise and provide ways and means
for increasing the business of the exchange, and to consider and report upon any and
all projects looking to that end.

Sec. 16. Call of meetings.—In the absence of the chairman of any standing com-
mittee, the secretary of the association shall call a meeting of the committee at the
written request of two of its members, and a quorum present may choose a chairman
pro tem.
Sec 17. Arbitration committee.—There shall also be an arbitration committee to

consist of seven members of this association, not members of the board of governors,
to be elected annually, as provided for in Article III, section 1, who shall take cogni-
zance of and exercise jurisdiction over all claims and matters of difference between
members of the association which may be brought before the said committee on appeal
from the decision of the complaint committee, as provided for in section 12 of this

article; and the decisions of the arbitration committee shall be binding, provided,
however, that an appeal from the judgment of the arbitration committee may be
taken to the board of governors in any case involving 11,000 or over upon condition
that the appellant shall deposit the amount of any verdict rendered against him with
the treasurer of the association within one day after the rendition of verdict by the arbi-

tration committee, and shall give notice to the appellee within one week after said
rendition of verdict of his intention to appeal the case. A failure to conform to the
decision of the committee within 48 hours, or to appeal as hereinbefore provided, shall

subject the party in default to suspension.

Any member of the arbitration committee who was present at the hearing of a case,

may also appeal from the decision of said committee to the board of governors for a
final adjudication of any case, providing such appeal be taken within 48 hours.

If any case is appealed to the board of governors either by a member of the arbitra-

tion committee or by a inember direct as hereinbefore provided, the members of the
board of governors present shall receive a fee of 1100 to be paid by the party losing

the case, and in cases under |1,000, which may be appealed by a member of the arbi-

tration committee, the same rule shall apply in regard to depositing the amount of

the verdict with the treasurer of the exchange as applies in cases of 11,000 or over.

In all cases the plaintiff shall prior to the hearing deposit with the secretary of the
committee a committee fee of $25, which shall be ultimately recovered by the plain-

tiff from the defendant if the plaintiff be successful in his suit; in which case the de-
fendant shall, within 48 hours after receiving advice of the decision against him by the
arbitration committee, pay to the secretary of the committee $25 as a committee fee.

Any vacancy in the arbitration committee shall be filled, until the succeeding
annual election, by a majority of the remaining members thereof.

No member of the arbitration committee shall participate in the adjudication of a
case in which he is personally interested.
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Tlie arbitration committee shall have the power to require the attendance of any
member by serving written notice upon him and to impose a fine not exceeding $10

for nonattendance. Should such member persist in refusing to attend, he may upon
vote of the board of governors be suspended.

Sec. 18. There shall also be a nominating committee, to consist of seven members
of the exchange not members of the board of governors, who shall, on or before the

third Thursday in April of the year following their election, nominate and report

to the exchange the names of members of this association as candidates for all of the

oflSces which are to be filled at the annual election on the second Monday in May next
succeeding their election; the nominating committee shall hold office for one year

and any vacancy on said committee shall be filled by the board of governors as soon as

possible after such vacancy occurs.

Independent nominations for the candidacy of any or all of the offices, which are to

be filled at the annual election, may be made from the floor, or membership at large,

by any group of not less than 25 members of the association in good standing. Such
independent nomination, or nominations, shall be filed (over the signatures of the

members so nominating) with the secretary at least one week before the annual elec-

tion; and shall upon being so filed, be posted by the secretary upon the floor of the

exchange.

Article VII.

—

The duties of officers.

Sec. 1. Duties of the president and trice president.—It shall be the duty of the presi-

dent to see that the several provisions of the constitution and by-laws are enforced,

and to have a care of the general interests of the association. He shall be entitled to

preside over the association during debate, or whenever he may elect so to do, and he

shall be a member and president of the board of governors.

In the absence of the president, the first vice president, or in the absence of both the

president and first vice president, the second vice president shall assume all the func-

tions and powers, and discharge all the duties of the president.

In case of the temporary absence or inability to act of the president and first and
second vice presidents, the board of governors may choose from their own number an
acting president of the association.

Sec. 2. Duties of the treasurer.—The treasurer shall receive and take charge of all

moneys of the association, and all checks shall be countersigned by the president or

first or second vice president of the association.

He shall, on the second Monday in June of each year, render to the association a

detailed account of the receipts and expenditures of the association since the date of

the last account rendered by him. He shall also report to the board of governors at

the first meeting in each month, specifying particularly from what source or sources

the receipts have been derived, and for what purpose or purposes the expenditures
have been made. He shall also state the balance then in the treasury, and how the
same is invested. He shall invest the surplus funds of the association as the finance
committee shall direct.

He shall also collect all fines, dues, and fees. If any member shall refuse or neglect
to pay the fines, dues, or fees charged to him the treasurer shall report the facts to the
president of the association. The failure of any member to pay any and all fines, dues,
fees, and assessments on or before the last day of each current month shall automati-
cally suspend such delinquent memberfrom the privileges of the exchange . A member
so suspended shall not be reinstated imtil all fines, dues, and fees then due, or that may
have become due in the meantime, are paid into the hands of the treasurer.
A member so suspended must appear before the committee on membership, which

shall pass upon his fitness to be reinstated to full membership. If a member so sus-

pended shall not apply for reinstatement to the committee on membership and shall

not appear before said committee within six months after such suspension, then, even
though his dues and assessments shall have been paid up, or, in case the amount due
by bun is not paid into the hands of the treasurer, within three months after such
suspension, his membership shall cease, his name be stricken from the roll, and his
right to nominate a successor be disposed of by the committee on membership.

Sec. 3. Duties of the chairman.— It, shall be the duty of the chairman to preside over
the association whenever it shall be assembled for business, to call the stocks and other
securities, maintain order, enforce the rules, and perform such other duties as the
board of governors may regard as properly pertaining to the ofiice.

The chairman shall not be a member of the board of governors and shall not be
permitted to operate in any securities during the period that he is presiding.
In the absence of the chairman, the president shall appoint a chairman pro tempore

with full powers.
The presiding officer shall determine all questions of order.
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Sec. 4. Duties of the secretary.—It shall be the duty of secretary to record all sales

made at the business sessions of the association and to prepare a report of the same
for the press; also to keep a faithful record of all proceedings of the association in a
book of minutes prepared for the purpose; also carefully to keep and preserve all

books and papers of the association and of the several committees thereof not properly
belonging to the department of the treasurer. He shall prepare and keep a record of

all the members of the association, the place of business of each, and the name of the

firm, if any, to which each belongs; and shall also record and charge all fines which
may be imposed, and report to the treasurer from time to time the amount charged
against each member.
He shall also act as secretary to the board of governors, and discharge such other

duties as the president or board of governors may direct.

The secretary shall ex officio be the secretary of each committee of the exchange
except of the nominating committee, unless otherwise formally arranged by any given
committee.

Article VIII.

—

Membership, initiation fees, etc.

Section 1. All applications for membership must be made in accordance with the

provisions of Article VI, section 2. No minor shall be eligible to membership.
Sec. 2. The transfer fee of members admitted as successors of members shall be

$500: Provided, however, That the board of governors shall have power, by a majority

vote of their whole number, to change the amount of the transfer fee temporarily for

a fixed period.

Sec. 3. The initiation fee to the gratuity fund to be paid by members admitted as

successors of retiring members shall be $10.

Sec. 4. The board of governors may, in their discretion, by a majority vote of their

whole number, purchase memberships in this association: Provided, however. That at

no time shall the membership be reduced below 600 in number. Memberships so

purchased shall not contribute to the gratuity fund or be liable for any dues or assess-

ments. Such memberships may be sold at any time in the discretion of the board of

governors by a majority vote of the whole board. Memberships purchased from the

association as aforesaid shall conform to all conditions of section 1 of this article and
the purchaser shall pay the transfer and initiation fee provided for in sections 2 and
3 of this article.

Article IX.

—

Misstatements of applicants.

Whenever it shall appear to a majority of the committee on membership that a
willful misstatement upon a material point has been made to them by a member, or

an applicant for admission or readmission, they shall report the case to the board of

governors, who may, by a vote of two-thirds of the members of said board, expel the
offending party or declare him forever ineligible for admission, as the case may be.

Article JC.—Withdrawal of members.

Any member shall have the right to withdraw from the association and to nominate
a successor by complying with the provisions of Article VI, section 2.

Article XI.

—

Nomination of successor.

Sec. 1. When a member dies, his right to nominate a successor may be disposed
of by the committee on membership, at their discretion; and the proceeds thereof

shall be distributed as provided in Article VI, section 3.

When dues and assessments on a deceased membership shall remain unpaid to the
amount of $100, notice shall be sent to the estate of such deceased member that said

membership will at the end of 30 days be offered for sale to the highest bidder at the
ofiice of the secretary of the Consolidated Stock Exchange of New York.

Sec. 2. In every case where a member is expelled or has ceased to be a member as

provided for in section 4 of Article VII and in sections 1,2, and 3 of Article XV of the
constitution, or declared ineligible for readmission by the board of governors, by
reason of any offense against, or under, the laws of the association, his right to nomi-
nate a successor shall be disposed of by the committee on membership, and the pro-

ceeds thereof shall be distributed as provided in Article VI, section 3.
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Article XII.

—

Partnerships.

Each and every member wto forms a partnership must immediately notify the
president in writing. No partnership shall go into effect or be announced and recog-

nized on the exchange without the approval of the president. Upon his disapproval,

however, of any partnership, an appeal may be taken by the member or members
proposing such partnership to the board of governors, and the board may, in its judg-
ment, reverse the disapproval, and give its approval, by a two-thirds vote of the
governors present.

Notice must be given to the president of any dissolution of partnership; and, unless

he is aware of reasons to the contrary, such dissolution shall be announced under his

direction and shall be posted in the business room of the exchange for the period of 10

days. The secretary shall keep a record of all partnerships and dissolutions.

No member shall take as a partner a suspended member, nor one who has been ex-

pelled or is insolvent or against whom any claims are recorded.

A failure on the part of a member to notify the president in writing of the forming

of a partnership, or .of a dissolution of partnership, shall constitute an act detrimental

to the interests of the exchange. No member of the exchange shall be a member of

more than one firm, dealing in securities on the floor.

Article XIII—Expulsion for fraud.

Sec. 1. Should any member of this association be guilty of obvious fraud, of which
the board of governors shall be the judge, he shall (upon conviction thereof by a vote

of two-thirds of the members of said board) be expelled.

Sec. 2. In the event of charges of fraud or false pretense being referred against any
member, the board of governors (if the evidence prima facie seems to a majority to

warrant such action) may suspend the member, pending the adjudication of the

charges.

Sec. 3. Where no penalty is prescribed by the constitution, the board of governors,

by a vote of two-thirds of all of its members, shall have the power to expel, or in its dis-

cretion to suspend from the exchange for such period as it may deem proper, any
member violating the constitution or by-laws of the exchange ; said board of governors
shall also have power, by a'vote of two-thirds of its members present, to suspend from
the exchange for a period not exceeding one year, any member who is guilty of mis-

conduct, or of any act detrimental to the interest or welfare of the exchange, of which
the «aid board of governors shall be the sole judge.

Article XIV.

—

Obligations and rights of members.

Sec. 1. The signing of the constitution of this association shall be construed as

dji obligation and pledge of each member to abide by the same, and any amendments
thereto, and also by all by-laws, rules, or regulations which are then in force or which
may be subsequently adopted; and any member refusing to comply with the laws of

the association shall upon conviction be expelled by a vote of twc-thirds of the board
of governors.
Sec. 2_. The property, leases, contracts, etc., of this association shall be held by

the president and treasurer for the joint usages and interests of the association as a

whole, but no member shall have any individual or separate usage in, or of the same,
apart from his privileges while a member under the rules of the association, nor shall

he have any divisible interest in, or claim to, the said assets in case of any dissolution
and sale and division of the proceeds of such property, unless at the time of such dis-

solution and sale and division he shall be a member of the association.
Sec. 3. The payment of the transfer fee and ol the initiation fee shall be an abso-

lute contribution to the association for the privilege of membership.

Article XV.

—

Suspended members, readmission, claims of creditors, etc.

Sec. 1_. Any member who may fail to comply with his contracts, or who shall
become insolvent owing to indebtedness to customeis growing cut of transactions on
the exchange, shall be suspended until he"has settled with his creditors. A member
shall be deemed insolvent when on his books an account, or accounts, if liquidated,
would exhaust his assets at the market price of his securities.
Such member shall immediately inform the president, in writing, that he is unable

to rneet his_ engagements; and it shall be the duty of the presiding officer, thereupon,
to give notice from the chair of the suspension of such member; the secretary shall
record the failure of such member in a book kept for that purpose. In default of
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giving such information, the parly, on ajiplication for readmiasion, shall not be entitled
to a reference of this case to the committee on membei-ship, unless two-thirds of the
members of the board of governors present, shall vote in favor of such reference.

If any member who may be suspended for failure to comply with contracts, or who
may be suspended by the board of governors for any cause, shall leave unpaid any
fines, dues, or fees, for more than 90 days, his membership shall cease, his name shall
forthwith be stricken from the roll, and his right to nominate a successor shall be dis-

posed of by the committee on membership,
Sec. 2. When a suspended member applies for readmission, he shall be required to

furnish to the chairman of the committee on membership a list of his creditors, and a
statement of the amounts owing, and the nature of his settlement in each case. The
committee shall give notice for three consecutive days, by posting the same on the
bulletin board pro\'ided for that purpose, of the time and place of meeting, to con-
sider the application of the suspended member and the claims of creditors. Upon the
applicant presenting satisfactory proof of his settlement with all his creditors, the
committee shall proceed to ballot for him, in accordance with the prescribed rules and
regulations. Failing of a reelection, the applicant shall be entitled to be balloted for

at any five subsequent regular meetings of the committee, to be designated by himself:
Provided, however, that the six ballotings to which the applicant shall be entitled
shall be within six months from the time of his first application for readmission. If,

after six ballotings as aforesaid, the candidate is rejected, he may appeal within 60

days thereafter to the board of governors, whose action in the case shall be final. If

rejected by the board, he shall cease to be a member of the association, and his name
shall forthwith be stricken from the roll, and his right to nominate a successor shall be
disposed of by the committee on membership. The question on appeal, however,
shall not be taken unless at least two-thirds of the members of the board of governors are

present, and it shall require an affirmative vote of at least a majority of the members
to reinstate the applicant.

Sec. 3. If any suspended member shall fail to settle with his creditors and ajjply for

readmission within six months from the time of his suspension, his membership shall

cease, his name shall forthwith be stricken from the roll, and the nomination of a suc-

cessor shall be disposed of by the committee on membership, and the proceeds dis-

tributedasinArticle VI, section2A, provided. The board ofgovernors may, by a vote
of two-thirds of the members present, extend the time for settlement, and for applica-
tion for readmission of such suspended member, provided such suspended member at

the time of making an application for an extension of time shall submit evidence to the
board of governors that creditors representing two-thirds of his indebtedness are in

favor of such an extension of time.

ARTrcLE XVI.

—

Ehctions, quorums, meetings.

Section 1. Any member of the association in good standing shall be entitled to a
vote at any annual or special election.

Sec. 2. The members present at the daily sessions of the association shall constitute

a quorum for the settlement of dispirtes growing out of the purchases and sales made
during such sessions.

Sec. 8. Special meetings of the association shall be called by the president upon
the written request of the majority of the board of governors, or of 75 members of the
association, at least one day's notice being given by posting the same upon the bulletin
board. Such notice shall clearly state the object of such meeting, and only such mat-
ters as are stated in the call shall be considered.

Article XVII.

—

Dv^s.

Each membership in this association shall pay monthly to the treasurer of the asso-

ciation such dues as the board of governors may find necessary.

Any member neglecting or refusing to make this payment at the time named may
be suspended from the privileges of this association. Memberships held in trust or

by the heirs of deceased members shall be required to pay dues as above, and, upon
failure to do so, may be sold by the committee on membership to satisfy charges.

Article XVIII.—Commissions.

The rates of commissions shall be such as may be fixed from time to time by the board
of governors. Any member doing business for less than the rates so fixed, shall be
liable to suspension for a period of 90 days, and for the second offense may be expelled

by a vote of two-thirds of the members of the board of governors.
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Article XIX.

—

Fictitious sales.

No fictitious sales shall be made by any member of this association ; and any mem-
ber contravening this article shill, upon con\rictiou, be suspended for such term as

the board of governors shall decree in his case.

Article XX.

—

Mutual deposit on contracts.

On all transactions between members, margins or deposits may be called as pro-

vided in the by-laws.

Article XXI.

—

Nonfulfillment of contracts or defaults.

Should any member refuse to fulfill his contract on the day it becomes due, the
same may be closed in accordance with the provisions of the by-laws.

Article XXII.

—

Gratuity fund.

In order to provide for the families of such deceased members of this association

as shall be entitled to participate therein, as hereinafter provided, a special fund is

hereby established, to be styled "the gratuity fund of the Consolidated Stock

Exchange of New York," which fund shall be maintained and administered in the

manner nereinafter provided.
Section 1. The management and distribution of the said fund and the execution of

the provisions of this article shall be under the charge of a board of trustees, to be
known as "the trustees of the gratuity fund," and to consist of the president and
treasurer of the association and of 10 other trustees, who shall be members of the

association and participants in the fund, and who shall hold office for five years.

From the second Monday in June, 1910, to the second Monday in June, 1911, the
trustees of the gratuity fund shall consist of the president and treasurer of the exchange
and eight other trustees (said eight trustees shall be participants in the fund); and
from the second Monday in June, 1911, to the second Monday in June, 1912, the trus-

tees of the gratuity fund shall consist of the president and the treasurer of the exchange
and six other trustees (said six trustees shall be participants in the fund); and from
the second Monday in June, 1912, thereafter the trustees of the gratuity fund shall

consist of the president and treasurer of the exchange and five other trustees (the

said five trustees shall be participants in the fund).
At the annual election in May, 1912, one trustee shall be elected by the association

to serve three years. At the annual election in May, 1913, two trustees shall be
elected by the association, one to serve three years and one to serve four years. At
the annual election in May, 1914 two trustees shall be elected by the association,

one to serve four years and one to serve five years. At the annual election in May,
1915, and each following year, one trustee shall be elected by the association to serve

five years.

In case any vacancy shall occur in the board of trustees, the board of governors shall

fill the same until the next annual election, when the members of the association

shall fill the said vacancy for the unexpired term.
It shall be the duty of the trustees of the gratuity fund to deposit in trust companies

in the city of New York, or to keep securely invested, in accordance with the laws

of the State of New York regulating the investment by savings banks, all moneys paid
to them for the fund, together with the annual interest and accretions arising from
the same, except that the said trustees shall have the power, in their discretion, to

invest in the aggregate not more than $224,000 of such moneys, interest, and accretions
in any bonds of the Consolidated Stock Exchange Building Co. outstanding on the
1st day of May, 1909, and issued under and secured by that certain mortgage to the
Trust Co. of America, dated October 1, 1906. They shall have power to choose their

own chairman and adopt such by-laws as may be needful, subject to the approval of the
board of governors, and they shall make an annual report to the association of the
condition of the fund.

Sec. 2. Assessments.—Every member of this association (except as hereinafter pro-
vided) shall be subject to the conditions and entitled to partake of the benefits of the
gratuity fund hereby established. Upon the death of any member of this association,

who may at the time be a participant in the gratuity fund, on and after May 1, 1911,
there shall be levied and assessed against each member, who may also at the time be a

participant in said fund, the sum of $5, which shall thereupon become due from him
to the association and be charged against the membership of each member to be col-

lected as other dues are and paid over to the trustees of said fund.
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It being, however, understood, except as hereinafter provided in respect of associate

members, that every such person who may be admitted to membership after 12 o'clock
noon on the 15th day of January, 1889, shall be equally liable with every member
admitted to membership prior to said date to such an assessment on the death of each
and every member of the exchange as is hereinbefore or may hereafter be provided.
Every person who shall become a member of the association after the adoption of

this article, excepting such members of the National Petroleum Exchange, and such
members of the New York Petroleum Exchange and Stock Board as may be admitted
under the provisions of section 1 of Article VIII of this constitution, shall pay into
said fund the sum of $10 before he shall be admitted to the privileges of membership;
but these provisions shall not apply to those members of the New York Petroleum
Exchange and Stock Board who may be admitted to membership in this association

under the provisions of Article VIII, section 1, and who may not, at the time, be
participants in the gratuity fund of that association, provided that any such member
who may then be in good health, and less than 55 years of age, and who shall be
approved by the trustees, of the gratuity fund, may at any time thereafter become a
participant in the gratuity fund of this association on payment to the trustees of said

fund of such sum as will be equal to his ratable proportion of the net surplus belonging
to the said fund, at the time he elects to participate therein, from and after which time
he shall become subject to all the provisions and obligations of this article, and his

family shall become entitled to partake of the benefits therein provided for; provided
further that the successors to membership in this association of any such member,
shall be subject to all the provisions and obligations of this article, and shall pay to

the trustees of the gratuity fund, such sum as will be equal to his ratable proportion

of the net surplus, belonging to the said fund at the date of his election to membership.
Sec. 3. The trustees of the said gratuity fund shall, within one year after satis-

factory proof of death of any member participating in said fund, who may be a member
of record, at 12 o'clock noon, on the 15th day of January, 1889, and upon satisfactory

proof of claimant's right to a share in the distribution of the said funa, pay out of the
money so collected, the sum of $8,000, or so much thereof as may have been collected,

to the persons named in this section, as herein provided, which money shall be paid
as a gratuity from the surviving members of the association, free from all debts, charges,

or demands whatsoever.
It is, however, expressly provided and excepted that in the case of every person

who may be admitted to membership after 12 o'clock noon, on the 15th day of January,

1889, and before the 31st day of May, 1896, that the trustees of the said gratuity

fund shall, within one year after satisfactory proof of death of such member,
and upon satisfactory proof of claimant's right to share in the distribution of

the said fund, pay out of the money so collected to the persons named in this

section, as herein provided, which money shall be paid as a gratuity from the surviving
members of the association, free from all debts, charges, or demands whatsoever, the
sum of 18,000, or so much thereof as may have been collected, if the said member at

the date of his admission to membership be under the age of 40 years.

If the said member at the date of his admission to membership be 40 and under
45 years of age, the sum of $6,000, or so much thereof as may have been collected.

If the said member at the date of his admission to membership be 45 and under
50 years of age, the sum of $5,000, or so much thereof as may have been collected.

If the said member at the date of his admission to membership be 50 and under
55 years of age, the sum of $4,000, or so much thereof as may have been collected.

If the said member at the date of his admission to membership be 55 and under
60 years of age, the sum of $2,000, or so much thereof as may have been collected.

If the said member at the date of his admission to membership be 60 years of age
or over, the sum of $1,000, or so much thereof as may have been collected.

It is further expressly provided and excepted that in the case of every person who
may be admitted to membership, after 12 o'clock noon on the 31st day of May, 1896,

the trustees of the said gratuity fund shall within one year after satisfactory proof of

death of any such member, and upon satisfactory proof of claimant's right to a share

in the distribution of the said fund, pay out of the money so collected to the persons
named in this section, as herein provided, which money shall be paid as a gratuity

from the surviving members of the association, free from all debts, charges, or demands
whatsoever, a sum of money to be determined as follows:

If the said member at the date of his admission to membership be under the age
of 40 years, the sum of $2,000j or so much thereof as may have been collected, if such
death shall have occurred within one year after his admission to membership, and
in like manner, $3,000 if after one year and within the second year; $4,000 if after

two years and within the third year; $5,000 if after three years and within the fourth

year; $6,000 if after four years and within the fifth year; $7,000, if after five years

and within the sixth year; and thereafter, $8,000.
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If the aaid member at the date of his admission to membership be 40 and under 45
years of age, the sum of $1,500, or ao much thereof as va^y have been collected, if such
death shall have occurred within one year after his admission to membership, and in

like manner $2,250, if after one year and within the second year; $3,000 if after two
years and within the third year; $3,750 if after three years and within the fourth year;

$4,500 if after four years and within the fifth year; $5,250 if after five years and
within the sixth year; and thereafter $6,000. -

If the said member at the date of his admission to membership be 45 and under 50

years of age, the sum of $1,250, or so much thereof as may have been collected, if such
death shall have occurred within one year after his admission to membership, and in

like manner, $3,875 if after one year and within the second year; $2,500 if after two
years and within the third year; ?3,125 if after three years and within the foiirth year;

13,750 if after four years and within the fifth year; $4,375 if after fiveyears and within

the sixth year; and thereafter $5,000.

If the said member at the date of his admission to membership be 50 and under 55

years of age, the sum of $1,000, or so much thereof as may have been collected, if such

death shall have occurred within one year after his admission to membership, and in

like manner, $1,500 if after one year and within the second year; $2,000 if after two
years and within the thu-d year; $2,500 if after three years and within the fourth year;

$3,000 if after four years and within the fifth year; $3,500 if after five years and within

the sixth year; and thereafter $4,000.

If the said member at the date of his admission to membership be 55 and under 60

years of age, the sum of 5500, or so much thereof as may have been collected, if such

death shall have occurred within one year after his admission to membership, and,

in like manner, §750 if after one year and within the second year; $1,000 if after two
years and within the third year; §] ,250 if after three years and within the fourth year;

$1,500 if after four years and within the fifth year; $1,750 if after five years and within

the sixth year; and thereafter $2,000.

If the said member at the date of his admission to membership be 60 years of age or

over, the sum of .$250, or so much thereof as may have been collected, if such death
shall have occurred within one year after his admission to membership, and, in like

manner, $350 if after one year and within the second year; $500 if after two years and
within the third year; $625 if after three years and within the fourth year; $750 if after

four years and within the fifth year; $875 if after five years and within the sixth year;

and thereafter.?!,000.

Should a member participating in said fund die, leaving a widow and no children,

the whole sum shall be paid to such widow for her own use.
Should a member participating in said fund die, leaving a widow and children, one-

half shall be paid to the widow for her separate use, and one-halt to the children for

their use, share and share alike, provided that the share of minor children shall be
paid to their guardian, and that the issue of any deceased child shall be entitled to

receive the share which said child would have received if living; if of age, directly, or

if minors, through his, her, or their guardian or guardians.
Should a member participating in said fund die, leaving children and no widow,

then the whole sum shall be paid to the children, as directed in the preceding section
to be done with the moiety.
Should a member participating in said fund die, leaving neither widow nor children,

then the whole sum shall be paid to the next of kin of the deceased, as such next of

kin shall be defined by the law of the State of New York.
In all cases a certified copy of the proceedings before a surrogate or judge of probate,

may be accepted as proof of the matters therein contained, and if accepted, shall,

protect the association in acting thereon, and the association shall forever be released
from all further claims or liability whatsoever.

In 110 case shall interest be chargeable, nor shall any interest be allowed or paid by
the said trustees on any money, payable or that may be paid, as a gratuity under the
provisions of this section.

Sec. 3n. It is further expressly provided and excepted, if anv person applying for
membership shall be of such condition of health that in the judgment of the committee
on membership, and the president of the exchange, it shall not be deemed to be in
the interest of the exchange, that his beneficiaries shall share in the gratuity fund in
the same proportion as the beneficiaries of other members, such person may be
approved for membership upon the agreement and subject to the condition that in
case of his death while a member, the sum to be paid to his beneficiaries shall not
exceed the amount of the assessments paid into the gratuity fund by such person durii^
Ms membership. It being, however, understood that separate accounts shall be kept
of the assessments of each person admitted to membership under this section, and no
assessment shall be made upon the surviving members in case of his death, but such
sum shall be paid out of the gratuity fund.
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It is also provided that members admitted under this section may at any time
apply to the committee on membership for the privilege of being admitted to full
participation in the gratuity fund. If the committee decides by an affirmative vote
of six of its members to grant such application, the applicant shall thereafter partic-
ipate in the gratuity fund, subject to all the provisions of this article, being classified

as of the date of the original admission to the exchange, and all amounts paid heretofore
by said applicant shall revert to the said fund.

It is also provided that no more than 50 persons shall be admitted to membership
under the provisions of this section.

Sec. 3b. It is further expressly provided and excepted, that in the case of each and
every person who may be admitted to membership after the 1st day of January, 1904,
and who shall continue and remain a member in good standing up to the time of his

death, the trustees of the said gratuity fund shall, in lieu and instead of all other pro-
visions in this article contained, and in lieu of all other provisions under said gratuity
fund provided, within one year after satisfactory proof of the death of any such mem-
ber, and upon satisfactory proof of claimant's right to share in the distribution of said

fund, ijay out of the money so collected (as in this article hereinbefore provided), to

the heirs or legal representatives of such member, free from all debt, charges, or

demands whatsoever, such sums of money, and only such sum, as shall be equal to the
entire aggregate amount which shall have been paid in by such member (so admitted
after January 1, 1904), from time to time, as assessments of or in connection with the
gratuity fund of this exchange, together with interest thereon computed at the rate of

4 per cent per annum: Provided, however, That, in case of all members admitted on or

after January 15, 1907, the entire aggregate amount to be paid to the heirs or legal

representatives of such members as hereinbefore provided, shall not exceed $4,000, and
provided, however, that in the case of all members admitted on or after May 5, 1911,

the entire aggregate amount to be paid to the heirs or legal representatives of such
members, as hereinbefore provided shall not exceed .$2,000.

Sec. 4. Nothing herein contained shall ever be taken or construed as a joint liability

of this association or its members for the payment of any sum whatever; the liability

of each member participating in said fund, in law or equity, being limited to the pay-
ment of the assessment pro^•ided for by section 2 of this article, on the death of any
other member participating in said fund, and the liability of the association being
limited to the payment of such sum as is above prescribed in section 3 of this article,

according to the terms thereof (or such part thereof as may be collected), after it shall

have been collected from the members participating in said fund and not otherwise.
For the purpose of strengthening the position of the gratuity fand, and of facilitating

the liquidation of the obligations of members in relation thereto, a special order or

character of membership in the Consolidated Stock Exchange is hereby created
the members constituting which shall be known as associate members, and such
associate members shall have all the rights, powers, and privileges belonging to other'

members, and shall be subject to all the duties, discipline, responsibilities, and obli-

gations of every kind and character attaching to other memberships (including the
obligation to pay all dues assessed for the maintenance and operation of the exchange
and for general purposes of the exchange) except that such associate members shall

not be liable for assessments to pay gratuity obligations, or obligations connected
with the gratuity fund, such as are set forth in the preceding paragraph of this sec-

tion. No person shall be eligible to become an associate member of the exchange
who shall be less than 60 years old and who shall not have been a member of the
exchange for at least six years prior to December 31, 1903, nor one whose claim, as

to participation in the gratuity fund, in case of death, shall be or shall have been
less than $8,000. Any member who is not less than 60 years old and whose mem-
bership dates from an earlier period than December 31, 1897, and whose claim on
the gratuity, or interest in the gratuity fund, in case of death, would be ?8,000, may
negotiate with the authorities or officers of tlie association, under such regulations

or permissions as may be established from time to time by the governors, for the
sale of his seat to the exchange, in a way to finally dispose of such seat to the exchange,
and to cancel all claims of such member, and of his family, in and to the gratuity

fund, and in and to any right of assessment upon other members in connection with
the gratuity; and may, upon a mutually satisfactory result of such negotiations, sell

his seat or membership to the exchange, and have the same finally canceled, with
all gratuity claims therewith connected, the right of assessment upon him in respect

to all death claims or gratuity claims, being thus also finally canceled; and any such
person may immediately thereupon, or subsequently upon application within 30
days from such sale of his membership (if he has been in good standing in the exchange
up to the time of the sale of his membership and has up to that time paid all dues,
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fines, and assessments regularly levied and imposed) obtain and receive from the
exchange (without further payment therefor as entrance or transfer fee or otherwise)
an associate membership personal only to himself and not transferable, and utterly
lapsing and ceasing to exist at his death or retirement from the exchange; but other-
wise exercising all rights and privileges pertaining to other memberships and sub-
ject to all the duties, discipline, and obligations of other members except that, in

respect of dues payable to the exchange, such associate member shall be liable only
for the regular dues for maintenance and for fines incurred, and shall not be liable

to assessments in respect of gratuity. But each person who shall receive from the

exchange such associate membership shall immediately thereupon, and prior to any
exercise of rights and privileges thereunder, deposit with the clearing-house asso-

ciation connected with this exchange the sum of ?500, which sum shall be by him
kept good in that amount and shall constitute a special security for such member's
dues to the exchange and for his obligations to other members, whether through the

clearing house or otherwise; and in case of any default of such member as to pay-
ment of his dues, the clearing house association may and shall pay out of such deposit

such dues in default upon a demand duly made by the treasurer of the exchange
and the residue of such deposit shall, in case of default upon any other obligations

to the exchange or to any member thereof on the part of such associate member, be
in like manner subject to draft, or demand of the treasurer of the exchange, until

all such obligations are fully met. In case such associate member shall at any time

be in default on his dues in the sum of ?100, or shall have a claim or claims filed

against him of $100 or more, he shall cease to do business on the exchange and shall

be liable to suspension by the president until all his dues and debts are fully paid.

Upon the death or other definite retirement from the exchange of such associate

member the said deposit, or so much of it, if any, as shall remain after meeting all

his obligations herein above mentioned and referred to, shall be returned to him or

to his legal representatives, or to the legal representatives of his estate, as the case

may be.

Any associate member in good standing may voluntarily retire from membership
at any time by signing and filing with the secretary of the exchange a paper in due
form, stating such retirement and renouncing all rights and privileges as a member,
and thereafter he shall no longer be subject to dues.

Sec. 5. Nothing herein contained shall be construed as constituting any estate in

esse, which can be mortgaged or pledged for the payment of any debts; but it shall

be construed as a solemn agreement of every several member of this association par-

ticipating in said fund, to make a voluntary gift to the family of each deceased mem-
ber participating in said fund, and of the association to collect and pay over to such
family the said voluntary gift; it being understood and hereby expressly declared
that the provisions of this Article XXII of the constitution shall only be in force in

and applied to cases of death which shall take place after its adoption.
Whenever the net surplus of the gratuity fund shall amount to 1400,000, the trustee

shall thereafter divide the income and accumulations thereof monthly among the

members participating in said fund in reduction of their payments under this article,

but whenever the board of governors of the exchange shall determine to purchase and
retire mernberships in this association, in accordance with Article VIII, section 4,

then and in that event, upon notification by the president and secretary of the ex-
change, the trustees of the gratuity fund shall pay to the chairman of the committee
on membership, from time to time, for the purchase and retiring of memberships to the
amount agreed upon for each membership; provided, however, that nothing in this
section shall prevent the payment from the gratuity fund of the gratiuties due the
beneficiaries of decease5 members.

Sec. 6. The provisions of this article shall not extend to any member who shall
have severed his connection with the association by the transfer of his membership,
whether the same is made voluntarily or not, nor to any member participating in said
fund who now is, or hereafter may be, expelled by the board of governors, but shall
extend to suspended members participating in said fund.

Article XXllI.^By-laws.

For the purpose of maintaining order on the floor, and establishing rules for con-
ducting business between members, the board of governors shall make such regula-
tions and orders as they may deem proper, which shall be known as the by-laws of
the association, and the said by-laws may be altered or amended from time to time
at the discretion of the board.
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Article XXIV.

—

Legal interference with officers or committees.

Any member of this association who shall, or whose partners shall, apply for an in-
junction or legal process restraining the board of governors or any officer or com-
mittee of the association from performing their duty under the constitution and by-
laws, shall be suspended, and may be expelled from membership by a two-thirds
the board of governors.

Article XXV.

—

Other exchanges.

No member of this association shall become a member of any other association or
organization of the city of New York, whose members deal in stocks, bonds, or other
securities traded in on this exchange, and any member uniting, directly or by partner,
with such an organization, shall cease to be a member of this association.

Article XXVI.

—

Constitution may be amended.

This constitution shall be amended only by the affirmative vote of a majority of

the entire board of governors, after such amendment has been proposed in the fol-

lowing manner:
Any member of the association may propose an amendment in writing to the board

of governors. By the affirmative vote of not less than six members of the said board
the proposed amendment shall be read from the rostrum by the presiding officer,

posted on the bulletin board for 10 business days, and, after such posting, acted on
by the board of governors and reported back to the association amended or otherwise.
Whenever the board of governors shall report an amendment of the constitution

passed as aforesaid, it shall stand as the law of the association, unless within one
week it shall be disapproved of by a majority of the members exclusive of those
residing in the States west of the Mississippi River, but no alteration of the article

now known as Article XXII shall ever be made which shall impair in any essential

particular the obligation of each member to contribute as therein provided to the
provision for the families of deceased members.

By-Laws.

General Rules.

Article I.

—

Hoursfor business.

The exchange or business room of the association shall be open for dealings on
every business day between the hours of 10 o'clock a. m. and 3 o'clock p. m. unless
otherwise ordered by the board of governors, except on Saturdays, when the exchange
shall be closed at noon.
Section 1. Dealing shall be limited to the interval between the hours above named,

unless otherwise ordered by the board of governors, and a fine of $50 for each offense

shall be imposed upon any member who shall, directly or indirectly, make any trans-

action in any of the securities dealt in on this exchange, before or after those hours, in

the rooms of the association or elsewhere.
The same penalty of $50 shall be imposed on any member trading during business

hours outside of the exchange rooms. This is to apply to trading outside of the rail-

ing, in the corridors of the exchange, and on the street in the vicinity of the exchange.
Sec. 2. The rooms of this association shall not be closed at any time between the

hours above named, except by order of the board of governors. While so closed, the
same penalty shall apply to dealings outside of the exchange as during the regular
time of closing.

Article II.

—

Order.

Section 1. Anymemberwho shall bid for or offer securities while on the rostrum shall

be fined, at the discretion of the presiding officer, not to exceed $10 for each offense.

Sec 2. During the settlement of disputes as to claims of purchases and sales, only
claimants shall be allowed to speak without the consent of the presiding officer, and
all others who may interrupt may be fined.

Sec. 3. No member shall use indecorous language to the presiding officer, or to

any fellow member, nor shall any member interrupt the presiding officer while per-
forming the duties of his office.

Sec. 4. As a means of preserving order, the presiding officer may impose a fine,

not to exceed $10, for all cases of infraction of Article II, or for disorder of any kind,
from which there shall be no appeal at the time of the imposition of such fine; and no
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member shall be permitted to consume the time of the association by questioning the
propriety of the fines imposed. Any member fined as provided in this article may
appeal in writing to the board of governors.

Sec. 5. In case of a report to the presiding officer by a majority of the committee
on arrangements, or by three members of the board of governors, of continued dis-

orderly conduct of a member on the floor of the exchange, it shall be the duty of the
presiding officer to cause the offending member to be immediately removed from the
floor, and to file a complaint against such member with the complaint committee.

Sec. 6. Any member smoking in any part of the exchange where the committee on
arrangements may decide to prohibit the same, shall be fined not less than SI or

more than $5.

Sec. 7. No persons, other than regular members of the association, shall be allowed
to trade within the rooms of the association at any time.

No persons, other than members, shall at any time be admitted within the area

provided for members without the consent of the presiding officer or the chairman
of the committee on arrangements.

Sec. 8. Any member offering to bet shall be fined not less than $1 nor more than
$5 for each offense.

Sec. 9. Any member offering to- deal with privilege of doubling (P. D.) shall be
fined not less than $1 nor more than $5 for each offense

.

Sec. 10. No bids or offers to trade in stocks or bonds at less than the regular dif-

ference in quotations, otherwise called "dealing on the split," shall be allowed.

Any member offering so to trade shall be fined not less than $1 nor more than 55 for

the first offense, and for the second offense shall be brought before the complaint
committee, who shall investigate the case and report to the board of governors, and
if the member so reported shall be found guilty of such offense he shall be suspended,
in the discretion of the board of governors, not less than 1 day nor more than 15 days.

Sec. 11. No trading in or making bids for or offers of memberships shall be allowed
on the floor of the exchange under a penalty of $50 fine.

Sec. 12. Dealing with nonmembers.—Any member of this association dealing with
a person not a member in the rooms of the exchange shall be subject to suspension
for not less than 60 days nor more than 1 year.
Sec 13. Places of business.—Every member must have, in the immediate vicinity

of the exchange, a place of business other than the exchange, where comparisons may
be had upon the day of the transaction and where all notices may be served; and it

shall be the duty of every member to keep filed with the secretary a written notice
designating such place of business and similarly to give notice of any change thereof.

Sec. 14. Suhslitution of name.—No party to a contract shall be compelled to accept
a principal other than the member offering to contract, unless the name shall be de-
clared at the time of making the bid or offer.

When a member, immediately after a transaction, gives up the name of his principal
(member), the original party shall be released from liability on the contract, unless
the name offered is rejected at once, or the principal refuses to recognize the contract.
The answer, "for your account, " shall be considered a rejection of the name offered,
or as holding all parties liable. No subsequent giving up a principal at the exchange,
or at an office, shall have the effect of changing the parties to the contract.

Sec. 15. Communications influencing the market.—No communications having a
tendency to influence the market shall be read to the exchange without the consent
of the president or presiding officer.

Sec. 16. Absolute purchases or sales.—No bet or wager upon the future market price
of any security shall be permitted, and every purchase or sale of a security shall be
absolute, and not dependent upon any stipulation limiting profit or loss on the tran-
saction, or upon any agreement or understanding whereby the obligation of buyer or
seller would be other than the delivery of and payment for such security at the con-
tract price, in the manner provided for under the rules of this exchange. Any mem-
ber violating this rule for the first offense shall be liable to suspension for such time as a
majority of the board of governors present at any meeting may determine, and for
the second offense may be expelled by the vote of two-thirds of the whole number of
the board of governors.

• ^u *^ii F'
-^ispuffs.—In case of a dispute regarding any transaction on the exchange,

It shall be the duty of the presiding officer, when requested, to call all parties to the
transaction to the rostrum, and, after obtaining the facts of the case, call the members
together and submit the question, announcing that only those having knowledge of
the transaction shall vote. The decision thus obtained shall be final. In case of
no vote or a tie, the presiding officer shall announce that the chair is unable to decide.

Sec. 18. Puis and calls.—"Puta" and "calls" shall be recognized in the same man-
ner as other contracts, but bids or offers on them are prohibited
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Sec. 19. Notice of increasing stocks.—All corporations whose stock is dealt in at this
exchange shall be required to give 30 days' notice in writing prior to any increase in
the capital stock of such company or the creation of any mortgage or deed of trust on
its property, said notice to be read publicly by the presiding officer and posted within
the exchange room, and no increased stock shall be a good delivery upon contracts
made previous to such notice, and the stock of any company violating this provision
may be stricken from the list at the discretion of the board of governors.
Sec 20. Mining stocks.—No stocks or bonds of any mining corporation shall be

quoted upon the exchange unless approved by the committee on arrangements or after

application shall be made to the committee on mining securities and be favorably
acted upon.
Any mining company whose stock has been listed on the exchange may on applica-

tion to the clearing committee have its stock cleared through the clearing house under
such rules as may be adopted by the clearing committee.

Article III.

Section 1. The board of governors and any standing or special committee thereof
shall have power to require the attendance of any member of this association as a wit-
ness or otherwise.

Any member who shall fail or refuse to appear before the board of governors or who
shall fail or refuse to answer any and all questions relating to his business and to his
financial standing may, in the discretion of the said board, be fined an amount not to

exceed $100 or be suspended for such definite term as the said board may decide upon,
or he may be expelled by a two-thirds vote of the whole board of governors: Provided,
however, that in case of an expulsion arising out of such failure or refusal to appear or

answer, the board of governors may in its discretion reinstate such expelled member
by a two-thirds vote of all its members, provided application far reinstatement shall

be made by the member so expelled within 30 days after such expulsion
Any member who shall fail or refuse to appear before any standing or special com-

mittee of the board of governors, or who shall fail or refuse to answer any and all

questions relating to matters connected with the duties of such committee, or who
shall fail or refuse to answer any and all questions of the committee on ways and
means relating to his business and to his financial standing, may be reported by the
committee for such failure or refusal to the board of governors., The said board may
thereupon summon said member to appear and to answer for his failure or refusal to

appear before the committee or to answer questions of the committee. In any such
case the board of governors may, in its discretion, inflict upon the member so reported
any of the penalties provided in the second paragraph of this section in the same
manner as if the reported member had failed to appear or answer before the board of

governors itself; and in case the penalty shall be expulsion the same rule shall apply
regarding reinstatement as is provided in the said second paragraph of this section.

The board of governors and the committee on ways and means shall have power to

require any member to produce as a witness his partner or partners or any or all of

his employees and also any or all of his books of account for the inspection of the said

board or committee.
Any member who shall fail or refuse to comply with the requirements of the above

paragraph shall be subject to the penalties provided in the second paragraph of this

section. If the failure or refusal is before the committee on ways and means the
same course may be followed as in the case of a member failing or refusing to appear
or to answer questions before any committee. In case of the expulsion of a membei;
so reported by the committee on ways and means the same rule shall apply regarding
reinstatement.

In case of a charge of obvious fraud or false pretense or any charge arising under
by-laws, general rules. Article III, sections 3, 4, 5, 6, 7, or 8 against a member and
the said member shall fail or refuse to appear before the board of governors after having
been duly summoned, then the board of governors may proceed to try said member in

his absence, and the board may by a vote of two-thirds of its whole number expel
such member, but in case of expulsion the member so expelled shall have the right

to a retrial, provided such right is demanded within 30 days after expulsion.

A member summoned to appear before the board of governors or any committee or

summoned to produce partner, partners, employees, or books of account shall in all

cases be served with a written notice to that effect.

Service of the aforesaid notice shall be made: (1) By the deUvery thereof to the

member personally, or (2) by leaving the same, addressed to the said member, at

his address as registered in the office of the secretary, or (3) by mailing the game,

addressed to the member, to his address as registered in the office of the secretary.
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Sec. 2. Whenever it sliall appear to the board of governors that a member of the

exchange has formed a partnership whereby the interest and good repute of the
exchange may suffer, the board of governors shall, after investigating the facts of

the case, require the said member to dissolve the partnership, aid if he shall fail

to do so within such, time as may seem reasonable to the board, he shall be suspended
at the pleasure of the board of governors.

Sec. 3. Any member of this exchange who shall be employed to purchase or sell

any security (traded on in this exchange), and who shall fail to purchase or sell the
sarie himself or through a broker employed for the purpose, as the case may be,

eiluCi on tlie floor of this exchange, in the open market, or on that of some other

duly and legally organized exchange, or who shall cross any of his orders, or who
shall clear same without purchase or sale, through the clearing house of this exchange,
shall be deemed guilty of an act detrimental to the interest and welfare of the ex-

change, or of obvious fraud or false p.-etense, and the board of governors after investi-

gating the facts of the case, may in its discretion suspend such member for such time
as it may think proper or may inflict the penalty provided for in section 1, Article

XIII of the constitution.

Sec 4. Any member of this exchange who shall use or allow his name to be used

as a broker or otherwise in any way in making cross trades, either at the same or a

different price, with any othef meml)er, or in any transaction not made openly on
the floor of the exchange, or who shall clear the same through the clearing house of

this exchange, shall be deemed guilty of an act detrimental to the interest and welfare

of the exchange or of obvious fraud or false pretense, and the board of governors, after

investigating the facts of the case, may in its discretion suspend such member for

such time as it may think proper, or may inflict the penalty provided for in section 1,

Article XIII of the constitution.

Sec. 5. Any member of this exchange who shall be employed to purchase or sell

any security or commodity, traded in on this exchange, who shall buy or sell (as the
case may be) such seciu-ity or commodity for his own account, thereby nullifying

the effect of his client's order, and, under cover of two opposite executions, taking

the transaction to his own account, shall be deemed guilty of acts detrimental to the
interest and welfare of the exchange, or of obvious fraud or false pretense, and the
board of governors, after investigating the facts of the case, may in its discretion

suspend such member for such time as it may think proper, or may inflict the penalty
provided for in section 1, Article XIII of the constitution.

Sec. 6. Any member who has an order to purchase or sell any security traded in
on this exchange shall be required to clearly offer to buy, or sell, such security at

the properly designated trading place on the floor of the exchange.
If the order is to buy or sell at the market without reservation, or at a price at which

the stock is offered, or bid for, he shall buy or sell the stock at once.
If the order is to buy or sell at a fixed price, he shall, at the proper time, offer or

bid for the stock openly and distinctly so that anyone may have opportunity to buy
from or sell the stock to him; but under no circumstances or under any pretext shall

he be permitted to take the trade to his own account. If he executes any such order,

he shall be requii'ed to charge and collect the authorized commission.
Any violation of this rule shall be considered an act detrimental to the interest

and welfare of the exchange, or of obvious fraud, and the board of governors, after
investigating the facts of the case, may in its discretion suspend such member for

such time as it may think proper or may inflict the penalty provided for in section 1,
Article XIII of the constitution.

Sec. 7. Any member of this exchange who shall be employed to purchase or sell

any security (traded in on this exchange) shall keep a record of each transaction in
a purchase and sales book kept for that purpose, showing the date, number of shares
or quantity, name of security, price, the broker from whom bought or to whom sold,
and for whom bought and for whom sold, and shall, during the day of the execution
of said order, furnish to the customer for whom said order was executed the name of
the broker from whom the said security was bought or to whom sold, as the case may
be. The books of account of all members, accepting business from the public, and
of firms of such members (so accepting business from the public), whether such firms
consist of one person or more persons than one, shall be kept posted apd shall be regu-
larly and periodically balanced; and a balance and statement thereof shall be taken
off not less frequently than once a month. Any member failing to comply with any
or all of the requirements of this paragraph shall be deemed guilty of an act detrimental
to the interest and welfare of the exchange, or of obvious fraud or false pretense,
and the board of governors, after investigating the facts of the case, may in its dis-
cretion suspend said member for such time as it may deem proper, or ma,y inflict
the penalty provided for in section 1, Article XIII of the constitution.
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Any member of this exchange who shall carry on a commission business and accept
deposits and orders for execution while in an'insolvent condition, shall be deemed
guilty of fraud or false pretense; and the board of governors, upon finding him thus
guilty, shall inflict the penalty i.rovided for in section 1, Article XlII of the
Constitution.

Se(\ 8.—Any member of thisexchange employed tn purchase or sell any security
who shall transact the business on any other duly and legally organized exchange shall
furnish to the customer for whom said order was executed'the name of the broker or
brokers from whom the said security was bought or to whom sold, as the case may he,
and the name of the exchange in which said transactions was made; and any member
failing to comply with all the requirements of this paragraph shall be deemed guilty
of an act detrimental to the interest and welfare of the exchange, or of obvious" fraud
or false pretense, and the board of governors after investigating the facts of the case
may, in its discretion, suspend him for such time a? it may deem proper, or may inflict

the penalty provided for in section 1, Article XII of the constitution.
Skc. 9.—Any member of this exchange who shall either directly or through a partner-

ship advertise in any newspaper, magazine or by any other public method, or who
shall issue any circular or market letter, offereing to do a discretionary business, or
conduct any so-called syndicate bu.siness, shall be deemed guilty of an act detrimental
to the interest and welfare of the exchange, or of obvious fraud or false pretense, and
the board of governors after investigating the tacts of the case may in its discretion
suspend said mem})er for such time as it may deem proper, or may inflict the penalty
provided for in section 1, Article XIII of the constitution.

Sec. 10. Any member of this exchange accepting business from so-called "discretion-
ary brokers" or "advisory agents," or from anyone soliciting discretionary accounts
through the mails or by advertising, shall be deemed guilty of an act detrimental to

the interest and welfare of the exchange.
Sec. 11. Any member of this exchange who advertises in any newspaper, magazine,

or other publication except in the form of a plain business card, shall be deemed guilty
of an act detrimental to the interest and welfare of this exchange.

Sec. 12. Any member of this exchange who shall act as a broker for any employee
of another member in any transaction where the name of the employer appears shall

be deemed guilty of an act detrimental to the interest and welfare of the exchange.
Sec. 13. Any member of this exchange desiring to establish a branch office or to have

any person or firm as a correspondent must first obtain the approval of the committee
on correspondents. Any failure to comply with this section or any failure to conform
to the decisions of the committee on correspondents shall be considered an act detri-

mental to the interest and welfare of the exchange.
Sec. 14. Any member of this exchange who is interested in or associated in busi-

ness with, or whose office is connected, dii-ectly or indirectly, by wire or other method
or contrivance, or who shall knowingly execute any order or orders, directly or indi-

rectly, for any organization, firm, or individual engaged in dealing in differences or

quotations on the fluctuations in the market price of any commodity or security
without a bona fide purchase or sale of said commodity or security in a regular market
or exchange, or witn any firm or individual who has been expelled from this ex-
change, shall, on conviction- thereof, be deemed to have committed an act detrimental
to the interest and welfare of the exchange, or of obvious fraud or false pretense.

Sec. 15. No member of this association shall maintain an office providing special
facilities for dealing in securities by women, nor in any way cater or encourage such
dealing by women. Violation of this prohibition shall be deemed an act detrimental
to the interest and welfare of the exchange.

Article IV.

—

Claims between members.

Sec. 1. All transactions made between members in any secm-ities shall be binding
and of full force.

Sec. 2. All loans of money made between members shall be binding and of full

force.

Sec. 3. All debts incurred between members of this exchange in transactions
connected with the maintenance of their business as brokers dealing in securities,

including oflTice rent, desk rent, etc., shall be binding and of full force.

Commission Laws.

Regular rates of commission on mining stocks.—Stocks selling under 50 cents per
share, commission of 50 cents per 100 shares; stocks selling at 50 cents and under
$1 per share, commission of $1 per 100 shares; stocks selling at $1 and under $2 per
share, commission of $2 per 100 shares; stocks selling at $2 and under $5 per share.
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commission of $3 per 100 shares; stocks selling at $5 and under |10 per share, com-
mission of $5 per 100 shares; stocks selling at ^10 and under $20 per share, commis-
sion of $6.25 per 100 shares; stocks selling at $20 and over, commission of $12.50 per
100 shares."

The commission on mining stocks may be equally divided with brokers who are

members of mining and stock exchanges and with incorporated banks, provided

they agree to abide by the decisions of the committees of this exchange.
The commission on transactions between members of this exchange shall not be less

than one-quarter of the regular rates when the principal is given up on the day the

transaction is made.
When the tiansactions are cleared the commission shall not be less than one-half of

the regular rates.

Commissions on miscellaneous securities.—On securities selling under 2 per cent of

their face value, one thirty-second of 1 per cent; on securities selling at 2 per cent

and under 5 per cent of their face value, one-sixteenth of 1 per cent; on securities

selling at or above 5 per cent of their face value, one-eighth of 1 per cent.
_

The commission may be divided with members of other exchanges, with bankers

and brokers dealing in securities, and with incorporated banks, provided they agree

to abide by the decisions of the committees of this exchange.
The commission on transactions between members shall not be less than one thirty

second of 1 per cent, except in the case of securities selling under 2- per cent of theii

•face value, when it shall not be less than one sixty-fourth of 1 per cent.

Commissions on railroad and industrial stocks.—The commissions on transactions in

railroad and industrial stocks between a member and nonmember shall not be lees

than one-sixteenth of 1 per cent on each transaction of 50 shares or more. On lots of

less than 50 shares the commission shall not be less than one-eighth of 1 per cent:

Provided, however, Tliat the commission on lots under 50 shares may be divided with

members of other exchanges, or with persons actually engaged in conducting a com-
mission business as brokers.
On transactions between members the commission shall not be less than $1 per 100

shares, when orders are given for 50 shares or more; on orders for 10 or 20 shares the

commission shall be 20 cents and upon 30 or 40 shares it shall be 50 cents, when the

principal is gi^en up on the day the transaction is made; when the same is cleared the

commission shall not be less than two one-hundredthsof 1 per cent. When the account
is carried the commission shall not be less than one thirty-second of 1 per cent.

By-Laws Govekninq Dealings in Railroads and Other Securities.

Article I.

—

Offers and bids.

Section 1. All offers to buy and sell securities shall be binding, and during a

call no member can withdraw an offer or bid except in an audible voice. The mem-
ber who first makes a bid or offer at a figure shall have the precedence over all others,

and his bid or offer must be filled before another shall have the privilege of buying
or selling at the same figure; Provided, hoiuever, That bids or offers in hundred-share
lots may be filled or accepted irrespective of bids or offers for smaller lots at the same
figure as being essentially different propositions. But all bids or offers in lots exceed-
ing 100 shares must be filled by accepting any part of such bid or offer in hundred-
share lots. A change of fraction or figure shall give precedence to the party making
the same. Any offer or bid may be withdrawn if such withdrawal is made in an audible
voice. A sale shall take all bids and offers off the floor. No offer or bid shall be recog-
nized between partners or members of one firm.

Any member who shall offer to buy or sell a stock or security at a less variation than
one-eighth of 1 per cent, except when special rules govern such transactions, shall

.be fined not less than $5 nor more than $10 for each offense.
All offers to buy or sell shall be per share, and when not otherwise stated shall be

considered as made for the regular way and for lots of 10 shares, except in the case

of those stocks which are traded in on a percentage basis, in which case the bid or offer

shall be considered to be for the equivalent of 10 shares when not otherwise stated,
and all transactions shall be cleared daily by contract delivery except Mondays and
Thursdays, when the stocks shall be for cash delivery. Interest or premium shall be
reckoned from one delivery to the delivery day following.

Sec. 2. Offers to buy or sell shall be entitled to precedence in the following order:
First. Bids "seller three days" and offers to sell "buyer three days" shall take

precedence of "cash" and "regular."
Second. "Cash" and "regular" bids and offers may be made simultaneously as

being essentially different propositions.
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Third. Offers to buy or sell on longer options than three days may be made at the
same time with offers to buy or sell "buyer three" or "seller three."

Fourth. In offers to bTiy on seller's option, or to sell on buyer's option, the longest
option shall have precedence.

Fifth. Ill offers to buy on buyer's option, or sell on seller's option, the shortest option
shall have precedence.

Sixth. When no regular offer is made on mining stocks listed on exchanges outside
of New York City and traded in on this exchange, offers of stock "seller five flat" or
"seller ten flat" may be regularly quoted.
No other bids or offers shall be permitted.
No contracts beyond 60 days shall be made.
Seventh. The variations per share in prices of mining stocks shall be as follows:

Stocks selling under $1 per share, not less than one-half cent; stocks gelling from $1 to

$5 per share, not less than 1 cent; stocks selling from |5 to $10 per share, not less than
5 cents; stocks selling at $10 per share or more, not less than 12^ cents.

Sec. 3. No party to a contract shall be compelled to accept a principal other than the
member offering to contract, unless the name shall be declared at the time of making
the offer.

COMPARISONS.

Sec. 4. It shall be the duty of every member to compare his transactions as promptly
as possible, and the refusal of any member to compare a transaction on the floor shall

subject such member to a flne of $5.

In any attempt to compare should a matter of dispute be discovered, necessitating a
new purchase or sale, such purchase or sale should be made promptly.

If the principal in a transaction is given up, he shall have the same duties as the
original party in the matter of comparison, whether the latter was released from liability

or not.

No comparison or failure to compare and no notiflcation or acceptance of notification

shall have the effect of creating or canceling a contract, or of changing the parties to or

the terms of a contract.

Sec. 5. All transactions executed as "stop" orders must be quoted and designated
as such.

Article II.

—

Interest.

All contracts over three days shall bear interest at the rate of 6 per cent per annum,
if not otherwise agreed upon by the contracting parties, except when bought or sold

All other contracts shall bear no interest.

The word "flat" shall be understood to mean free of interest only and shall have no
reference to dividends or assessments.

Article III.

—

Deliveries.

Section 1. All securities sold ex-clearing house shall be delivered before quarter
past 2 o'clock p. m. the following day, excepting sales made on Friday and Saturday,
in which case the securities shall be delivered on the following Monday. All securities

to be delivered on clearing-house orders shall be delivered Mondays and Thursdays
before 2.15 p. m. When deliveries are not made by that time, the contract may be
closed under the rule, after due notice to the defaulting party, in the manner provided
in Article XXI of the constitution. Such notice, however, must be given not later

than half past 2 o'clock, and the contract must be closed without delay, unless the
time for doing so be extended by mutual consent. In the absence of any notice or

agreement, the contract shall continue, without interest, until the following day.
This rule shall also apply to the receipt and delivery of borrowed securities, and any
party failing to perform his contract in such securities shall be liable for the damage
that may accrue.

Sec. 2. When contracts for stocks in lots less than 100 shares mature during the
closing of the books, the seller or party who has to make the delivery need not deliver
until the flrst day after the books are opened; but if he should elect to deliver at
maturity, then the party to receive the stock must accept tender of the same. This
rule shall not affect 100-share lots, which shall in all cases be delivered at maturity.
Sec 3. All purchases and sales shall be settled on the next business day, excepting

in the cases provided for by the preceding sections, unless expressed to the contrary,

and all contracts falling due on Sunday or on such holidays as are observed by the
banks shall be settled on the preceding day.

30578—14 50
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Sec. 4. When two holidays occur on consecutive days, as when Sunday immedi-

ately precedes or follows a legal holiday, contracts falling due on the &st of such holi-

days, shall be settled upon the business day immediately preceding, aiid those matur-

ing upon the second of such holidays, shall be settled upon the business day next

followine the same.
Sec. 5". In the delivery of stock the receiver shall have tlie option of receiving

said stock by certificate and power irrevocable in the name of or witnessed by a mem-

ber of the exchange, or by transfer thereof, provided there be ample time to make

such transfer and the transfer books are open; but in all cases where personal liability

attaches to ownershin the seller shall have the right to deliver stock by transfer. Cer-

tificates not in the name of or witnessed by a member of the exchange must have the

signature of the assignor, or of the subscribing witness, acknowledged m due form

before a notary, or guaranteed acceptably to the transfer ofiTice. Such certificates

nmst also be guaranteed bv a member of the exchange if the receiver so requests.

Mining stocks if not in thename of or witnessed by a member of the exchange must

be guaranteed by a member.
a. , •

On all contracts the partv delivering shall have the right to deliver the stock m
such lots as his clearing house delivery order shall call for; pi'ovided, however, that

where the lots exceed 100 shares, deliveries shall be made in multiples of 100 shares,

and provided further, that in case of closing of the books of the company, or mabihty

to deliver odd lots, 100-share lots may be delivered on account, and shall be so deliv-

ered on demand of the partv receiving. Fractional lots may be delivered on account

of a fractional lot delivery, but no fractional lot can be delivered on account of a 100-

share lot delivery. When deliveries can not be made on account of transfer books

being closed, such open contracts shall bear interest at the rate of 4 per cent duiing

their pendencv. -
i t i

On less than 100-share lots of all stocks delivered on clearing house delivery order,

the receiver shall receive by transfer when requested, if transfer books are open, or

if declining to do so shall ykj on delivery 6 per cent interest on the amount of the

contract for one day, or for the necessary number of days when holidays intervene.^

Sec. 6. Mining stock deliveries shall be in lots not exceeding 100 shares, except in

the case of all of those known as Cripple Creek stocks selling under 25 cents a share,

which shall he a good delivery in 1,000-share certificates, or eciuivalent thereof,^ pro-

viding that they are regularly listed and dealt in on the Colorado Springs Mining

Stock Exchange, and have beeu approved by the committee on mining securities of

this exchange. All bids and offers of the same shall be for l,000-3hare lots.

Miscellaneous securities deliveries shall be in lots not exceeding 100 shares.

Sec. 7. Mining shares in the name of a trustee made out on and after the 1st day
of July, 1888, shall not be a good delivery, excepting in stocks from the California

market. Detached powers of attorney or substitution must be attested by a notary

public under seal.

Sec. 8. In the delivery of any security dealt in on the exchange the party deliv-

ering may require payment in duly certified check on a city bank or in lawful money
upon delivery.

Sec. 9. Reclamation for irregularities in deliveries of stocks, when such irregulari-

ties do not affect their validity, but only currency in the market, shall not be
considered unless made within 10 days from the day of delivery. All claims under the

above law must be made before 2.15 o'clock p. m. on the day of such claim.
Sec. 10. Stocks admitted from the California market which have no transfer office

in this city shall stand in the name of a member of this association, or in the name of

such persons or trustees as may be approved of and designated by the board of gov-
ernors, assignment of same to be witnessed or guaranteed by a member of this

association.

Sec. 11. The stocks of all mining companies not having transfer offices in the city

of New York shall be made a "good delivery" upon the assignment being guaranteed
by a member of this exchange. This rule shall not apply to stocks of mining com-
panies having their transfer offices in San Francisco, Cal.

Sec. 12. When a proper reclamation is made for irregularity in delivery of stock,
the claimant may require the immediate delivery of a good certificate for the irregular
one. If the party on whom such claim is made is unable to comply, he shall at once
give a check for the market value of the stock; but he shall receive back the amount
so paid at any time thereafter, during delivery hours, upon returning a good certifi-

cate. The giving of a check, however, shall not relieve him from liability for

nondelivery.
This rule shall apply to bonds, and to loaned securities.
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STOCKS.

Sec. 13. The signature to the assignment upon a certificate of stock must be tech-
nically correct, i. e., it must correspond with the name as written upon the face of the
certificate in every particular, without alteration or enlargement, or any change what-
ever. "Mr.," "Messrs.," or "Esq.," however, need not be prefixed or affixed to the
signature.

"And" may be written "& " and vice versa.
"Company" may be written "Co." and vice versa.
"Brothers" must be indorsed exactly as drawn and not "Bros.," and vice versa.
All prefixes and affixes, such as "Judge," "Major," "Hon.," "Right Hon.,"

"Doctor," "M. D.," "D. D.," "Rev.," "LL. D.," etc., must appear in the indorse-
ment.

Sec. 14. Securities in the name of, witnessed or guaranteed by a firm or member of

the exchange under suspension are not a good delivery. In case transfer books are
closed, such securities wall be a good delivery during said closing only, and when the
assignments are properly executed and acknowledged before a notary, and when the
date of execution is properly verified.

Sec. 15.—Powers of attorney, or of substitution or assignment signed by trustees,

guardians, infants, executors, administrators, agents or attorneys, are not a good
delivery.

Sec. 16. When transfer books are closed by any legal impediment, so as to render
their being open again uncertain, powers of attorney must be acknowledged before a
notary public, with seal and date.

Sec. 17. In all deliveries of securities the party delivering shall have the right to

require payment at the time and place of delivery and receipt of said securities. If

delivery is made by transfer, payment may be required at the time and place of

transfer.

Sec. 18. Certificates in the name of a married woman are not a ^ood delivery while
the transfer books are open; when the transfer books are closed a joint execution of the
assignment by the husband and wife, and a joint acknowledgment before a notary
public will make the certificate a delivery only during closing of transfer books.
The following form should be used

:

State of ,

County of , ss:

On this day of , 19. ., before me came and
her husband, both of them to me known, and they severally acknowledged that they
executed the foregoing (or within) assignment and power of attorney for the purpose
therein mentioned.

[seal.]

Sec. 19. Certificates in the name of an unmarried woman or a widow are a good
delivery when the following form of acknowledgment is executed upon the back of

the certificate

:

State of ,

County of , ss:

On this day of , 19 . . , before me parsonally came , to me
known and known to me (or s.^tisfactorily proved to me) to be an unmarried woman
(or widow) and kao^a to me to be the saTie person named in the within certificate of

stock and described in and who executed the foregoing (or within) assignment and
power of attorney, and acknowledged to me that she executed the same for the pur-
poses named.

[seal.]

The foregoing form of acknowledgment shall not be required when the prefix

"Miss" appears upon the face and reverse of the certificate.

Sec. 20. In acknowledgjient of a pawer of attorney, the notary shall certify with
seal and date that he knows the person signing the power to be the person named in
the certificate, and that he acknowledged the signature. If in the name of a firm, the
notary shall certify that he knows the person, and knows him to be a member of the

m, or if the firfirm is dissolved that he knows him to have been a member of the firm

and that he acknowledged, etc., etc.

Sec. 21. If preyed by the witness, the witness must swear that he knows the person

who signed the power to be the one named in the certificate, and that he saw him
execute and deliver, and that he acknowledged to him that he did execute, etc., etc.

If the certificate is in the name of a firm, the witness must also swear that he knows
the party singing to be a member of the firm.
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Sec. 22. Certificates in the name of an institution, or in a name with title affixed as

president, cashier, or other official designation, are not a good delivery unless assign-

ment or power is acknowledged with seal and date before a notary, who must certify

that he knows the person signing, and knows him to be the person authorized, and
that he has seen the minutes of the institution authorizing said person to make the
assignment. Some transfer offices require in addition a certified copy of the resolu-

tion of the directors of the company authorizing the assignment, as Western Union
Telegraph and the companies having their transfer agencies at the Grand Central

Station.

The several companies having transfer offices at the Grand Central Station require

power on certificate, in the name of a foreign resident, to be acknowledged before a

United States consul or before J. S. Morgan & Co., London.
Sec. 23. Certificates in the name of a deceased person or of a firm which has ceased

to exist are a good delivery only during closing of transfer books and when acknowl-
edged or proved. When transfer books are closed, if unproved certificates are deliv-

ered after death or dissolution of a firm, they must be taken back at any time while

transfer books remain closed. When transfer books are open, if certificates, whether
proved or not, are delivered after death or dissolution of a firm, they must be taken

back if claim is made within three days, provided transfer books are still open.

Sec. 24. When a firm dissolves and the business is carried on by a new fu-m under
the old firm name, certificates, the assignments of which have been executed by the

old firm, will be a good delivery when the new firm shall have written after said

assignment "execution guaranteed," with date, and shall have signed the firm name
thereto.

Sec 25. A certificate for more than 100 shares is not a good delivery except for

mining stocks, as provided for in section 6.

Sec 26. ^\'hen a claim is made for a dividend on stock after the transfer books have
been closed, the party in whose name the stock stands may require from the claimant

presentation of the certificate and a written statement that he was the holder of the

stock at the time of the closing of the books, and also a guaranty against any future

demand for the same dividend.
Sec. 27. Certificates in the name of parties residing in foreign countries are not a

good delivery on the day of closing of the transfer books if said Ijooks are to be closed

for a dividend.
BONDS.

Sec. 28. Coupon bonds issued to bearer, having an indorsement upon them and
properly pertaining to them as a security, must be sold specifically as ''indorsed

bonds," and will not be regarded as a good delivery under a sale not so qualified.

Sec 29. Bonds with a stamp or indorsement, stating that they have been deposited
with States as security for bank circulation or insurance, must be released and acknowl-
edged before a notary, and then are a good delivery only as "indorsed bonds.

"

Sec 30. If a definite name, such as John Smith, John Brown, Bank of America,
Canton Co., appears upon a bond, it is regarded as implying ownership which must
be released witfi acknowledgment before a notary. The bond is then a good delivery
only as an "indorsed bond. "

Sec 31. Bonds with assignments or releases executed by trustees, guardians,
infants, executors, administrators, agents or attorneys, are not a good delivery as
"indorsed bonds.

"

Sec 32. Coupon ftonds.—Delivery must be of the denomination of |1,000 or $500.
Bonds of other denominations shall be a good delivery only when so stipulated at
the time of the transaction.

Sec 33. Registered bonds.—Deliveries must be in certificates not exceeding $10,000.
Sec 34. Coupons on a bond must be those which properly belong to it and of the

corresponding number. In case of absence of any coupon, its full face amount in
money is a good substitute, unless special notice is given to the contrary; provided,
however, that in case of absence of past due coupon, from a bond of which any of the
past due coupons have been paid with interest, its full value in money, with interest
thereon to date of delivery, shall be a good substitute.
Sec 35. Bonds which can be registered in a name, or to bearer, and which have

been registered in a name, must be registered to bearer to be a good delivery. When
transfer books are closed, if registered in a name, a power of attorney, acknowledged
before a notary, in name of, witnessed or guaranteed by a member, must accompany
each bond.
Sec 36. All sales of bonds shall be made with accrued interest added.
Sec 37. A detached power of attorney, or of substitution must contain a full des-

cription of the stock or bond by name of company and number of certificate, and must
be acknowledged or proved before a notary public, with seal and date. A separate
power and acknowledgment must accompany each certificate.
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Article IV.

—

Dividends.

Section 1. All dividends go to the buyer, and shall be deducted on all outstand-
ing contracts at the time of the closing of the transfer books.

Sec. 2. On all transactions, when a dividend is declared on a security during the
pendency of a contract, the seller shall collect, hold, allow interest on, and pay the
same to the buyer on the settlement of the contract.

Sec. 3. No offer to buy or sell dividends on stocks shall be made publicly at the
exchange

Sec. 4. On the day of closing the transfer books of any stock for a dividend, trans-
actions in such stock for cash shall be "dividend on" up to the time officially desig-

nated for the closing of the books; and all transactions, other than for cash, shall be
"dividend off."

The above rules shall also apply to stocks of mining companies having transfer offices

in New York City, except San Francisco mining stocks.

Sec 5. Members may charge 1 iier cent for collecting and paying di^^dends. When
a scrip or stock dividend has been declared by a company, the 1 per cent shall be
upon the market value, and not upon the par value of the scrip or stock.

Whenever the dividend of a stock shall be enjoined by the courts, or for any reason
shall not be paid on the day it was declared to be paid, all parties having received
the dividend through the clearing house shall be required to refund the same at once
to the parties from whom they received it.

Article V.

—

Defaults.

Section 1. In all cases where an officer of the exchange may be directed to buy
or sell securities under the provisions of Article XXI of the constitution, the name
of the member defaultiog as well as that of the member giving the order shall be
announced.

Sec. 2. Should any member refuse to fulfill his contract for the delivery of a security
on the day it becomes di e, the party contracting with him may direct the presiding
officer to buy the security defaulted on at the business room of the association, pro-
vided that such contracting party shall first have notified the other party at least
30 minutes before the contract becomes due of his intention to close the contract.

Sec 3. The notice above referred to must be in writing and either delivered in
person or left at the office of the party to be notified, and in case he has no office it

shall be left with the presiding officer of the exchange, who shall in all cases buy the
security in such manner as in his judgment will secure the same at the lowest pricp.

Sec 4. Contracts maturing and in default at 2.15 p. m., and upon which notice
has been given as above, shall be closed out under the rule before 2.30 p. m., and the
delivery must be made by 2.45 p. m. If there should be a second default at 2.45 p. m.,
the member who is entitled to receive the security shall notify the presiding officer,

who shall immediately close the contract "under the rule" as before for the account
of the member making the contract with the presiding officer, without notice; and
such member shall be considered guilty of a breach of contract with the exchange,
the penalty for which shall be suspension from the association for not less than 30
days, or a fine of $100, or both, at the discretion of the board of governors, by a vote of

two-thirds of the members present at a meeting.
Sec 5. No party shall be permitted to supply offers to buy securities closed for

his account under the rule.

Sec 6. When a contract is closed as provided for in this article, any action of the
party in default, direct or indirect, by which the prompt fulfillment of such contract
is delayed, hindered, or evaded, to the detriment of the other contracting party, shall

subject the offending party to suspension for not less than 30 days, or the board of

governors may by a two-thirds vote of all its members inflict the penalty provided for

in section 1, Article XIII, of the constitution.

Sec 7. The party who is entitled to receive the security shall account to the member
in default for any surplus, or charge him with any deficiency arising from the operation

of this article.

Sec 8. No order for the purchase of securities under the rule shall be executed
unless made out in writing over the signature of the party giving the order, who shall

state the reasons therefor; and it shall be the duty of the officer who executes this

order to indorse thereon the name of the seller, the price, and the hour at which the

contract is closed and hand the same to the secretary of the association, who shall,

within 24 hours, ascertain whether or not any difference arising from the operation of

this article has been paid. If not paid, the secretary shall report the default to the

president.
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Sec. 9. Notices of intention to buy in must be received, if tendered, on any portion

of a lot, in amounts of 10 shares or multiples thereof, as such notices have effect only in

case the notified party fails to deliver the securities according to his contract.

The sender of a notice to buy in securities
'

' under the rule " because of nondelivery,

when due, must receive and pay for such securities, if tendered to him before the
order to buy in has been executed, unless the notice shall have been previously

withdrawn by mutual consent.
In the absence of any notice or agreement, the contract shall continue without

interest until the following day. In every case of nondelivery, however, the party
in default shall be liable in addition for the damages that may accrue, and all claims
for such damage must be made before 3 o'clock on the next business day after such
default.

FAILURE TO RECEIVE A SECURITY.

Sec 10. Should any member neglect to fulfill his contract to receive a security on
the day it becomes due, the party contracting with him may direct the presiding
officer of the exchange to close out the contract in such manner as in the judgment
of the party contracting will secure the best possible price.

Sec. 11. In cases of default in delivering stocks sold for "the account," and which
are also dealt in at the San Francisco Stock Exchange Boards, the Colorado Springs,

the Salt Lake City, and any other duly and legally organized mining exchange, the
seller may elect, instead of being "bought in" at this exchange, to have the stock
purchased for his account at an^ of the above-mentioned exchanges; provided,
however, that the party in default shall pay such commission and expense as may
be incurred in the purchase of said stock.

Sec. 12. The duties devolving upon the officers of the association under this article

shall be performed without charge.

Article VI.— Mutual deposits on contracts.

Section 1. In any transaction for the purchase or sale of stocks or bonds or any
outstanding contracts, either party may call, at any time, for a mutual deposit of 5
per cent. Said deposit shall be made with the chairman of the exchange, who shaU
deposit said money in the Seaboard National Bank, Union Trust Co., Fourth National
Bank of New York, or the Mechanics & Metals National Bank, and secure certificates
of deposit in the names of the parties to the contract. Said certificates shall be held
by the chairman until the completion of the contract, when the chairman shall obtain
the signatures of the contracting parties to both certificates, and deliver them to the
proper party or parties; or, in the event of one of the contracting parties refusing or
neglecting to sign said certificates, it shall become the duty of the chairman to sign for
said party, and upon proof, to pay over to the other party the amount due him. In
case of the failure or insolvency of either party, the balance (if any) shall be turned
over o the chairman of the clearing committee to be distributed by him in the
manner provided for in section 2 of this article.
Margins must be called before 2.20 p. m., and must be deposited within one-half

hour from time of notice. If called after 2.20 p.m., they shall be deposited by 10.30
a. m. the following business day.

Sec. 2. The chairman of the clearing committee shall apply all moneys held bymm to the credit of any member who has finally defaulted m meeting his obL^ationa
in accordance with the constitution, by-laws, and rules of the exchange or of the
clearing-house regulations or rules to the following purposes and in the following
order of priority, namely:

First. The pro rata payment to creditors, members of the exchange or firms regis-
tered thereon, of all claims filed with the clearing committee within a reasonable
time (to be fixed by such committee by standing rule) after the announcement of the
failure of such member, and allowed by the clearing committee arising from contracts
made on the floor of the exchange subject to its constitution and by-laws and forming
part of the regular course of business of the exchange, including the borrowing and
loaning of securities traded m on this exchange, and also of all claims for floor broker-
age on purchases and sales made within two months next preceding the announcement
01 the failure of such member.

^•!f°'^j'.?^^ P'° ?^*S
payment to creditors, members of the exchange or firms

registered thereon, pi all claims filed with the clearing committee as provided in the
preceding subdiviaion and allowed by the clearing committee, arising from the bor-
rowing or loaning of moneys, or from any transactions or dealings in securities, or

any tensaction connected with the maintenance or carrying on by such creditors
or such debtor of their business as brokers, other than the transactions or dealings
referred to in subdivision '

' first.
'

'
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Third. The surplus, if any, of said moneys shall be paid to such member, or to hia
legal representatives, upon the execution by him, or them, of a release or releases
satisfactory to the clearing committee.
Sec. 3. In case either party shall fail to comply with a demand for a deposit, in

accordance with the provisions of this article, the party calling, after having given due
notice, may report the default to the presiding officer of the exchange, who shall pur-
chase or sell the security forthwith in the exchange, and any diffeience that may accrue
shall be paid over to the party entitled thereto.
The notice above referred to shall be in writing, and either delivered in person or

left at the office of the party to be notified, and in case he has no effice, it shall be left
with the presiding officer of the exchange.

Sec. 4. Whenever the seller of a stock shall deposit with the chairman of the ex-
change a margin equivalent to 100 per cent of the contract price, and a further deposit
is called, it shall be at his option either to deliver the stock or to make further deposit.
The seller may deposit the stock covered by the contract in lieu of all deposits on his
behalf to guarantee its delivery by him.

Sec. 5. In the calling of deposits on mining stocks, also dealt in on the San Francisco
Stock and Exchange Board, the prices at this exchange shall be first appealed to,

but if offers and bids do not approximate to furnish a market price, then the prices
at said San Francisco Exchange shall be taken, and a rate for this market for such pur-
pose be officially established therefrom, as this association may provide.

Article VII.

Section 1. On all stocks for contract delivery not borrowed or loaned at 3.15 p. m.
on Mondays, Tuesdays, Thursdays, and Fridays notice shall be given to the clearing
house before 6 p. m. accompanied by a certificate signed by the chaitman showing
that the party has been unable to borrow or loan the same to satisfactory parties on or
before the loan call; whereupon such stock balances must be contracted for with
any member notified by the clearing house for his account and risk. All loans made
under this section expire on Wednesday and Saturday.
Sec 2. On Mondays and Thursdays the clearing house will issue notices to receive

and deliver cash stock for balances as shown by the clearing-house sheet.

Only those parties named in the clearing-house notices can be held after 2.15 p. m.
Sec 3. The contract time on contract notice or notices referred to in sections 1 and

2 of this article shall commence at the time the same shall be ready for delivery by the
clearing house, and either party shall have the right to call for margin, which shall be
responded to within 30 minutes, in default of which the clearing committee shall

immediately have such contract with the defaulting party closed out according to

the rules of the exchange, in which case another party or parties shall be substituted
for the defaulting party.

Sec 4. When parties have fractional lots of stock to deliver on Monday and Thurs-
day, on notices given by the clearing house, in case of their not being able to make
said delivery, then an additional day, until 2.15 p. m., shall be allowed to make
such delivery in order to enable the party to have his stock split up.
No cash deliveries of stock shall be made on Saturday, except by mutual consent.

LOANS.

Sec. 5. Notice on loans shall be given at or before 2.30 p. m. on stocks unless made
in person, when the limit of time shall be 3 p. m.
When party has no office and can not be found, written notice to terminate loan

shall be given to the chairman.
The loan shall take place at 3.15 p. m. on Monday, Tuesday, Thursday, and Friday.
All loans of stocks made through the clearing house shall stand until Wednesday

and Saturday, respectively, unless called or returned by the respective members
after notice.

Sec. 6. When loans are made on stocks upon which an assessment becomes due
before the following delivery day, no interest shall be charged on the amount of the
assessment unless specified at the time of making the loan.

Sbc. 7. When stocks are borrowed or loaned on Wednesday for Thursday's sheet or

on Saturday for Monday's sheet (settling days), and interest or premium charged,
the borrower, who' is paid to carry the stock, or the leaner, who is paid for the use of

the stock, is entitled to three or four days' interest, respectively, or premium, and
such stock can be returned or called at any time.

All stock loans made on Wednesday for 'Thursday's clearing-house sheet or on Satur-

day for Monday's clearing-house sheet (settling days), shall stand at the rate fixed

until called or returned; loans on other days unless previously called or returned shall

expire and be returned without notice on the following Wednesday or Saturday.
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Article VIII.

—

Deliveries and Payments.

All deliveries and payments shall be made before 2.15 p. m. or the delinquent

shall be declared in default. In case of default in delivery or payment notice must

be given to the chairman immediately in writing, who shall buy or sell the stock

under the rule for the account of the delinquent.

Clbaking House Regulations for Railroads and Other Securities.

Section 1. All transactions made in stocks during the day shall be cleared on the

following business day through the clearing house selected by this exchange, unless

otherwise agreed upon by the parties to the transaction.

No member will be permitted to clear in his own name who does not have an ofhce

in the vicinity of the exchange, where clearing tickets can be promptly exchanged

and errors promptly corrected. • ,. •> , i, ^ -,

No member will be permitted to clear in his own name, or an individual sheet, it

he is a member of a firm doing business on the exchange. Such member must clear

in the firm name.
, . , . , , •, ^x, ^ „ • j

Sec. 2. The parties to any transaction which is to be cleared on the following day

shall deposit advice orders with and addressed to the Consolidated Clearing House of

New York (Ltd
.
) before 6 p . m . of the day on which the transaction took place ,

except

on Saturdays, when the same shall be deposited before 4 p. m.; and the said advice

orders, after exchange, shall be ready for delivery to the parties entitled thereto by 9

a. m. the following business day.

Any party failing to deposit his advice orders at the clearing house for exchange by

6 p. m. on the day such transactions took place, except on Saturdays, when the same

shall be deposited before 4 p. m., shall be fined SI. payable to the clearing house.

In case a party should fail to deposit his advice orders by 9 a. m. on the following

business day after the transaction took place, it shall be considered as a refusal to

recognize the purchase or sale, as the case may be, and the party or parties in interest,

if unable to adjust the dispute, shall close the transactions "under the rule" to estab-

lish the difference.

When tickets of comparison fail to reach the party or firm to whom due through

the clearing house, and comparison is made with principal or employee and found

correct, the party or firm from whom the same is due must furnish a ticket of compari-

son marked '

' duplicate " upon demand before 12 o'clock noon of the day of comparison.

Sec. 3. The parties to every transaction which is to be cleared shall make out

written statements on the blanks adopted by the clearing house of all stocks (listed

to be cleared) coming in and going out, and for which they have deposited advice

orders, and shall send their statement properly balanced and signed to the clearing

house at or before 10.30 a. m. ; failing to do so the party shall be considered as having

failed for clearing house purposes.

The statement shall also be accompanied by a certified check for the amount of

any money balance shown in the statement to be due the Consolidated Clearing House
of New York (Ltd.) drawn to the order of the Consolidated Clearing House, unless

the amount is $100 or under, in which case the cash may be deposited with the sheet

at the clearing house.

Where the statement shows a balance of money due the member, he shall deliver

with said statement a draft for the amount, drawn to his own order on the Mechanics
& Metals National Bank, and on the completion of the clearances it shall be the duty
of the Consolidated Clearing House of New York (Ltd.) to cause said draft, if correct,

to be approved.
All advice orders shall be made out in ink, properly dated, addressed, and signed,

and the sheets shall be properly balanced, both in number of shares and amount of

money.
Whenever a member fails to pay the Consolidated Clearing House of New York

(Ltd.), the balance due on his sheet by 10.30 a. m. (or in accordance with the provisions
of section 2), the clearing house shall notify the clearing committee, who shall forth-

with cause the balances of stocks of which said member may be long or short on the
sheet to be sold out or bought in under the rule, as the case may be, and assess the
parties in interest on the sheet in each particular stock pro rata.

Should the delinquent party pay within 24 hours the full amount of his indebtedness
and satisfy the chairman of the clearing committee and the president of his solvency
and that said delinquency was from unavoidable delays—such as railroad accident,
etc.—he may be allowed to continue business, otherwise the defaulting party shall be
suspended.
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The assessment shall be based upon a settling price which shall be the average price
of such purchases or sales made under the rules in each particular stock; but in case
the sheet or sheets are even as to any particular stock, and there be no purchases or
sales to be made in said stock, then and in that event the chairman of the association
(or in his a,bsence the presiding officer) shall announce as the settling price the market
price of said securities which has been ascertained by the clearing committee, and his
action shall be binding on all of the members interested, and shall have the same force
and effect on all claims growing out of the said transactions as if a settlement had been
made by a purchase or sale under the rule by the chairman of the association.
The same rule shall ap^ly to all of the transactions that the members may have had,

both in mining stocks, miscellaneous securities, and loans of securities or money.
In the adjustment of accounts if any particular stock or security, or if the result of

the transactions of the defaulting member with any other member should show a bal-
ance of profit, and (or) through purchases or sales made by order of the clearing commit-
tee, said profit shall be collected by the chairman of said committee and distributed
by him in the manner provided for in Article VI, section 2, of the by-laws governing
dealings in railroads and other securities.

Should any member or members have any credit, whether in money or securities,

or of any nature whatsoever due said defaulting member, he or they sha,ll forthwith
turn said credit over to the secretary of theexchange, who shall distribute the same,
or the proceeds from the sale of the same, in the manner provided for in Article VI,
section 2, of the by-laws governing dealings in railroads and other securities.

The defaulting member, at the time of the announcement of his failure, shall furnish
to the clearing committee a statement showing all of his unsettled transactions in all

classes of securities, specifying all loans that may be on the sheet on the day of the
failure, and failing to do so he shall be ineligible to readmission, except with the
consent of a majority of the board of governors.
The clerical work necessary in the adjusting of the sheet shall be performed by the

clearing house, under the supervision and instruction of the clearing committee.
In case any member owes an additional amount to the clearing house, caused by

errors, disputes, or assessments, said amount shall be paid within one business hour
from the time of the notification of the same; otherwise the party will be considered
as having failed for clearing-house purposes, and be treated accordingly, and shall be
fined in the sum of $5.

Sec. 4. When borrowed stocks are returned the charges shall be added on the
clearing-house sheet.

Sec. 5. All balances of stock shall be extended on the clearing sheet at the settling

prices as posted on the blackboard, and all contracts and deliveries shall be made at

that price.

Any party having an incorrect settling price on his sheet shall be subject to a fine of

|2 for each offense.

Sec. 6. Any irregularity in the statements handed in shall be subject to fines, as

follows:

(a) Errors in addition or in extension, or in carrying charges or in transposition of

figures, also neglect to place name on statement, also bringing down the wrong balance,

also neglect to balance and add stocks properly; also failure to deposit advice orders

properly dated, addressed, and bearing a stamped or printed signature, with amounts
correctly extended; also failure to put all the names on the clearing sheets and advice
orders where there has been a substitution of names; also failure to put the letter "L"
in the left-hand column before all entries on the sheets other than purchases and sales,

to be fined $2 each.

(6) Unless the clearing charges are properly extended, a fine of fl will be imposed.
(c) Entering stocks on wrong side of sheet or stocks out of balance to be fined $5.

(d) Parties failing to hand in their statements at or before 10.30 a. m., with the
balances due the clearing house or drafts for credit balances shall be fined $5.

(«) Any party who through an error in the summary of his or their sheets where stocks

are out of balance shall receive moneys or credit thereby, shall be subject to a fine

of $10. '

Sec. 7. The charge for clearing shall be one-quarter of 1 cent each way for every

10 shares of stock; that is, one-quarter of 1 cent for each 10 shares of stock bought or

sold, borrowed or loaned. Stocks of $50 par value shall pay only half charge for

clearing. All such charges shall be extended on the sheet daily.

Sec. 8. Any party or parties who shall neglect to settle any differences caused by
errors, disputes, or assessments (when notified by the clearing house) within one

hour from the time of notification of the same, or who shall habitually on his or their

sheets make errors in addition or extension, or in carrying charges, or in transposition

of figures, or who shall neglect to place name on statement, bring down wrong balance,.
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neglect to balance and add stocks properly, fail to deposit advice orders properly-

dated, addressed, and bearing a stamped or printed signature, with amounts correctly

extended, or shall fail to put all the names on the clearing-house sheets and advice
orders where there has been a substitution of names, or shall violate any other clearing-

house regulation, at the request of the president of the clearing house, may be sus-

pended from the facilities afforded by the clearing house; and the fact of such suspen-

sion shall be announced from the rostrum of the exchange upon report of same to the

president of the exchange, and such party or parties can only be reinstated by a resolu-

tion of the board of governors of the exchange.
Sec. 9. Should any party or parties neglect or refuse to pay any amount of fines

due the clearing house after payment has been demanded in writing, the clearing house
may decline to approve any draft due him or them, until such fine or fines are paid;

the party fined may appeal to the directors of the clearing house, whose decision shall

be final, and the member failing to pay said fine, if not remitted, may be suspended
from the facilities afforded by the clearing house until the arrearages are paid, and the

fact of such suspension shall be announced from the rostrum of the exchange upon
report of the same to the president of the exchange.

Sec. 10. All stocks bought or sold, borrowed or loaned, shall be grouped separately.

A fine of |1 shall be imposed for every violation of this rule.

Sec. 11. Separate "Borrow and loan" and "Receive and deliver" tickets shall be
made for each stock. A fine of $1 shall be imposed for every violation of this rule.

Sec. 12. Any party delivering to the clearinghouse an unsigned "Borrow and loan"

or "Receive and deliver" ticket will be fined at the rate of $2 per 100 shares, or a

minimum fine of $1 for each offense.

Sec.13 . Any party delivering to the clearing house a '

' Borrow and loan " or " Receive

and deliver" ticket, where the item should be on the opposite side, will be fined at

the rate of $2 per 100 shares, or a minimum fine of $1 for each offense.

Sec 14. The comparison room will be open at 9 a. m., and sheets stamped with
the time of entrance and also of departure from the room. Members will not be per-

mitted to take sheets from the room before 9.50 under penalty of $10 fine. Neglect

to have sheet on the floor for purposes of comparison by 9.30 will be subject to a fine

of $5, by 9.45 of $10, and by 9.50 of $15.

Sec 15. Neglecting to rectify an error in the clearing house after one hour's notifica-

tion will be subject to a fine of $10.

Sec. 16. Any party neglecting to deliver his or their clearing house tickets by 6

p. m. or on Saturday by 4 p. m. , showing a balance of stocks to be received or delivered,
shall be subject to a fine of $2 per 100 shares, or a minimum fine of $1 for each offense.

Sec 17. No item shall appear on the sheet in blank—that is, where the name is

lost or where name is due from clearing house—under a penalty of $2 fine.

Sec. 18. The initials of or firm name in full of parties with whom transactions have
been made must be placed on each clearing house sheet; also on all advice orders,

under penalty of $2 for each violation.

Each clearing house sheet must be stamped with name of party or parties, and also

dated, under penalty of $2 fine.

Sec 19. The price must accompany every item placed on clearing house sheet,
under penalty of $2 fine.

Sec 20. All notices of return loans must be made out in writing on blanks furnished
by the clearing house and delivered in person or to the loan department of the clear-
ing house.

All loans bearing interest must have the amount stated on notice of return loans.
Return-loan blanks will be printed in duplicate and a receipt required from the

receiver or from the loan department of the clearing house, which shall be considered
as binding, and such return loan must be placed on the clearing house sheet on the
following day under penalty of $5 fine.

Loan notices may be delivered to the loan department of the clearing house through-
out the day, up to 2.30 p. m. ; thereafter until 3 p.m. they must be made by personal
delivery.

Members having outstanding loans will be required to call at the loan department
of the clearing house each day not later than 3 p. m., to receive notices of return loans
deposited there. A neglect to fulfill this duty will be subject to a fine of $5.

Sec. 21. In all transactions (as in carrying charges) where the fraction of a half cent
or more occurs it shall be counted as 1 cent. When a lesser fraction occurs it shall be
dropped. The half of $1.25 to be 63 cents; the quarter of $1.25 to be 31 cents.
The exchange floor is designated the comparison room of the exchange.
California stocks, if in the name of a trustee, must be iu either of the two following

names: John Tumbull, representing Bank of California; W. B. Nevins, Wells,
Fargo & Co.

. , >
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blank poems.
State of

,

County of , ss:

Oil tliis day of
, 19.

.
, before me, a notary public for the county of

: > personally appeared
, to me known and known to me to be (or

in case the firm has been dissolved, to have been) one of the firm of
named in the within certificate, and described in, and who executed the foregoing
instrument and acknowledged to me that he executed the same as the act and deed
of said firm.

[seal.]

[Power of substitution.]

We hereby irrevocably constitute and appoint our substitute to
transfer the within-named stock under the foregoing power of attorney, with like
power of substitution.

Dated
,

Witness:

Know all men by these presents, that for value received, have bargained,
sold, assigned and transferred, and by these presents do bargain, sell, assign and
transfer unto standing in name, on the books of the , and
do hereby constitute and appoint true and lawful attorney, irrevoc-
able for and in name and stead to use, to sell, assign, transfer
and set over all or any part of the said stock, and for that purpose to make and execute
all necessary acts of assignment and transfer, and one or more persons to substitute
with like full power, hereby ratifying and confirming all that said
attorney or substitute or substitutes shall lawfully do by virtue hereof.

In witness whereof, have hereunto set hand and seal the day
of , one thousand nine hundred and

Sealed and delivered in presence of—

•

EXHIBIT J.

LISTING REQUIEEMENTS OF THE CONSOLIDATED STOCK EXCHANGE
OF NEW YORK.

The Consolidated Stock and Petroleum Exchange of New York.

MINING department.

New York, ,190

Application for listing mining shares.

statement of company.

1

.

Name of company, ...

2. Date of incorporation,
3. Incorporated under the laws of

4. Nature of business carried on,
5. Authorized capital stock, $ , divided into shares, of which

are common and are preferred . Par value, I
6. Number of shares issued to date: shares common, shares preferred

.

7. Number of shares originally set aside or donated to treasury for working capi-

tal,

8. Number of shares now in the treasury of the company,
9. First subscription price,

;
present market price,

10. Number of shareholdere,
11. Is stock assessable?
12. Is stock issued "full paid"?
13. If subject to further payments, state particulars.

14. Are stock certificates registered? If so, where and by whom?
15. Location of principal office,

16. Location of transfer office and name of transfer agent,

17. Names of officers and their places of residence,
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18. Names of directors (or trustees) and their places of residence,

19. Location of property,

20. Number of claims, names, sizej etc,

21. Metals produced, Those specially mined for,

22. Average gross value of ore per ton, $ Specify kmd of tests made to

ascertain it.

23. Net value, $ per ton.

24. Estimated gross value of ore now "in sight," $

25. The development work done, such as shafts, tunnels, adits, levels, etc., aggre-

gate feet.

26. Average width of vein (or veins) between "walls,"

27. Average width of "pay ore" body or bodies in vein (or veins),

28. Is the ore "free milling" or "refractory"?

29. Is the ore sent to a "custom smelter" or other reduction works? If so, where?

30. Cost of transporting ore to smelter per ton. Smelting charges per

ton.

31. Cost of mining, f per ton.

32. State what mining, milling, and reduction machinery now on the property, and
its daily capacity.

33. State present daily output of ore (tons).

34. Number of men employed at present,

35. Gross returns from ore up to date,

36. Net returns from ore up to date,

37. Amount of dividends paid by this company to date,

38. Rate of dividend company expects to pay in the future,

Papers wanted.—A certified copy of abstract of title (marked A).' Detailed statement

of present financial condition of company (showing debts and resources, marked B).

A receipt of the treasurer of the exchange showing payment of $50, to be retained

whether the application is withdrawn before action or is rejected.

In making this application it is hereby agreed, as a condition precedent to the

listing of the stock, that the company shall furnish to the committee on mining securi-

ties at any time, on demand, such reasonable information of its general condition as

may be required, and that a failure to give such information shall subject the com-
pany to the penalty of having its stock stricken from the "list." ^

It is further agreed and understood that the company, having been duly notified

(through its president and secretary, or legal representative) of the listing of its stock,

shall, within 60 days thereafter, send a written communication to the chairman of the
exchange to have the stock regularly called for quotation purposes, and in default of

such notification the committee on mining securities reserves the right to have it

called and quoted.
Dated ,

, President.

, Secretary.

, being duly sworn before me, deposes and says that the above (includ-
ing paper marked B) is a true and correct statement of the affairs of the com-
pany, on the day , 19. ., as shown by the books and records of the said
company.

, Notary Public.

' To include a certificate from the county clerk (or proper legal officer) of the county
in which the property of the company is located that there are no judgments, liens, or
claims of any kind filed against the company or its officers.

2 The listing of a stock by the exchange does not imply a contract on behalf of the
exchange. The original application will be retained by the committee in all cases.

Consolidated Stock Exchange of New York,
Department op Securities,

„ New York,
To
Dear Sir: In order to consider an application to have the of your com-

pany hsted on our exchange, we respectfully ask that you furnish us full and complete
information on the points named below, executing the same as an official application
to the exchange.

Respectfully, yours.

Secretary of Committee on Securities.
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STATEMENT OF COMPANY.

1. Name of company,
2. Pm'pose for which organized,
3. Date of incorporation or charter,
4. Under what act chartered or law incorporated and where?
5. Amount of authorized capital and amount issued,
6. Number of shares,
7. Par value of shares,

8. Is stock full paid or not in cash or otherwise?
9. What amount of stock, if nny, is in the treasury?
10. Location of principal office,

11. Location of transfer office,

12. Name of transfer agent,
13. Where are certificates registered?
14. Names of officers,

15. Names of directors or trustees,

16. What is the amount of bonded indebtedness, if any?
17. How many classes of bonds, what denominations, and how secured, and gen-

erally all particulars in connection with the same,
(a) When dated,
^b) When due,
(c) Any sinking fund,
(d) Interest when payable and where,

18. Present financial condition of the company,
19. Dividends paid on stock, if any,
20. What are present bid and asked prices of stock?
21. Has interest been paid regularly on bonded indebtedness?
22. What are present prices of different classes of bonds?
23. Have you any further information concerning the company?
24. Please furnish maps (or plans and specifications if based on patents), also copy

of certificate of stock and bonds
Each application must be accompanied by a fee of $100 when the amount of capital

stock and bonds does not exceed $1,000,000; and when it exceeds that sum, by such
a fee as the committee may determine. In case the application is rejected, the
amount of fee will be returned.
In making this application it is hereby agreed as a condition precedent to the list-

ing of the stock or bonds that the company, in case of any new issue of stocks or bonds,
shall furnish to this association 30 days' notice of such intention, and shall furnish to

this committee at any time, on demand, such reasonable information oi its general
condition as may be required, and that a failure to give such information shall subject
the company to the penalty of having its stock or bonds struck from the list.

It is understood that the listing of the aforesaid by the exchange does not
imply a contract upon its part.

Dated New York,
, President.

, Secretary.

, being duly sworn before me, deposes and says that the above is a
true and correct statement of the affairs of the company, on the day of

, as shown by the books and records of the said company.

, Notary Public.

APPENDIX K.

REPORT OF THE GOVERNOR'S COMMITTEE ON SPECULATION IN
SECURITIES AND COMMODITIES, 1909.

New York, June 7, 1909.

Hon. Charles E. Hughes,
Governor, Albany, N. Y.

Dear Sir: The committee appointed by you on December 14, 1908, to endeavor
to ascertain " v/hat changes, if any, are advisable in the laws of the State bearing upon
speculation in securities and commodities, or relating to the protection of investors,

or with regard to the instrumentalities and organizations used in dealings in securities
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and commodities whicli are the subject of speculation," beg leave to submit the follow-

ing report:

We have invited statements from those engaged in speculation and qualified to dis-

cuss its phases; we have taken testimony offered from various sources as to its objec-

tionable features; we have considered the experience of American States and of foreign

countries in their efforts to regulate speculative operations. In our inquiry we have
been aided by the officials of the various exchanges, who have expressed their views
both orally and in writing, and have afforded us access to their records.

The Subject in General.

Markets have sprung into being wherever buying and selling have been conducted
on a large scale. Taken in charge by regular organizations and controlled by rules,

such markets become exchanges. In New York City there are two exchanges dealing
in securities and seven in commodities. In addition there is a security market,
without fixed membership or regular officers, known as the Curb. The exchanges
dealing in commodities are incorporated, while those dealing in securities are not.

Commodities are not held for permanent investment, but are bought and sold pri-

marily for the purpose of commercial distribution; on the other hand, securities are

primarily held for investment; but both are subjects of speculation. Speculation
consists in forecasting changes of value and buying or selling in order to take advantage
of them; it may be wholly legitimate, pure gambling, or something partaking of the

qualities of both. In some form it is a necessary incident of productive operations.

When carried on in connection with either commodities or securities it tends to steady
their prices. Where speculation is free, fluctuations in prices, otherwise violent and
disastrous, ordinarily become gradual and comparatively harmless. Moreover, so far

as commodities are concerned, in the absence of speculation, merchants and manu-
facturers would themselves be forced to carry the risks involved in changes of prices
and to bear them in the intensified condition resulting from sudden and violent
fluctuations in value. Risks of this kind which merchants and manufacturers still

have to assume are reduced in amount, because of the speculation prevailing; and
many of these milder risks they are enabled, by "hedging," to transfer to others.

For the merchant or manufacturer the speculator performs a service which has the
effect of insurance.
In law, speculation becomes gambling when the trading which it involves does not

lead, and is not intended to lead, to the actual passing from hand to hand of the
property that is dealt in. Thus, in the recent case of Hurd v. Taylor (181 N. Y. , 231),
the Court of Appeals of New York said:

"The law of this State as to the purchase and sale of stocks is well settled. The
purchase of stocks through a broker, though the party ordering such purchase does
not intend to hold the stocks as an investment, but expects the broker to carry them
for him with the design on the part of the purchaser to sell again the stocks when their
market value has enhanced, is, however speculative, entirely legal. Equally so is a
' short sale,' where the seller has not the stock he assumes to sell, but borrows it and ex-
pects to replace it when the market value has declined. But to make such transactions
legal, they must contemplate an actual purchase or an actual sale of stocks by the
broker, or through him. If the intention is that the so-called broker shall pay his
customer the difference betweea the market price at which the stocks were ordered
purchased and that at which they were ordered sold, in case such fluctuation is in
favor of the customer, or that in case it is against the customer, the customer shall
pay the broker that difference, no purchases or sales being made, the transaction is

a wager and therefore illegal. Such business is merely gambling, in which the so-
called commission for purchases and sales that are never made is simply the percen-
tage which in other gambling games is reserved in favor of the keeper of the estab-
lishment.
This is also the law respecting commodity transactions.
The rules of all the exchanges forbid gambling as defined by this opinion; but they

imke so_ easy a technical dehvery of the property contracted for, that the practical
ettect 01 much speculation, m point of form legitimate, is not greatly different from
that of gambling. Contracts to buy may be privately offset by contracts to sell,
ihe otfsettmg may be done in a systematic way, by clearing houses, or by "ring
setUemente." Where deliveries are actually made, property may be temporarily
borrowed for the purpose. In these ways, speculation which has the legal traits of
legitimate dealing rnay go on almost as freely as mere wagering, and may have most of
the pecuniary and immoral effects of gambling on a large scale.A real distmclion exists between speculatiou which is carried on by persons of means
and experience, and based on an intelligent forecast, and that which is carried on
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by persons without these qualifications. The former is closely connected with regular
business. While not unaccompanied by waste and loss, this speculation accomplishes
an amount of good which offsets much of its cost. The latter does but a small amount
of good and an almost incalculable.amount of evil. In its nature it is in the same class
with gambling upon the race track or at the roulette table, but is practiced on a vastly-

larger scale. Its ramifications extend to all parts of thecountry. It involves a practi-
cal certainty of loss to those who engage in it. A continuous stream of wealth, taken
from the actual capital of innumerable persons of relatively small means, swells the
income of brokers and operators dependent on this class of business; and in so far as it

is consumed like most income, it represents a waste of capital. The total amount of
this waste is rudely indicated by the obvious cost of the vast mechanism of brokerage
and by manipulators' gains, of both of which it is a large constituent element. But
for a continuous influx of new customers, replacing those whose losses force them out
of the "Street," this costly mechanism of speculation could not be maintained on any-
thing like its present scale.

THE PROBLEM TO BE SOLVED.

The problem, wherever speculation is strongly rooted, is to eliminate that which
is wasteful and morally destructive, while retaining and allowing free play to that
which is beneficial. The difficulty in the solution of the problem lies in the practical
impossibility of distinguishing what is virtually gambling from legitimate speculation

.

The most fruitful policy will be found in measures which will lessen speculation
by persons not qualified to engage in it. In carrying out such a policy exchanges can
accomplish more than legislatures. In connection- with our reports on the different

exchanges, as well as on the field of investment and speculation which lies outside
of the exchanges, we shall make recommendations directed to the removal of various

evils now existing and to the reduction of the volume of speculation of the gambling
type.

The New York Stock Exchange.

The New York Stock Exchange is a voluntary association, limited to 1,100 members
of whom about 700 are active, some of them residents of other cities. Memberships
are sold for about $89,000. The exchange as such does no business, merely providing
facilities to members and regulating their conduct. The governing power is an elected

committee of 40 members and is plenary in scope. The business transacted on the
floor is the purchase and sale of stocks and bonds of corporations and governments.
Practically all transactions must be completed by delivery and payment on the fol-

lowing day.
The mechanism of the exchange, provided by its constitution and rules, is the

evolution of more than a century. An organization of stock brokers existed here in
1792, acquiring more definite form in 1817. It seems certain that for a long period
the members were brokers or agents only; at the present time many are principals as

well as agents, trading for themselves as well as for their customers. A number of

prominent capitalists hold memberships merely for the purpose of availing themselves
of the reduced commission charge which the rules authorize between members.
The volume of transactions indicates that the exchange is to-day probably the most

important financial institution in the world. In the past decade the average annual
sales of shares have been 196,500,000, at prices involvmg an annual average turnover
of nearly $15,500,000,000; bond transactions averaged about $800,000,000. Thia
enormous business affects the financial and credit interests of the country in so large

a measure that its proper regulation is a matter of transcendent importance. While
radical changes in the mechanism, which is now so nicely adjusted that the transac-

tions are carried on with the minimum of friction, might prove disastrous to the whole
country, nevertheless measures should be adopted to correct existing abuses.

PATRONS OP THE EXCHANGE.

The patrons of the exchange may be divided into the following groups:

(1) Investors, who peisonflly examine the facts relating to the value of securities

or act on the advice of reputable and experienced financiers, and pay in full for what
they buy.

(2) Manipulators, whose connection with corporations issuing or controlling par-

ticular securities enables them under certain circumstances to move the prices up
or down, and who are thus in some degree protected from dangers encountered by
other speculators.

(3) Floor traders, who keenly study the markets and the general conditions of

business, and acquire early information concerning the changes which affect the
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values of securities. From their familiarity with the technique of dealings on the
exchange and ability to act in concert with others, and thus manipulate values, they
are supposed lo have special advantages over other traders.

(4) Outside operators haA'ing capital, experience, and knowledge of the general
conditions of business. Testimony is clear as to the result which, in the long run,

attends their operations; commissions and interest charges constitute a factor always
working against them. Since good luck and bad luck alternate in time, the gains
only stimulate these men to larger ventures, and they persist in them till a serious

or ruinous loss forces them out of the Street.

(5) Inexperienced persons, who act on interested advice, "tips," advertisements
in newspapers, or circulars sent by mail, or "take flyers" in absolute ignorance, and
with blind confidence in their luck. Almost without exception they eventually lose.

CHARACTER OF TRANSACTIONS.

It is unquestionable that only a small part of the transactions upon the exchange
is of an investment character; a substantial part may be characterized as virtually
gambling. Yet we are unable to see how the State could distinguish by law between
proper and improper transactions, since the forms and mechanisms used are identical.

Rigid statutes directed against the latter would seriou8ly_ interfere with the former.

The experience of Germany with similar legislation is illuminating. But the exchange,
with the plenary power over members and their operations, could provide correctives,

as we shall show.

MARGIN TRADING-.

Purchasing securities on margin is as legitimate a transaction as a purchase of any
other property in which part payment is deferred. We therefore see no reason what-
soever for recommending the radical change suggested, that margin trading be pro-
hibited.

Two practices are prolific of losses, namely, buying active securities on small mar-
gins and buying unsound securities, paying for them m full. The losses in the former
case are due to the quick turns in the market, to which active stocks are subject;
these exhaust the mai^ins and call for more money than the purchasers can supply.
The losses in the latter case are largely due to misrepresentations of interested parties
and unscrupulous manipulations.
To correct the evils of misrepresentation and manipulation, we shall offer in another

part of this report certain recommendations. In so far as losses are due to insuffi-

cient margins they would be materially reduced if the customary percentage of mar-
gins were increased. The amount of margin which a broker requires from a specula-
tive buyer of stocks depends, in each case, on the credit of the buyer: and the amount
of credit which one person may extend to another is a dangerous subject on which
t« legislate. L'pon the other hand, a rule made by the exchange could safely deal
with the pre-^'alent rate of margins required from customers. In preference, therefore,
to recommending legislation, we urge upon all brokers to discourage speculation
upon small margins and upon the exchange to use its influence and, if necessary, its

power, to present members from soliciting and generallv accepting business on a
Jess margin than 20 per cent.

PYRAMIDING.

"Pyramiding," which is the use of paper profits in stock transactions as a margin
for further commitments, should he discouraged. The practice tends to produce
more extreme fluctuations and more rapid wiping out of margins. If the stock brokers
and the banks would make it a rule to value securities for the purpose of margin or
collateral not at the current price of the moment but at the average price of, say,
the previous two or three months (provided that such average price were not higher
than the price of the moment), the dangers of pyramiding would be largely prevented.

SHORT S TALLIN G.

We have been strongly nrged to advise the ))rohibition or limitation of short sales,
not only on the theory that it is wrong to agree to sell what one does not possess, but
that such sales reduce the market price of the securities involved. We do not think
that It IS wrong to agree to sell something that one does not now possess, but expects
to obtain later. Contracts and agreements to sell, and deHver in the future, property
which one does not possess at the time of the contract, are common in all kinds of
business. The man who has "sold short" must some day buy in order to return the
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stock whi('h he has borrowed to make the short sale. Short sellers endeavor to select
times when prices seem high in order to sell and times when prices seem low in order
to biiy, their action in both cases serving to lessen ad\'ances and diminish declines
of price. In other words, short selling tends to prodnce steadiness in piices, which
is an^ ad vantage to the community. No other means of restraining imwarranted
marking up and down of prices has been suggested to us.

The legislation of the State of New York on the subject of short selling is significant.
In 1812 the legislature passed a law declaring all contracts for the sale of stocks and
bonds void unless the seller at the time was the actual owner or assignee thereof or
authorized by such owner ©t assignee to sell the same. In 1858 this act was repealed
by a statute now in force, which reads as follows:

''An agreement for the purchase, sale, transfer, or delivery of a certificate or other
evidence of debt, issued by the United States or by any State, or municipal or other
corporation, or any share or interest in the stock of any bank, corporation, or joiiit-

stock association incorporated or organized under' the laws of the United States, or
of any State, is not void, or voidable because the vendor, at the time of making
such contract, is not the owaier or posses.sor of the certificate or certificates or other
evidence of debt, share, or interest."

It has been urged that this statute "specifically leg-alizes stock gambling." As a
matter of fact, however, the law would be precisely the same if that statute were
repealed, for it is the well-settled common law of this country, as established bv the
decisions of the Supreme Court of the United States and of the State courts, that all
contracts, other than mere wagering contracts, for the future purchase or sale pf
securities or commodities are valid, whether the vendor is or is not at the time o,f

making such contract the owner or possessor of the securitiesor commodities involved,
in the absence of a statute making such contracts illegal. So far as any of these trans-
actions are mere wagering tran.sactions they are illegal and not enforceable as the
law now stands.

It has been suggested to us that there should be a requirement, either by law or
by rule of the stock exchange, that no one should sell any security without identifying
it by number or otherwise. Such a rule would cause great practical difficulties in
the case of securities not present in New York at the time when the owner desires to
sell them and would increase the labor and cost of doing business. But, even if this
were not the effect, the plan contemplates a i-estriction upon short sales, which, for
the reasons set forth above, seems to us undesirable. It is true that this identifica-
tion plan exists in England as to sales of bank shares (Leeman Act of 1867), but it has
proved a dead letter. It has also been used in times of apprehended panic upon
the French bourse, but opinions in regard to its effect there are conflicting. While
some contend that it has been useful in preventing panics, others affirm that it has
been used simply for the purpose of protecting bankers who were loaded down with
certain securities which they were trying to distribute, and who, through political

influence, procured the adoption of the rule for their special benefit.

MANIPULATION OP PRICES. yf

Tl subject to which we have devoted much time and thought is that of the maiipu-
lation of prices by large interests. This falls into two general classes:

(1) That which is resorted to for the purpose of making a market for issues of new
securities.

(2) That which is designed to serve merely speculative purposes in the endeavor
to make a profit as the result of fluctuations which have been planned in advance.
The first kind of manipulation has certain advantages, and when not accompaliie4

by "matched orders" is unobjectionable per se. It is essential to the organization
and carrying through of important enterprises, such as large corporations, that the
organizers should be able to raise the money necessary to complete them. This can
be done only by the sale of securities. Large blocks of securities, such as are frequently
issued by railroad and other companies, can not be sold over the counter or directly

to the ultimate investor, whose confidence in them can, as a rule, be only gradually
established. They must therefore, if sold at all, be disposed of to some syndicate,

who will in turn pass them on to middlemen or speculators until, in the course of

time, they find their way into the boxes of investors. But prudent investors are not
likely to be induced to buy securities which are not regularly quoted on some exchange
and which they can not sell or on which they can not borrow money at their pleasure.

If the securities are really good, and bids and offers bona fide, open to all sellers and
buyers, the operation is harmless. It is merely a method of bringing new invest-

ments into public notice.

30578—14 51
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The second kind of manipulation mentioned is undoubtedly open to serious criti-

cism. It has for its object either the creation of high prices for particular stocks, in

order to draw in the public as buyers and to unload upon them the holdings of the

operators, or to depress the prices and induce the public to sell. There have been
instances of gross and unjustifiable manipulation of securities, as in the case of Amer-
ican Ice stock. ^Tiile we have been unable to discover any complete remedy short of

abolishing the stock exchange itself, we are convinced that the exchange can pr£Ye,nt

the worst forms of this evil by exercising its influence and authority over the' mem-
bers to prevent them. When continued manipulation exists it is patent to experi-

enced observers.

"wash sales" and "matched orders."

In the foregoing discussion we have confined ourselves to bona fide sales. So far

as manipulation of either class is based upon fictitious or so-called "wash sales," it

is open to the severest condemnation and should be prevented by all possible means.
These fictitious sales are forbidden by the rules of all the regular exchanges, and
are not enforceable at law. They are less frequent than many persons suppose. A
transaction must take place upon the floor of the exchange to be reported, and if not
reported does not serve the purpose of those who engage in it. If it takes place on
the floor of the exchange, but is purely a pretense, the brokers involved run the
risk of detection and expulsion, which is to them a sentence of financial death. There
is, however, another class of transactions, called "matched orders," which differ

materially from those already mentioned, in that they are actual and enforceable

contracts. We refer to that class of transactions, engineered by some manipulator,

who sends a number of orders simultaneously to different brokers—some to buy and
some to sell. These brokers, without knowing that other brokers have countervailing

orders from the same principal, execute their orders upon the floor of the exchange,
and the transactions become binding contracts. They cause an appearance of activ-

ity in a certain security which is unreal. Since they are legal and binding, we find

a difficulty in suggesting a Is^islative remedy. But where the activities of two or
more brokers in certain securities become so extreme as to indicate manipulation
rather than genuine transactions, the officers of the exchange would be remiss unless
they exercised their influence and authority upon such members in a way to cause
them to desist from such suspicious and undesirable activity. As already stated,

instances of continuous manipulation of particular securities are patent to every
experienced observer, and could without difficulty be discouraged, if not prevented,
by prompt action on the part of the exchange authorities.

CORNERS.

The subject of comers in the stock market has engaged our attention. The stock
exchange might properly adopt a rule providing that the governors shall have power
to decide when a comer exists and to fix a settlement price, so as to relieve innocent
persons from the injury or ruin which may result therefrom. The mere existence of

such a rule would tend to prevent comers.

FAILURES AND EXAMINATION OP BOOKS.

We have taken testimony on the subject of recent failures of brokers, where it hae
been discovered that they were insolvent for a long period prior to their public declara-
tion of failure, and where their activities after their insolvency not only caused great
loss to their customers, but also, owing to their efforts to save themselves from bank-
ruptcy, worked great injury to innocent outsiders. For cases of this character there
should be a law analogous to that forbidding banks to accept deposits after insol-
vency is known, and we recommend a statute making it a misdemeanor for a broker
to receive any securities or cash from any customer (except in liquidating or fortify-
ing an existing account), or to make any further purchases or sales for his own account,
after he has become insolvent, with the provision that a broker shall be deemed insol-
vent when he has on his books an account or accounts which, if liquidated, would
exhaust his assets, unless he can show that he had reasonable ground to believe that
such accounts were good.
The advisability of requiring by State authority an examination of the books of all

members of the exchange, analogous to that required of banks, has been urged upon
us Doubtless some failures would be prevented by such a system rigidly enforced,
although bank failures do occur in spite of the scrutiny of the examiners Yet the
relations between brokers and their customers are of so confidential a nature that we
do not recommend an examination of their books by any public authority The
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books and accounts of the members of the exchange should, however be subjected
to periodic examination and inspection pursuant to rules and regulations to be pre-
scribed by the exchange, and the result should be promptly reported to the governors
thereof.

It is vain to say that a body possessing the powers of the board of governors of the
exchange, familiar with every detail of the mechanism, generally acquainted with
the characteristics of members, can not improve present conditions. It is a deplorable
fact that with all their power and ability to be informed, it is generally only after a
member or a firm is overtaken by disaster, involving scores or hundreds of innocent
persons and causing serious disturbances, that the exchange authorities take action.

No complaint can be registered against the severity of the punishment then meted
out, but in most cases the wrongdoing thus atoned for, which has been going on for a
considerable period, might havebeen discovered under a proper system of supervision,
and the vastly preponderant value of prevention over cure demonstrated.

REHYPOTHECATION OF SECURITIES.

We have also considered the subject of rehypothecating loaning, and other use of

securities by brokers who hold them for customers. So far as any broker applies to

his own use any securities belonging to a customer, or hypothecates them for a greater

amount than the unpaid balance of the purchase price, without the customer s con-
sent, he is undoubtedly guilty of a conversion under the law as it exists to-day, and
we call this fact to the attention of brokers and the public. When a broker sells the
securities purchased for a customer who has paid therefor in whole or in part, except
upon the customer's default, or disposes of them for his own benefit, he should be held
guilty of larceny, and we recommend a statute to that effect.

DEALING FOR CLERKS.

The exchange now has a rule forbidding any member to deal or carry an account
for a clerk or employee of any other member. This rule should be extended so as

to prevent dealing for account of any clerk or subordinate employee of any bank, trust

company, insurance company, or other moneved corporation or banker.

LISTING REQUIREMENTS.

Before securities can be bought and sold on the exchange, they must be examined.
The committee on stock list is one of the most important parts of the organization,

since public confidence depends upon the honesty, impartiality, and thoroughness of

its work. While the exchange does not guarantee the character of any securities, or
affirm that the statements filed by the promoters are true, it certifies that due dili-

gence and caution have been used by experienced men in examining them. Admis-
sion to the list, therefore, establishes a presumption in favor of the soundness of the
security so admitted. Any securities authorized to be bought and sold on the exchange
which have not been subjected to such scrutiny, are said to be in the unlisted depart-
ment, and traders who deal in them do so at their own risk. We have given considera-
tion to the subject of verifying the statements of fact contained in the papers filed

with the applications for listing, but we do not recommend that either the State or the
exchange take such responsibility. Any attempt to do so would undoubtedly give
the securities a standing in the eyes of the public which would not in all cases be
justified. In our judgment, the exchange should, however, adopt methods to compel
the filing of frequent statements of the financial condition of the companies whose
securities are listed, including balance sheets, income and expense accounts, etc.,

and should notify the public that these are open to examination under proper rules

and regulations. The exchange should also require that there be filed with future
applications for listing a statement of what the capital stock of the company has been
issued for, showing how much has been issued for cash, how much for property, with
a description of the property, etc., and also showing what commission, if any, has been
paid to the promoters or vendors. Furthermore, means should be adopted for holding
those making the statements responsible for the truth thereof. The unlisted depart-
ment, except for temporary issues, should be abolished.

FICTITIOUS TRADES.

Complaint is made that orders given by customers are sometimes not actually exe-
cuted, although so reported by the broker. We recommend the passage of a statute

providing that, in case it is pleaded in any suit by or against a broker that the pur-
chase or sale was fictitious, or was not an actual bona fide purchase or sale by the broker
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as agent for the customer, the court or jury shall make a special finding upon that
fact. In case it is found that the purchase or sale was not actual and bona fide the
customer shall recover three times the amount of the loss which he sustained thereby;
and copies of the finding shall be sent to the district attorney of the county and to the
exchange, if the broker be a member.

UNIT OF TRADING.

The exchange should insist that all trading be done on the basis of a reasonably
small unit (say 100 shares of stock or $1,000 of bonds), and should not permit the offers

of such lots, or bids for such lots, to be ignored by traders offering or bidding for

larger amounts. The practice now permitted of allowing 'bids and offers for large

amounts, all or none, assists the manipulation of prices. Thus a customer may send
an order to sell 100 shares of a particular stock at par, and a broker may offer to buy
1,000 shares, all or none, at 101, and yet no transaction takes place. The bidder in

such a case should be required to take all the shares offered at the lower price before

bidding for a larger lot at a higher price. This would tend to prevent matched orders.

STOCK-OLE.iRING HOUSE.

We have also considered the subject of the stock exchange clearuig house. WMle
it is undoubtedly true that the clearing of stocks facilitates transactions which may
be deemed purely manipulative, or virtually gambling transactions, nevertheless we
are of the opinion that the exchange could not do its necessary and legitimate busi-

ness but for the existence of the clearing system and, therefore, that it is not wise to

abolish it.

The transactions in stocks which are cleared are transcribed each day on what are

called "clearing sheets," and these sheets are passed into the clearing house and there
filed for one week only . In view of the value of these sheets as proving the transactions
and the prices, they should be preserved by the exchange for at least six years, and
should be at the disposal of the courts, in case of any dispute.

SPECIALISTS.

We have received complaints that specia,lists on the floor of the exchange, deal-
ing in inactive securities, sometimes buy or sell for their own account while acting
as brokers. Such acts without the principal's consent are illegal. In every such
case recourse may be had to the courts.
Notwithsatanding that the system of dealing in specialties is subject to abuses, we

are not convinced that the English method of distinguishing between brokers and
jobbers serves any better purpose than our own practice, while its introduction here
would complicate business. It should also be noted that the practice of specialists
in buying and selling for their own account often serves to create a market where
otherwise one would not exist.

BRANCH OFFICES.

Complaint has been made of branch offices in the city of New York, often luxuriously
furnished and sometimes equipped with lunch rooms, cards, and liquor. The ten-
dency of many of them is to increase the lure of the ticker by the temptation of crea-
ture comforts, appealiog thus to many who would not otherwise specuhite. The gov-
ernors of the exchange inform us that they realize that some of these offices have
brought discredit on the exchange, and that on certain occasions they have used
their powers to suppress objectionable features. It seems to us that legitimate investors
and speculators might, without much hardship, be compelled to do business at themam offices, and that a hard-and-fast rule against all branch offices in the city of New
York might well be adopted by the exchange. In any event, we are convinced that
a senous and effective regulation of these branch offices is desirable.

INCOEPORATION OF EXCHANGE.

We have been strongly urged to recommend that the exchange be incorporated, in
order to bring it more completely under the authority and supervision of the State and
the process of the courts. Under existing conditions, being a voluntary organization.
It has almost unlimited power over the conduct of its members, and it can subject
them to instant discipline for wrongdoing, which it could not exercise in a summary
manner if it were an incorporated body. We think that such power residing in a
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jnroperly chosen committee is distinctly advantageous. The submission of such ques-
tions to the courts would involve delays and technical obstacles which would impair
discipline without securing any greater measure of substantial justice. While this
committee in not entirely in accord on this point, no member is yet prepared to advo-
cate the incorporation of the exchange and a majority of us advise against it, upon the
ground that the advantages to be gained by incorporation may be accomplished by
rules of the exchange and by statutes aimed directly at the evils which need correction.
The stock exchange in the past, although frequently pimishing infractions of its

rules with great severity, has, m our opinion, at times foiled to take proper measures
to prevent wrongdoing. This has been probably due not only to a conservative
unwillingness to interfere in the business of others, but also to a spirit of comradeship
which is very marked among brokers, and frequently leads them to overlook miscon-
duct on the part of fellow members, although at the same time it is a matter of cynical
gossip and comment in the street. The public has a right to expect something more
than this from the exchange and its members. This committee, in refraining from
advising the incorporation of the exchange, does so in the expectation that the exchange
will in uie future take full advantage of the powers conferred upon it by its voluntary
organization, and will be active in preventing wrongdoing such as has occurred in the
past. Then we believe that there will be no serious criticism of the fact that it is not
incorporated. If, however, wrongdoing recurs, and it should appear to the public at

large that the exchange has been derelict in exerting its powers and authority to pre-
vent it, we believe that the public will insist upon the incorporation of the exchange
and its subjection to State authority and supervision.

WALL STREET AS A FACTOR.

There is a tendency on the part of the public to consider Vi'all Street and the New
York Stock Exchange as one and the same thing. This is an error arising from their

location. We have taken pains to ascertain what proportion of the business trans-

acted on the exchange is furnished by New York City. The only reliable sources of

information are the books of the commission houses. An investigation was made of

the transactions on the exchange for a given day, when the sales were 1,500,000
shares. The returns showed that on that day 52 per cent of the total transactions on
the exchange apparently originated in New York City and 48 per cent in other
localities.

The Consolidated Stock Exchange.

The Consolidated Exchange was organized as a mining stock exchange in 1875,
altering its name and business in 1886. Although of far less importance than the
Stock Exchange, it is nevertheless a secondary market of no mean proportions; by far

the greater part of the trading is in securities listed upon the main exchange, and the
prices are based upon the quotations made there. The sales average about 45,000,000
shares per annum. The fact that its members make a specialty of "broken lots,"

i. e., transactions in shares less than the 109 unit, is usecf as a ground for the claim
that it is a serviceable institution for investors of relatively small means. But it is

obvious that its utility as a provider of capital for enterprises is exceedingly limited;

and that it affords facilities for the most injurious form of speculation—that which
attracts persons of small means.

It also permits dealing in shares not listed in the main exchange and in certain

mining shares generally excluded from the other. In these cases it prescribes a form
of listing requirements, but the original listing of securities is very rarely availed of.

The rules also provide for dealing in grain, petroleum, and other products. Wheat is,

however, at present the only commodity actively dealt in, and this is due solely to

the permission to trade in smaller lots than the Produce Exchange unit of 5,000 bushels.
There are 1,225 members, about 450 active, and memberships have sold in recent

years at from $650 to $2,000. In general the methods of conducting business are

similar to those of the larger exchange, and subject to the same abuses.

Very strained relations have existed between the two security exchanges since the

lesser one undertook in 1886 to deal in stocks. The tension has been increased by
the methods by which the Consolidated obtains the quotations of the other through
the use of the "tickers" conveying them. It is probable that without the use of these

instruments the business of the Consolidated Exchange would be paralyzed; yet the

right to use them rests solely upon a technical point in a judicial decision which
enjoins their removal.
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CoG>fATE Subjects.

HOLDING COMPANIES.

Connected with operations on the Stock Exchange are a class of manipulations
originating elsewhere. The values of railway securities, for example, depend upon
the management of the companies issuing them, the directors of which may use their

power to increase, diminish, or even extinguish them, while they make gains for

themselves by operations on the exchange. They may advance the price of a stock by
an unexpected dividend or depress it by passing an unexpected one. They may
water a stock by issuing new shares, with no proportionate addition to the productive
?ssetB of the company, or load it with indebtedness, putting an unexpected lien on
the shareholders' property. Such transactions affect not only the fortunes of the
shareholders, who are designedly kept in ignorance of what is transpiring, but also

the value of investments in other similar companies the securities of which pre affected
sympathetically. Bailroad wrecking was more common in the last half century
than it is now, but we have some glaring examples of it in the debris of our street

railways to-day.

The existence and misuse of such powers on the part of directors are a menace to

corporate property and a temptation to officials who are inclined to speculate, lead-

ing them to manage the property so as to fill their own pockets by indirect and secret

methods.
A holding company represents the greatest concentration of power in a body of

directors and the extreme of helplessness on the part of shareholders. A corporation

may be so organized that its bonds and preferred stock represent the greater part of

its capital, while the common stock represents the actual control. Then, if a second
company acquires a majority of the common stock, or a majority of the shares that are

likely to be voted at elections, it may control the former company and as many
other companies as it can secure. The shareholders of the subsidiary companies may
be thus practically deprived of power to protect themselves against injurious meas-
ures and even to obtain information of what the holding company is doing, or intends
to do, with their property.
As a first step toward mitigating this evil we suggest that the shareholders of sub-

sidiary companies which are dominated by holding companies or voting trusts shall

have the same right to examine the books, records, and accounts of such holding com-
panies or voting trusts that they have in respect of the companies whose shares they
hold, and that the shareholders of holding companies have the same right as regards
the books, records, and accounts of the subsidiary companies. The accounts of com-
panies not merged should be separately kept and separately stated to their individual
stockholders, however few they may be.
We may point out the fact that the powers which holding companies now exercise

were never contemplated or imagined when joint-stock corporations were first

legalized. If Parliament and legislatures had foreseen their growth, they would have
erected barriers against it.

HECEIVEESHIPS

.

Our attention has been directed to the well-known abuses frequently accompanying
receiverships of large corporations, and more especially public-service corporations
and the issue of receivers' certificates. We feel that the numerous cases of long-
drawn-out receiverships, in some instances lasting more than 10 years, and of the
issue of large amounts of receivers' certificates, which take precedence over even first

mortgage bonds, are deserving of most serious consideration.
Legislation providing for a short-time limitation on receiverships, or for a limitation

of receivers' certificates to a small percentage of the mortgage hens on the property,
could be rendered unnecessary, however, by the action of the courts themselves
along these lines, so as to make impossible in the future the abuses which have been
so common in the past.

EFFECT OP THE MONEY MARKET ON SPECULATION.

It has been urged that your committee consider the influence of the money market
upon security speculation.
As a result of conditions to which the defects of our monetary and banking systems

chiefly contribute, there is frequently a congestion of funds in New York City when
the supply is m excess of business needs and the accumulated surplus from the entire
country generally is thereby set free for use in the speculative market. Thus there
almost annually occurs an inordinately low rate for ' ^call loans," at times less than 1
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per cent. During the prevalence of this abnormally low rate speculation is uiiduly
incited and speculative loans are very largely expanded.
On the other hand, occasional extraordinary industrial activity, coupled with the

annually recurring demands for money during the crop-moving season, causes money
stringency and the calling of loans made to the stock market; an abnormally high
interest rate results, attended by violent reaction in speculation and abrupt fall m
prices. The pressure to retain funds in the speculative field at these excessively
high interest rates tends to a curtailment of reasonable accommodation to commer-
cial and manufacturing interests, frequently causing embarrassment and at times
menacing a crisis.

The economic questions involved in these conditions are the subject of present con-
sideration by the Federal authorities and the National Monetary Commission. They
could not be adjusted or adequately controlled either through exchange regulations

or State legislation.

THE TJSURT LAW.

The usury law of this State prohibits the taking of more than 6 per cent interest

for the loan of money, but by an amendment adopted in 1882 an exception is made in
the case of loans of $5,000 or more, payable on demand and secured by collateral.

It is claimed by some that since this exception enables stock speculators, in times of

great stringency, to borrow money by paying excessively high rates of interest, to

the exclusion of other borrowers, a repeal of this provision would check inordinate
speculation. We direct attention, however, to the fact that the statute in question
excepts such loans as are secured by warehouse receipts, bills of lading, bills of

exchange, and other negotiable instruments. Hence its operation is not limited to

stock exchange transactions or to speculative loans in general. Moreover, the repeal

of the statute would affect only the conditions when high rates of interest are exacted,

and not those of abnormally low rates, which really promote excessive speculation.

Finally, our examination indicates that prior to the enactment of the statute of 1882
such loans were negotiated at the maximum (6 per cent), plus a commission, which
made it equivalent to the higher rate; and a repeal of the statute would lead to the
resumption of this practice. Therefore, as the repeal would not be beneficial, we
can not recommend any legislation bearing upon the interest laws of the State, unless
it be the repeal of the usury law altogether, as we believe that money will inevitably
seek the point of highest return for its use. In nine States of the Union there are at

present no usury laws.

The Cues Market.

There is an unorganized stock market held in the open air during exchange hours.
It occupies a section of Broad Street. An inclosure in the center of the roadway is

made by means of a rope, within which the traders are supposed to confine them-
selves, leaving space on either side for the passage of street trafiic; but during days of

active trading the crowd often extends from curb to curb.
There are about 200 subscribers, of whom probably 150 appear on the curb each day,

and the machinery of the operations requires the presence of as many messenger
boys and clerks. Such obstruction of a public thoroughfare is obviously illegal,

but no attempt has been made by the city authorities to disperse the crowd that
habitually assembles there.

This open-air market, we understand, is dependent for the great bulk of its business
upon members of the stock exchange, approximately 85 per cent of the orders executed
on the curb coming from stock exchange houses. The exchange itself keeps the curb
market in the street, since it forbids its own members engaging in any transactions
in any other security exchange in New York. If the curb were put under a roof
and organized this trading could not be maintained.

ITS UTILITY.

The curb market has existed for upward of 30 years, but only since the great devel-
opment of trading in securities began, about the year 1897, has it become really
important. It affords a public market place where all persons can buy and sell
securities which are not listed on any organized exchange. Such rules and regula-
tions as exist are agreed to by common consent, and the expenses of maintenance
are paid by voluntary subscription. An agency has been established by common
consent through which the rules and regulations are prescribed.
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This agency consists solely of an individual who, through his long association with
the curb, is tacitly accepted as arbiter. From this source we learn that sales recorded
during the year 1908 were, roughly, as follows:

fionds $66, 000, 000
tocks:

Industrials, shares 4, 770, 000
Mining, shares 41, 825, 000

Official quotations are issued daily by the agency and appear in the public press.

Corporations desiring their securities to be thus quoted are required to afford the
agency certain information, which is, however, superficial and incomplete. There
ifl nothing on the curb which corresponds to the listing process of the stock exchange.
The latter, while not guaranteeing the soundness of the securities, gives a prima
facie character to those on the list, since the stock list committee takes some pains
to learn the truth. The decisions of the agent of the curb are based on insufficient

data, and since much of the work relates to mining schemes in distant States and Ter-
ritories and foreign countries, the mere fact that a security is quoted on the curb
should create no presumption in its favor; quotations frequently represent "wash
sales," thus facilitating swindling enterprises.

EVILS OF UNORGANIZED STATUS.

Bitter complaints have reached us of frauds perpetrated upon confidirg persona,

who have been induced to purchase mining shares because they are quoted on the

curb; these are frequently advertised in newspapers and circulars sent through the

mails as so quoted. Some of these swindles hxve been traced to their fountain heads
by the Post Office Department, to which complaint has been made; but usually the

swindler, when cornered, has settled privately with the individual complainant,
and then the prosecution has failed for want of testimony. Meanwhile, the same
operations may continue in many other places, till the swindle becomes too notorious

to be profitable.

Notwithstanding the lack of proper supervision and control over the admission of

securities to the privilege of quotation, some of them are meritorious, and in this par-

ticular the curb performs a useful function. The existence of the cited abuses does
not, in our judgment, demand the abolition of the curb market. Regulation is,

however, imperative. To require an elaborate organization similar to that existing

in the exchanges would result in the formation of another curb free from such restraint.

As has been stated, about 85 per cent of the business of the curb comes through
the offices of members of the New York Stock Exchange, but a provision of the con-
stitution of that exchange prohibits its members from becoming members of or deal-
ing on any other organized stock exchange in New York. Accordingly, operators
on the curb market have not attempted to form an organization. The attitude of

the stock exchange is therefore largely responsible for the existence of such abuses
as result fi-om the want of organization of the curb market. The brokers dealing on
the latter do not wish to lose their best customers, and hence thev submit to these
irregularities and inconveniences.
Some of the members of the exchange dealing on the curb have apparently been

satisfied with the prevailing conditions, and in their own selfish interests have main-
tained an attitude of indifference toward abuses. We are informed that some of the
most flagrant cases of discreditable enterprises finding dealings on the curb were
promoted by members of the New York Stock Exchange.

BEFORMATION OF THE CURB.

The present apparent attitude of the exchange toward the curb seems to us clearly
inconsistent with its moral obligations to the community at large. Its governors
have frequently avowed before this committee a purpose to cooperate to the greatest
extent for the remedy of any evils found to exist in stock speculation. The curb
market as at present constituted affords ample opportunitA- for the exercise of such
helpfulness.

The stock exchange should compel the formulation and enforcement of such rules
as may seem proper for the regulation of business on the curb, the conduct of those
dealing thereon, and, particularly, for the admission of securities to quotation.

If the curb brokers were notified that failure to comply with such requirements
would be followed by an application of the rule of nonintercourse, there is little
doubt that the orders of the exchange would be obeyed. The existing connection
of the exchange gives it ample power to accomplish this and we do not suggest any-
thing implying a more intimate connection.

_
Under such regulation the curb market might be decently housed, to the relief of

its members and the general public.
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ABUSE OP ADVERTISING.

A large part of the discredit in the public mind attaching to Wall Street is due to

frauds perpetrated on the small investor throughout the country in the sale of worth-
less securities by means of alluring circulars and advertisements in the newspapers.
To the success of such swindling enterprises a portion of the press contributes.

Papers which honestly try to distinguish between swindling advertisements and
others may not in every instance succeed in doing so; but readiness to accept adver-
tisements which are obviously traps for the unwary is evidence of a moral delinquency
which should draw out the severest public condemnation.

So far as the press in the large cities is concerned, the correction of the evil lies in
some measure in the hands of the reputable bankers and brokers, who, by refusing

their advertising patronage to newspapers notoriously guilty in this respect, could
compel them to mend their ways, and at the same time prevent fraudulent schemes
from deriving an appearance of merit by association with reputable names.
Another serious evil is committed by men who give standing to promotions by

serving as directors without full knowledge of the affairs of the companies and by
allowing their names to appear in prospectuBes without knowing the accuracy and
good faith of the statements contained therein. Investors naturally and properly

pay great regard to the element of personal character, both in the offering of securities

and in the management of corporations, and can therefore be deceived by the names
used in unsound promotions.

BRITISH SYSTEM CONSIDERED.

We have given much attention to proposals for compelling registration by a bureau
of the State government of all corporations whose securities are offered for public sale-

in this State, accompanied by information regarding their financial responsibility and
prospects, and prohibiting the public advertisement or sale of such securities with-

out a certificate from the bureau that the issuing company has been so registered.

The object of such registration would be to identify the promoters, so that they might
be readily prosecuted in case of fraud. Such a system exists in Great Britain. The
British "companies act" provides for sUch registration, and the "directors' liability

act" regulates the other evil referred to above. Some members of your committee
are of the opinion that these laws should be adopted in this country, so far as they
will fit conditions here.

This would meet with some difficulties, due in part to our multiple system of State

government. If the law were in force only in this State, the advertisement and sale

of the securities in question would be unhindered in other markets, and companies
would be incorporated in other States, in order that their directors and promoters
should escape liability. The certificate of registration might be accepted by inex-

perienced persons as an approval by State authority of the enterprise in question.

For these reasons the majority of your committee does not recommend the regula-

tion of such advertising and sale by State registration.

In so far as the misuse of the post office for the distribution of swindling circulars

could be regulated by the Federal authorities, the officials have been active in check-
ing it. They inform us that vendors of worthless securities are aided materially by
the opportunity to obtain fictitious price quotations for them on the New York curb
market.

LEGISLATION RECOMMENDED.

For the regulation of the advertising evils, including the vicious "tipster's" cards,

we recommend an amendment to the penal code to provide that any person who
advertises, in the public press or otherwise, or publishes, distributes, or mails any
prospectus, circular, or other statement in regard to the value of any stock, bonds,

or otner securities, or in regard to the business affairs, property, or financial condition

of any corporation, joint stock association, copartnership, or individual issuing stock,

bonds, or other similar securities, which contains any statement of fact which is known
to such person to be false, or as to which such person has no reasonable grounds for

believing it to be true, or any promises or predictions which he can not reasonably

justify, shall be guilty of a misdemeanor; and, further, that every newspaper or other

publication printing or publishing such an advertisement, prospectus, circular, or

other statement shall, before printing or publishing the same, obtain from the person

responsible for the same, and retain, a written and signed statement to the effect that

such person accepts responsibility for the same and for the statements of fact con-

tained therein, which statement, shall give the address, with street number, of such

person; and that the publisher of any such newspaper or other publication which
shall fail to obtain and retain such statement shall be guilty of a misdemeanor.
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BUCKET SHOPS.

Bucket shops are ostensibly brokerage offices, where, however, commodities and
securities are neither bought nor sold in pursuance of customers' orders, the transac-

tions being closed by the payment of gains or losses, as determined by price quota-
tions. In other words, they are merely places for the registration of bets or wagers.
Their machinery is generally controlled by the keepers, who can delay or manipulate
the quotations at will.

The law of this State, which took effect September 1, 1908, makes the keeping of

a bucket shop a felony, punishable by fine and imprisonment, and in the case of cor-

porations, on second offenses, by dissolution or expulsion from the State. In the case
of individuals the penalty for a second offense is the same as for the first. These
penalties are imposed upon the theory that the practice is gambling; but in order to

establish the fact of gambling it is necessary, under the New York law, to show that
both parties to the trade intended that it should be settled by the payment of differ-

ences, and not by delivery of property. Under the law of Massachusetts it is neces-
sary to show only that the bucket-shop keeper so intended. The Massachusetts law
provides heavier penalties for, the second offense than for the first, and makes it a
second offense if a bucket shop is kept open after the first conviction.

AMENDMENT OF LAW RECOMMENDED.

We recommend that the foregoing features of the Massachusetts law be adopted in
this State; also that section 355 of the act of 1908 be amended so as to require orokers

to furnish to their customers in all cases, and not merely on demand, the names of

brokers from whom shares were bought and to whom they were sold, and that the
following section be added to the act:

" Witness's privilege.—No person shall be excused from attending and testifying,

or producing any books, papers, or other documents before any court or magisteate,
upon any trial, investigation, or proceeding initiated by the district attorney for a
violation of any of the provisions of this chapter, upon the ground or for the reason
that the testimony or evidence, documentary or otherwise, required of him may
tend to convict him of a crime or to subject him to a penalty or forfeiture; but no
person shall be prosecuted or subjected to any penalty or forfeiture for or on account
of any transaction, matter, or thing concerning wluch he may so testify or produce
evidence, documentary or otherwise, and no testimony so given or produced shall be
received against him upon any criminal investigation or proceeding."
There has been a sensible diminution in the number of bucket shops in New York

since the act of 1908 took effect, but there is still much room for improvement.
Continuous quotations of prices from an exchange are indispensable to a bucket

shop, and when such quotations are cut off this gambling ends; therefore every
means should be employed to cut them off.

SALES OF QUOTATIONS.

The quotations of exchanges have been judicially determined to be their own prop-
erty, which may be sold under contracts limiting their use. In addition to supplying
its own members in New York City with its quotations, the stock exchange sells
thera to the telegraph companies, under contracts restricting the delivery of the
service in New York City to subscribers approved by a committee of the exchange.
The contracts are terminable at its option. This restriction would imply a purpose
on the part of the exchange to prevent the use of the quotations by bucket-fiiop
keepers. But the contracts are manifestly insufficient, in that they fail to cover the
use of the service in places other than New York City; if corroboration were needed
It could be found in the fact that the quotations are the basis for bucket-shop trans-
actions in other cities. In such effort as has been made to control these quotations
the exchange has been hampered to some extent by the claim that telegraph com-
panies are common carriers, and that as such they must render equal service to all
persons offering to pay the regular charge therefor. This claim has been made in
other States, as well as in New York, and the telegraph companies have in the past
invoked it as an excuse for furnishing quotations to people who were under suspicion,
although It was not possible to prove that they were operating bucket shops. Recent
decisions seem to hold that this claim is not well founded. "We advise that a law
be passed providing that, so far as the transmission of continuous quotations is con-
cerned, telegraph companies shall not be deemed common carriers or be compelled
against their vohtion to transmit such quotations to any person; also a law providing
that if a telegraph company has reasonable ground for believing that it is supplying
quotations to a bucket shop, it be criminally liable equally with the keeper of the
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bucket shop. Such laws would enable these companies to refuse to furnish quota-
tions upon mere suspicion that parties are seeking them for an unlawful business,
and would compel them to refuse such service wherever there was reasonable ground
for believing that a bucket shop was being conducted.

LICENSING TICKBBS,

Tickers carrying the quotations should be licensed and bear a plate whereon should
appear the name of the corporation, firm, or individual furnishing the service or

installing the ticker, and a license number. Telegraph companies buying or trans-

mitting quotations from the exchanges should be required to publish semi-annually
the names of all subscribers to the service furnished, and the number and location of

the tickers, in a newspaper of general circulation published in the city or town in

which such tickers are installed. In case the service is furnished to a corporation,

firm, or person, in turn supplying the quotations to others, like particulars should be
published. A record, open to public inspection, should be kept by the installing

company shelving the numbers and location of the tickers. Doubtless local boards of

trade, civic societies, and private individuals would, if such information were within
their reach, lend their aid to the authorities in the enforcement of the law.
Measures should be taken also to control the direct-wire service for the transmission

of quotations, and for the prompt discontinuance of such service in case of improper
use thereof. In short, every possible means should be employed to prevent bucket
shops from obtaining the continuous quotations, without which their depredations
could not be carried on a single day.

The Commodity Exchanges.

Of the seven commodity exchanges in the city of New York, three dealing with
pi'oduce, cotton, and coffee, are classed as of major importance; two organized by
dealers in fruit and hay, are classed as minor; and two others, the mercantile (con-

cerned with dairy and poultry products), and the metal (concerned with mining
products) are somewhat difficult of classification, as will appear hereafter.

Major Exchanges.

The business transacted on the three major exchanges is mainly speculative, con-
sisting of purchases and sales for future delivery either by those who wish to eliminate
risks or by those who seek to profit by fluctuations in the value of products. "Cash"
or "spot" transactions are insignificant in volume.
The objects, as set forth in the charters, are to provide places for trading, establish

equitable trade principles and usages, obtain and disseminate useful information,
adjust controversies, and fix by-laws and rules for these purposes.
Trading in differences of price and "wash sales" are strictly prohibited under pen-

alty of expulsion. All contracts of sale call for delivery, and imless balanced and
cancelled by equivalent contracts of purchase, must be finally settled by a delivery
of the merchandise against cash payment of its value as specified in the terms of the
contract; but the actual delivery may be waived by the consent of both parties.

Possession is for the most part transferred from the seller to the purchaser by ware-
house receipts entitling the holder to the ownership of the goods described.

dealing in "futures."

The selling of agricultural products for future delivery has been the subject of much
controversy in recent years. A measure to prohibit such selling, known as the Hatch
antioption bill, was debated at great length in Congress during the years 1892, 1893,
and 1894. Although it passed both House and Senate in different forms, it was finally

abandoned by common consent. As shown hereafter, similar legislation in Germany
has proved injurious; and when attempted by our States it has either resulted detri-

mentally or been inoperative. The subject was exhaustively considered by the
industrial commission of Congress, which in 1901 made an elaborate report (Vol. VI),
showing that selling for future delivery, based upon a forecast of future conditions
of supply and demand, is an indispensible part of the world's commercial machinery,
by which prices are, as far as possible, equalized throughout the year to the advantage
of both producer and consumer. The subject is also treated with clearness and
impartiality in the Cyclopedia of American Agriculture, in an article on "Specula-
tion and farm prices, " where it is shown that since the yearly supply of wheat, for

example, matures within a comparatively short period of time somebody must handle
and store the great bulk of it during the interval between production and consumption.



812 REGULATION OF THE STOCK EXCHANGE.

Otherwise the price will be unduly depressed at the end of one harvest and correspond

ingly advanced before the beginning of another.

Buying for future delivery causes advances in prices; selling short tends to restrain

inordinate advances. In each case there must be a buyer and a seller and the inter-

action of their trading steadies prices. Speculation thus brings into the market a
distinct class of people possessing capital and special training who assume the risks

of holding and distriouting the proceeds of the crops from one season to another with
the minimum of cost to producer and consumer.

HEDGING.

A considerable part of the business done by these exchanges consists of "hedging."
This term is applied to the act of a miller, for example, who is under contract to supply
a given quantity of flour monthly throughout the year. In order to insure himself
against loss he makes a contract with anybody whom he considers financially respon-

sible to supply him wheat at times and in the quantities needed. He "hedges"
against a possible scarcity and consequent rise in the price of wheat. If the miller

were restricted in his purchases to persons in the actual possession of wheat at the

time of making the contract he would be exposed to monopoly prices. If the wheat
producer were limited in his possibilities of sale to consumers only, he would be sub-

jected to the depressing effects of a glut in the market in June and September, at times

of harvest.

To the trader, manufacturer, or exporter, the act of transferring the risk of price

fluctuations to other persons who are willing to assume it has the effect of an insurance.

It enables him to use all of his time and capital in the management of his own business

instead of devoting some part of them to contingencies arising from unforeseen crop

conditions.
ALTERNATIVE CONTRACTS.

In order to eliminate the risk of a shortage of specific grades of the merchandise thus
traded in, contracts generally permit the delivery of alternative grades, within certain

limits, at differential prices; and if the grade to be delivered be not suitable for the
ultimate needs of the purchaser, it can under ordinary circumstances be exchanged
for the grade needed by the payment of the differential. It is true that in this

exchange of grades there is sometimes a loss or a profit, owing to some unexpected
diminution or excess of supply of the particular grade wanted, due to the weather or

other natural causes.

Deposits of cash margins may be required mutually by members at the time of

making contracts, and subsequent additional ones if market fluctuations justify.

Dealings for outsiders are usually upon a 10 per cent margin; obviously if this

margin were increased generally, say to 20 per cent, a considerable part of the criti-

cism due to losses in speculation, particularly as to the cotton exchange, would be
eliminated.
The major part of the transactions are adjusted by clearing systems, the method

most prevalent being "ring settlements, " by which groups of members having buying
and selling contracts for identical quantities, offset them against each other, cancel-
ling them upon the payment of the differences in prices.

The Produce Exchange.

The New York Produce Exchange was chartered by the legislature in 1862, under
the style of the "New York Commercial Association." The charter has been amended
several times; in 1907 dealing in securities, as well as in produce, was authorized.
There are over 2,000 members, but a large number are inactive. Some members are
also connected with the stock and cotton exchanges. The business includes dealing
in all grains, cottonseed oil, and a dozen or more other products; wheat is, however,
the chief subject of trading, and part thereof consists of hedging by and for millers,
exporters, and importers, both here and abroad. The quantity of wheat received in
New York in the five years 1904-1908 averaged 21,000,000 bushels annually. No
record of "cash" sales is kept. The reported sales of "futures" show in five years
an annual a\'erage of 480,000,000bushels, the year 1907 showing 610,000,000. Although
some of these sales were virtually bets on price differences, all of them were contracts
enforceable at law.

CLEARING SYSTEM.

The gi-eater part of the transactions are settled by a clearing system. The clearing
association is a separate organization, duly incorporated with a capital of $25,000.
All members of the association must settle daily by the clearing system; other mem-
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bera of the exchange may do so. The clearing association assumes responsibility for

the trades of all its members, and accordingly controls the exaction of margins from
members to each othei, and may increase them at any time if the fluctuations require

it. The records of the clearings show day by day the status of each membei's trad-

ing—^how much he may be "long" or "short" in the aggregate. Thus the membeis
have a system of protection against each other; the welfare of all depends upon keep-
ing the commitments of each within safe limits. The official margin system opeiates

as a commendable restraint upon over speculation

.

From our examination of the trading in mining stocks recently introduced, we con-

clude that the lack of experience of this body in this class of business has resulted in

a neglect of proper safeguards to the investor and an undue incitement to speculative

transactions of a gambling nature, and should not be tolerated on the produce
exchange.

The Cotton Exchange.

The New York Cotton Exchange was incorporated by a special charter in 1871.

Its membership is limited to 450. It is now the most important cotton market in the
world, as it provides the means for financing about 80 per cent of the crop of the United
States and is the intermediary for facilitating its distribution . In fact, it is the world's

clearing house for the staple. Traders and manufacturers in Japan, India, Egypt,
Great Britain, Germany, France, and Spain, as well as the United States, buy and
sell here daily and the business is still increasing.

Cotton is the basis of the largest textile industry in the world. The business ia

conducted on a gigantic scale in many countries, by means of vast capital, compli-

cated machinery, and varied processes involving considerable periods of time between
the raw material and the fimshed product. Selling for future delivery is necessary

to the harmonious and uninterrupted movement of the staple from producer to con-

sumer. Nearly all the trading, beginning with that of the planter, involves short

selling. The planter sells to the dealer, the dealer to the spinner, the spinner to the

weaver, the weaver to the cloth merchant, before the cotton of any crop year is picked.

Dealers who take the risk of price fluctuations insure all the other members of this

trading chain against losses arising therefrom and spare them the necessity of them-
selves being speculators in cotton. The risks connected with raising and marketing
cotton must be borne by some one, and this is now done chiefly by a class who can give
their undivided attention to it.

GRADING OF COTTON.

The grading of cotton is the vital feature of the trade. When no grade is specified

in the contract, it is construed to be middling. There are now 18 grades ranging
from middling stained up to fair. This classification differs somewhat from that of

other markets, and last January the Department of Agriculture at Washington took
up the subject of standardizing the various grades for all American markets. The
New York Cottoii Exchange participated in the work; a standard was thus adopted,
the types of which were supplied by its classification committee. It varies but little

from the one previously in use here. The samples chosen to represent the several
types are now sealed, in possession of the Department of Agriculture, awaiting the
action of Congress.
The cotton plant is much exposed to vicissitudes of the weather. A single storm

may change the grade of the crop in large sections of the country. It becomes neces-
sary therefore to provide some protection for traders who have made contracts to

deliver a particular grade which has become scarce by an accident which could not
be foreseen. For this purpose alternative deliveries are allowed by the payment of

corresponding price differentials, fixed by a committee of the exchange twice annually
in the months of September and November.

Settlements of trades may be made individually, or by groups of members, or

through a clearing system, the agency of which is a designated bank near the exchange.
No record is kept of the transactions, but it is probable that for a series of years the
sales have averaged fully 50,000,000 bales annually.

INORDINATE SPECULATION.

There have been in the past, instances of excessive and unreasonable speculation
upon the cotton exchange, notably the Sully speculation of 1904. We believe that
there is also a great deal of speculation of the gambling type mentioned in the intro-

duction to this report. In our opinion, the cotton exchange should take measures to

restrain and, so far as possible, prevent these practices, by disciplining members
who engage in them. The officers of the exchange must in many cases be aware of

these practices, and could, in our opinion, do much to discourage them.
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The Coffee Exchange.

The Coffee Exchange was incorporated by special chaiter in 1885. It has 320
members, about 80 per cent active.

It was established in order to supply a daily market where coffee could be bought
and sold and to fix quotations therefor, in distinction from the former method of alter-

nate glut and scarcity, with wide variations in price—^in short, to create stability and
certainty in trading in an important article of commerce. This it has accomplished;
and it has made New York the most important primary coffee market in the United
States. But there has been recently introduced a noncommercial factor known as
"valorization," a governmental scheme of Brazil, by which the public treasury has
assumed to purchase and hold a certain percentage of the coffee grown there, in order
to prevent a decline of the price. This has created abnormal conditions in the coffee

trade.
All transactions must be reported by the seller to the superintendent of the exchange,

with an exact statement of the time and terms of delivery. The record shows that

the average annual sales in the past five years have been in excess of 16,000,000 bags
of 250 pounds each.

Contracts may be transferred or offset by voluntary clearings by groups of members.
There is no general clearing system. There is a commendable rule providing that, in

case of a "corner," the oflScials may fix a settlement price for contracts to avoid dis-

astrous failures.

The Other Exchanges.

Of the exchanges which we have classed as minor, those dealing with fruit and hay,
appear to be in nowise concerned with speculation. No sales whatever are conducted
on them, all transactions being consummated either in the places of business of the
members or at public auction to the highest bidder. No quotations are made or

published.
In the case of the other two commodity exchanges, the mercantile and the metal,

new problems arise. Although quotations of the products appertaining to these
exchanges are printed daily in the public press, they are not a record of actual transac-
tions amongst members, either for immediate or future delivery.

It is true that on the mercantile exchange there are some desultory operations in

80-called future contracts in butter and eggs, the character of which is, however,
revealed by the fact that neither delivery by the seller nor acceptance by the buyer
is obligatory; the contract may be voided by either party by payment of a maxi-
mirm penalty of 5 per cent. There are nominal "calls," but trading is confessedly
rare. The published quotations are made by a committee, the membership of which
is changed periodically. That committee is actually a close corporation of the buyers
of butter and eggs, and the prices reaUy represent their views aa to the rates at which
the trade generally should be ready to buy from the farmers and country dealers.

Similar, but equally deceptive, is the method of making quotations on the metal
exchange. In spite of the apparent activity of dealings in this organization in pub-
lished market reports, there are no actual sales on the floor of the metal exchange,
and we are assured that there have been none for several years. Prices, are, how-
ever, manipulated up and down by a quotation committee of three, chosen annually,
who represent the great metal-selling agencies as their interest may appear, affording
facilities for fixing prices on large contracts, mainly for the profit of a small clique,
embracing, however, some of the largest interests in the metal trade.
These practices result in deceiving buyers and sellers. , The making and publish-

ing of quotations for commodities or securities by groups of men calling themselves
an exchange, or by any other similar title, whether incorporated or not, should be
prohibited by law where such quotations do not fairly and truthfully represent any
bona fide transactions on such exchanges. Under present conditions we are of the
opinion that the mercantile and metal exchanges do actual harm to producers and
consumers and that their charters should be repealed.

The Experience op Germany.

In 1892 a commission was appointed by the German Government to investigate
the methods of the Berlin exchange. The regular business of this exchange embraced
both securities and commodities. It was an open board where anybody, by paying
a small fee, could trade either for his own account or as a broker. The broker could
make such charge as he pleased for his services, there being no fixed rate of commis-
sion. Settlements took place monthly. Margins were not always required. Under
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these circumstances many undesirable elements gained entrance to the exchange
and some glaring frauds resulted.

The commission was composed of government officials, merchants, bankers, manu-
facturers, professors of political economy, and journalists. It was in session one
year and seven months. Its report was completed in November, 1893. Although
there had been a winespread popular demand that all short selling should be prohip-
ited, the commission became satisfied that such a policy would be narmful to German
trade and industry, and they so reported. They were willing, however, to prohibit
speculation in industrial stocks. In general, the report was conservative in tone.

LAW OF 1896.

The Reichstag, however, rejected the bill recommended by the commission, and
in 1896 enacted a law much more drastic. The landowners, constituting the power-
ful Agrarian party, contended that short selling lowered the price of agricultural

products and demanded that contracts on the exchange for the future delivery of

wheat and flour be prohibited. The Reichstag assented to this demand. It yielded,
also, to demands for an abatement of stock speculation and prohibited trading on
the exchange in industrial and mining shares for future delivery. It enacted, also,

that every person desiring to carry on speculative transactions be required to enter
his name in a public register and that speculative trades by persons not so regis-

tered should be deemed gambling contracts and void. The object of the registry

was to deter the small speculators from stock gambling and restrict speculation to

men of capital and character.
The results were quite different from the intention of the legislators. Very few

persons registered. Men of capital and character decKned to advertise themselves
as speculators. The small fry found no difficulty in evading the law. Foreign
brokers, seeing a new field of activity opened to them in Germany, flocked to Berlm
and established agencies for the purchase and sale of stocks in London, Paris, Amster-
dam, and New York. Seventy such offices were opened in Berlin within one year
after the law was passed and did a flourishing busmess. German capital was thus
transferred to foreign markets. The Berlin exchange became insignificant, and the
financial standing of Germany as a whole was impaired.

DETRIMENTAL CONSEQUENCES.

This, however, was not the most serious consequence of the new law. While
bankers and brokers, in order to do any business at all, were required to register,

their customers were not compelled to do so. Consequently the latter could specu-
late through different brokers on both sides of the market, pocketing their profits

and welching on theii' losses as gambling contracts. Numerous cases of this kind
arose, and in some the plea of wagering was entered by men who had previously
borne a good reputation. They had yielded to the temptation which the new law
held out to them.
Another consequence was to turn over to the large banks much of the business

previously done by independent houses. Persons who desired to make specula-
tive investments in home securities applied directly to the banks, depositing with
them satisfactory security for the purchases. As the German banks were largely
promoters of new enterprises, they could sell the securities to their depositors and
finance the enterprises with the deposits. This was a profitable and safe business
in good times, but attended by dangers in periods of stringency, since the claims of

depositors were payable on demand. Here, again, the law worked grotesquely,
since customers whose names were not on the public register could, if the specula-
tion turned out badly, reclaim the collateral or the cash that they had deposited as
security.

MODIFICATION OF LAW IN 1908.

The evil consequences of the law of 1896 brought about its partial repeal in 1908.

By a law then passed the Government may, in its discretion, authorize speculative
transactions in industrial and mining securities of companies capitalized at not less

than $5,000,000. The stock-exchange register was abolished; all persons whose
names were in the Handelsregister (commercial directory) and all persons whose
business was that of dealing in securities were declared legally bound by contracts

made by them on the exchange. It provided that other persons were not legally

bound by such contracts, but if such persons made deposits of cash or collateral

security for speculative contracts they could not reclaim them on the plea that the
contract was illegal.
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In so fav as the Reichstag in 1896 had aimed to prevent small speculators from
wasting their substance on the exchange, it not only failed, but, as we have seen, it

added a darker hue to e^'ils previously existing.

Germany is now seeking to recover the legitimate business thrown away 12 years

ago. She still proliibits shoit selling of grain and flour, although the effects of the

prohibition have been q\iite different from those which its supporters aiiticipated.

As there are no open marlcets for those products and no continuous quotations, both
buyers and sellers are at a disad-s'antage; prices are more fluctuating than they were

before the passage of the law against sliort selling.

TIIAXK.S TO THE CH.WIBER OF COMMERCE.

Our cordial thanks are due to the ( hamber of Commerce of the State of New York
^or the free use of rooms in its building for our sessions and of its library and other

facilities,

RoFpecl Fully submitted.

Horace Wiote, Chuirman. \Villard V. King.
Charles .V. Schierkn. Samuel H. Ordway.
David LEVENTRi-rr. • Edward D. Page.
Clark Williams. Charles Sprague Smith.

Joiix B. Clark. Mai'rice L. Muhleman, Seactary.

Addendum.

the engraving of secueities.

New York, June 7, 1909.

Hon. Charles E. Hughes, Governor,
Albany, N. Y.

Sir: The committee appointed by you on the 14th of December, 1908, to make an
inquiry into facts regarding speculation in securities and commodities, have re-

ceived from the New York Bank Note Co. a complaint that the stock exchange
prevents any company except the American Bank Note Co. from engraving any
securities dealt in on that exchange, thereby creating a hurtful monopoly. This com-
plaint, originally addressed to yourself, was, at your instance, referred to us. As
the subject matter does not strictly appertain to speculation, the committee have
directed me to reply to you in a communication separate from our general report.

We have given the ofiBcers of the stock exchange an opportunity to reply to this

complaint. They say that on several former occasions they examined the work of

the New York Bank Note Co. and its predecessor, the Kendall Bank Note Co., and
found that it did not meet the requirements of the exchange as to goodness of work,
safeguards for plates, etc., and that the following named corporations are now eligible

for such work to be used in dealings on the stock exchange: American Bank Note
Co., International Bank Note Co., Western Bank Note & Engraving Co., of Chicago,
British American Bank Note Co. for Canadian securities; Bradbury, Wilkinson & Co.,

London, England, for securities other than American and Canadian.
It appears to have been the practice of the American Bank Note Co. or the company

which now owns it, the United Bank Note Corporation, to absorb any other company
that acquired the right to do work in the United States for the New York Stock Ex-
change. In this way the Homer-Lee Bank Note Co. and the Franklin Bank Note Co.
-were absorbed in 1904, and the International Bank Note Co. and the Western Bank
Note & Engraving Co. in 1905, although the corporate existence of the two last-named
companies is still preserved. The officers of the exchange admit that the companies
which issue securities are sufferers from this monopoly, both as to prices charged for

«ngraving and as to promptness of delivery, and say that ihe exchange would be glad
to be relieved of such monopoly.
From sources not connected with any of the parties to this controversy we learn

that although the stock exchange will accept the work of certain foreign engraving
companies, they will accept it only for foreign securities, and that attempts by Ameri-
<;an corporations to avail themselves of competitive prices by securing bids from
foreign engravers have been thus defeated. From this it would seem that other con-
siderations than the goodness of the work and carefulness in guarding the plates are
here operative, and that the stock exchange has not rid itself of the evils of monopoly.

Yours very sincerely,

Horace White, Chairmmi.
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EXHIBIT L.

BEPOET OF THE PEESIDENT OF THE NEW YOBK STOCK EXCHANGE
CONCEBOTNG THE EECOMMENDATIONS CONTAINED IN THE BEPOBT
OF THE HUGHES COMMITTEE ON SPECTTLATION IN SECTJEITIES AND
COMMODITIES.

New York Stock Exchange,
President's Office,

New York, January SO, 1914.

Dear Mb. White: Referring to our conversation as to the recommendations of

the Hughes commission, the actions taken by the stock exchange regarding them
are as follows:

1. "That no business should be done for clerks of banks or trust companies.'' The
stock exchange met this issue in its resolution adopted March 30, 1910, prohibiting

such business.

2. "Periodical examination of members' books to discover financial weakness."
Action was taken on this matter April 21, 1910, by a resolution enlarging the powers
of the law committee, which committee, whenever it sees fit, is empowered to exam-
ine all the books of any member of the stock exchange concerning any of his dealings.

As you will see in paragraph 5, power to examine members' books with respect to

customers' accounts has also been extended to the committee on business conduct.

3. "Regulation of branch offices in New York City." This recommendation was
complied with by two resolutions, one of April 6, 1910, and one of April 10, 1910, in

which both the letter and the spirit of the commission's recommendations were fully

met.
4. "Prevention of our quotations from reaching bucket shops." When your recom-

mendation reached us we called the attention of the telegraph companies thereto, but
we have since ascertained, as you know, that more drastic remedies were necessary.

For the last year a special committee has been working on a plan, with your coopera-
tion, which is now reaching a final stage. We have submitted a contract to the
Western Union Telegraph Co. embodying provisions which we think will result in
effectually closing up bucket shops. As you are familiar with the matter I do not
pursue it other than to say that we believe it will do more than the statute law has
ever been able to do toward the suppression of this iniquitous practice.

5.' The commission recommended that the exchange should make rules to pre-
vent manipulation and matched orders. We have complied with this resolution

by successive steps, each one, we believe, tending to strengthen all the others. In
our resolution of March 30, 1910, we increased the powers of the law committee to
cover this ground, and by a resolution of April 6, 1910, we went further by changing
the rules for bids and offers so that large blocks of stock could not change hands to the
exclusion of smaller blocks. In other words, we compelled our members in buying
to take all the small lots in sight, and in selling to sell without discrimination to all

bidders. This prevents the exchange of large quantities of stock en bloc and pre-
vents what might possibly facilitate manipulation and matched orders.
On June 12, 1912, we adopted a further resolution covering this point by prohibit-

ing our members from bunching a lot of orders together to make one large lot.

On February 5, 1913, the following resolution was adopted:
"Resolved, That no stock-exchange member or member of a stock-exchange firm

shall give, or with knowledge execute, orders for the purchase or sale of securities
which would involve no change of ownership.
"The punishment for this offense shall be as prescribed in section 8 of article 23

of the constitution regarding fictitious transactions."
The section providmg for this punishment reads as follows: "Fictitious transactions

arfe forbidden. Any member violating this rule shall be liable for expulsion for a
period not exceeding 12 months."
The exchange has not stopped with these rules but has gone even further by its

resolution of March 5, 1913, appointing a committee on business conduct, in the
following sweeping provision:

"It shall be the cluty of this committee to consider matters relating to the business
conduct of members with respect to customers' accounts.

"It shall also be the duty of this committee to keep in touch with the course of
prices of securities listed on the exchange with a view to determining when improper
transactions are being resorted to.

"It shall have power to examine into the dealings of any members with respect to
the above subjects and report its findings to the governing committee."

30578—14 52
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Speaking for myself, I believe the work of this committee, as 1 have watched it,

to be a most effective instrument for good.

6. "Establishment of a minimum margin." For a time we were somewhat per-

plexed to know what action to take on this recommendation, being influenced to

some extent by your own comment on the work of the commission, in which you said

"mai^in trading is a matter of contract and the right of one private person to extend

credit to another is simply the right to make a contract which, under the Federal

Constitution, can not be impaired by any State legislature."

However, I think we met this difficulty on February 13, 1913, by adopting the

following resolution: "That the acceptance and carrying of an account for a cus-

tomer, either a member or a nonmember, without proper and adequate margin may
constitute an act detrimental to the welfare and interest of the exchange, and the

offending member may be proceeded against under section 8 of article 17 of the

constitution.

"That the improper use of a customer's securities by a member or his firm is an act

not in accordance with just and equitable principles of trade, and the offending

member shall be subject to the penalties provided in section 6 of article 17 of the

constitution.

"That reckless or unbusinesslike dealing is contrary to just and equitable prin-

ciples of trade, and the offending member shall be subject to the penalties provided

in section 6 of article 17 of the constitution in every case in which the offense does

not come within the provisions of section 5 of article 16 thereof."

.You will see from this resolution that we have not only adopted a margin rule

which is now being enforced with great care, but in the tv o subsequent paragiaphs

we went further than the recommendations of the Hughes commission by prohibiting

improper use of customers' securities and by providing penalties for reckless over-

trading. These provisions, as you will see, are rendered peculiarly effective because

of the large powers now given the law committee and the committee on business

conduct.
7. The next recommendation of the Hughes commission to do with the establish-

ment of a trading unit of 100 shares. This was complied with by resolution of March

30, 1910, adopting that unit and also adopting measures to insure its enforcement.

8. Abolition of the unlisted department. This was done in our resolution of April

13, 1910, since which time there have been no securities listed that have not com-

plied with our requirements and all those formerly in the unlisted department have

been persuaded to supply us with the information necessary to these new require-

ments.
In addition to these eight recommendations of the commission with which, as I

have shown you, we have now complied, there were four other recommendations

with which we have not complied, and Mr. Van Antwerp, who has talked the matter

over with you and other members of the Hughes commission at various times, feels

that you agree with us in our reasons for such noncompliance.
One of these four remaining recommendations had to do with the preservation of

clearing-house sheets for six years. No action was taken in this matter because

clearing-house sheets are not legal evidence, being merely copies of records; the „
actual records of a firm's business are kept in its books, and bolli the State and the

stock exchange require that these shall be kept in accordance with the recommenda-
tions of the Hughes commission.
Another recommendation had to do with a settlement price for "corners." There

has been no "corner" in the exchange in 13 years, and moreover it was felt that if a

settlement price were established it would tend to encourage speculative short sell-

ing, because such sellers would feel that the establishment of a settlement price would
insure them against large losses. This might lead to raids on properties and to various

obnoxious forms of speculative malpractice, which we could not see our way clear

to encourage by the adoption of this recommendation.
The third of your recommendations which we failed to adopt concerned our regu-

lation of the Curb market in Broad Street. Here we were confronted with a difficulty.

On the one hand your commission recommended that the stock exchange have noth-

ing to do with securities about which the fullest information is not to be had, while
on the other hand it is here suggested that the exchange supervise and regulate a mar-
ket where unknown securities are dealt in without adequate publicity and without
public safeguard. We feel justified in not assuming this responsibility and we think
you will sympathize with our position.

The fourth and last of your recommendations has not been adopted exactly as you
recommended it, but in many important respects we have gone much further than
your recommendations. ^\' could not compel affidavits from applicant companies,
because we have no power to enforce it and no power to inflict punishment for the

making of false statements. The only penalty we could impose would be by striking
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the securities from the list—a very serious matter, which we always try to avoid

.

What we have done, however, is to bring to bear on the companies already listed here
and on those newly applying processes of moral suasion designed to furnish us with
fuller and fuller detail and to induce them to publish more frequent reports. I do
not go into this matter in detail, but I can assure you we are meeting with great success

in this branch of our work. Indeed^ it is very gratifying to us to see how willing

companies are to do everything in their power to comply with the spirit of your recom-
mendations.

I may also add for your information that we have now appionted a special committee
of our governors to examine into the whole question of organization, capitalization,

and flotation of the securities of the new companies. This committee meets once a

week and has invited to attend its hearings such experts as President Hadley, of Yale;

Dr. Kohn, of Austria; Prof. Kuhn, an economist of note; and various bankers who
have had to do with the flotation of new companies within recent years. The pro-

ceedings of this committee and the witnesses who appear before it are matters of record,

and we are very hopeful that an important contribution to the literature on this

diflicult subject will result from their reports.

I think that you and I agree that the whole question of company organization in

this country is one to be dealt with by uniform statute law, such as now prevails in

.

England, France, and Germany. Certainly we of the stock exchange should not be
asked to do that which no stock exchange in the world has ever been expected to do.

You will see from the foregoing that of the 12 recommendations to the stock ex-

change by the Hughes commission we have adopted 8 in their entirety, we have
partially adopted 1, and we have failed to adopt 3. In three important additional

resolutions we have gone further than the recommendations of your committee, which
is only another way of saying that all plans can be bettered and all work can be better

done.
I am sure that imprejudiced students of the stock exchange to-day will agree that

our desire to superimpose additional safeguards from time to time upon the firm

foundation already laid is demonstrated with the passing years.

Very sincerely, yours.
Jambs B. Maben.

To Horace White, Esq.,
18 West Sixty-ninth Street, New York City.

EXHIBIT M.

AN ACT TO AMEND THE GENERAL CORPORATION LAW RELATIVE TO
PROMOTERS AND PROSPECTUSES.

State or New Yokk.

No. 107. Int. 107.

In .Assembly, January 15, 1906.

[Introduced by Mr. Tompkins—read once and referred to the committee on the judiciary.

AN ACT To amend the general corporation law, relative to promoters and prospectuses.

Tlie people of the State of New YorJe, represented in senate and assembly, do enact as
follous:

Section 1. Article 1 of chapter 563 of the laws of 1890, entitled "An act in relation
to corporations, constituting chapter 35 of the general laws," as amended by chapter
687 of the laws of 1892, is hereby amended by the addition of the following sections:
Sec 41. Definition of terms.—1. Promoter: The term "promoter" shall include

every person, by whatever name, who brings together the persons who become inter-
ested m the enterprise, aids in procuring subscriptions, and sets in motion the ma-
chinery which leads to the formation and organization of a corporation.

2. Prospectus: Prospectus shall include every prospectus, announcement, circular,
advertisement, or notice of every kind whatever issued in any manner or form what-
ever, by or on behalf of any corporation organized, or to be organized, or by or on
behalf of any person engaged or interested in the formation of such corporation, under
this act, with a view of obtaining, or directly or indirectly inviting subscriptions to,

or purchase of, shares, bonds, or debentures, in such corporation, except such as may
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be issued lo and invite only exisliixg members of such corporation to subscribe for

further shares, bonds, or debentures.
3. Vendor: Shall inchide every person who has entered into any contract, absolute

or conditional, for sale, purchase, letting or subletting, or for any option therefor, of

any property to be thereby acquired by the corporation, when the purchase money is

not fully paid at the date of the issue of the prospectus, or any part of such purchase
money is to be paid by, or out of the proceeds of, the subscription in-sited by the pros-

pectus, or the fulfilment of the said contract in any way depends on such subscription,

or the results thereof.

4. Material fact: Eveiy contract or fact which relates to the corporation or its affairs,

or the promoters, veudove, officers, or the subscription, is to be deemed to be material,

if it would influence tlie judgment of a prudent investor in determining whether he
would participate in the subscription invited by the prospectus unless such contract
was made, or fact occuiTcd, more than two years before the issue of such prospectus.

Sec. 42. FTeliminary promotion agreements.-—Every promoter is in a fiduciary rela-

tion toward the corporation which he is engaged in promoting. He may not sell or

let his property, or property in which he has an interest, to the corporation, and may
not be interested in any contract with the corporation, unless at a general meeting of

the shareholders of the corporation before the coaapleti:)n of the purchase, lease, or

contract a full and fair disclosure is made that he is the vendor or lessor or has an
interest in the property or in the contract, and of the nature and amount of that

interest. Any such contract as aforesaid with respect to which such disclosm-e is not

made shall be voidable at the option of the corporation. A promoter may not retain

for his own use any profit or remuneration whether in money, shares, or otherwise

arising out of, or received by him in connection with, the promotion of the corporation

or in consideration of services rendered by him in the course of such promotion, unless
at a general n.ceting of the corporation full and fair disclosure has Iseen made of the
nature and amount of that profit or remuneration and the corporation has bjr formal
resolution assented thereto after such disclosure. Every promoter shall be liable to

account to the corporation for the amount or value of any secret profit or remuneration
and to repay the same to the corporation with interest as the court may direct. Sub-
ject to the foregoing, and unless otherwise provided for by law, the agreements, con-
tracts, and engagements of the promoters, shall when accepted, adopted, ratified, or

acted upon with full knowledge of their provisions by said corporation become bind-
ing thereon as of the date when made by the promoter.

Sec. 43. Prospectiis to be issued.—If the public is, or is to be, invited to subscribe for

or purchase any part of the stock, bonds, or debentures proposed to be issued by any
corporation, organized or reorganized, consolidated or associated, under the laws of
this State, a prospectus of said corporation shall be prepared and issued under the
circumstances and conditions following:
Sec 44. Contents of prospectus.—Every prospectus shall state

—

1. The material provisions of the articles of association.
2. The number of shares fixed as qualifications of a director.
3. As to promoters: The names and addresses of the promoters and directors or

proposed directors; the number of shares, bonds, or debentures held or agreed to be
taken by them respectively, and whether wholly or partly paid up; also full particulars
of the natiu'e and extent of the interest, if any, of every director or proposed director
in the promotion of, or in the property acquired or to be acquired by, the corporation.

4. As to preliminary expenses: The total amount or estimated amount of prelim-
inary expenses connected with the formation of the company issuing the shares,
bonds, or debentures, specifying particularly the total fees to be paid to the State;
the total fees for legal and expert services; the total cost of preparing, printing, circulat-
ing, and advertising the documents used or to be used in launching the corporation;
the total amount paid or to be paid in any way by any person on behalf of the corpora-
tion to incorporators, promoters, or directors, for becoming such, or to qualify them
therefor, or for services performed or to be performed by any of them, or for them, in
the formation of the corporation; the total amount of reward, remuneration, or commis-
sion with the rate thereof paid, or to be paid to any one for subscribing, or agreeing to
subscribe, or procuring, or agreeing to procure, subscriptions to, or purchse of, or
underwriting or guaranteeing the sale of, shares, bonds, or debentures; the total amount
of fees, charges, or commissions with the rate thereof, paid or to be paid, to any one in
connection with the acquisition of any kind of property for or on behalf of the corpora-
tion: any other expense incurred or to be incurred in the formation of the corporation,
and to whom paid or to be paid, and for what purpose; and if any of said sums, or any
part thereof, IS to be paid m shares, bonds, or debentures, the same shall be so
indicated and the face value thereof given.
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5. As to stock: The minimum subscription upon which the directors will allot the
shares, bonds, or debentures subscribed for, and proceed with the issue thereof; the
minimum amount payable on application and allotment on each share, bond, or

debenture; the number and amount of founders or management shares, if any, and
the nature and extent of the interest the holders thereof are to have in the property
and profits of the corporation ; the number and amount of shares, bonds, or debentures
issued or to be issued to anyone, as fully or partly paid up otherwise than in money,
and in the latter case the extent to which they are to be paid up, and in either case
the consideration for which and the person or persons to whom such shares, bonds,
or debentures have been issued, or are proposed or intended to be issued; the amount
reserved or to be reserved for working capital; the application or proposed application
of the remainder of the issue or proposed issue of the shares, bonds, or debentures to

which subscription is invited. And in case of a second or subsequent offer of shares,

bonds, or debentures, or invitation to subscribe therefore, the amount before offered

for subscription on each previous allotment, with the amount actually allotted, and
the amount paid thereon.

6. As to property to be acquired: The names and addresses of the vendors of any
property purchased or acquired by the corporation, or to be sd purchased or acquired,
which is to be paid for wholly or partly out of the issue or proceeds of the issue offered

for subscription by the prospectus; a brief description of the natiu-e of such property,
and its location, if physical property, and whether any part, and if so, how much,
is considered franchise or good will; the consideration paid or to be paid therefor,

specifying whether any and how much is or is to be in cash, shares, bonds, or deben-
tures, and to whom paid or to be paid, and what part is for franchise or good will; and
where there are more than oce vendor, or the corporation is a subpurchaser, the
amount payable in money, shares, bonds, or debentures to each vendor, separately
stating the sums paid or to be paid to each for franchise or good will, and for other
property; also the dates of such purchase or acquisition; and in case such property
has been valued or appra'sed by anyone with a view of purchase by the company,
the names and addresses of such appraisers, with the date of the appraisement.

7. As to contracts: The dates of and the names of the parties to any material con-
tract directly or indirectly relating to the corporation or to the promotion thereof
entered into by the corporation, or incorporators, promoters, directors, or any person
for or on behalf of it or them or any of them, or with any other person whomsoever,
within rwo years before the issue of such prospectus, whether subject to adoption
by the directors or otherwise; also a reasonable time and place (wmch shall be the
registered office of the corporation if it is oi^anized), where such contract, if in writing
may be inspected by any one interested; but this shall not apply to contracts entered
into by the corporation after authorized to commence business, in the ordinary course
of business, unless shares, bonds, or debentiu-es are to be issued as a consideration or
part consideration therefor.

8. The names and addresses of the auditors or proposed auditors, if any, of the
company.

Sec. 45. Signing and filing prospectus.—Every prospectus shall be signed by every
Eerson named therein as a director or proposed director of such corporation, and shall
e filed with the secretary of state on or before the date of its issue, which date, together

with the date of filing, shall be stated on the face of said prospectus; and said pros-
pectus shall not be received and filed by said secretary unless it is so signed and
dated.

Sec. 46. No waiver of conditions valid.—Any condition requiring or binding an
applicant for shares, bonds, or debentures to waive, and any agreement to waive due
compliance with sections 43, 44, and 45, or purporting to affect him with notice of
any document, contract, or matter not specifically referred to in the prospectus shall
be void.

Sec. 47. Effect offailure to comply.—Every prospectus which does not comply with
the provisions of sections 42 to 46 above, shall, if knowingly or negligently issued by
them, be deemed fraudulent on the part of every promoter, incorporator, director,

or manager who is such at the time of issuing the prospectus, and also every person
who is, by his authority or consent^ named in the prospectus as or as having agreed
to become a director of the corporation. Such parties, or any of them, shall be liable
to make compensation to any person aggrieved by such defective prospectus, unless
such party proves that the matter not disclosed by the prospectus was unknown,
and could not with reasonable diligence have been discovered by him, or the same
was due to an honest mistake of fact, or the aggrieved person had actual notice and
knowledge of the undisclosed matter. Any person subscribing for or taking shares,

bonds, or debentures on the faith of such defective prospectus shall, unless he has
actual knowledge of the facts omitted, be entitled to rescind, or sue for recission of
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his subscription. Nothing herein shall limit or diminish any liability which any
person may incur under the general law apart from the provisions of this section.
Promoters, officers, directors, and agents violating the foregoing provisions shall be
subject to the penalties inposed in section 16.

Sec. 48. Penalties.—Except as otherwise provided by law, each officer, promoter,
director, or agent, upon whom a duty is placed, who fails or refuses to perform the
same, as to the provisions relating to prospectus, shall be subject to a penalty of |50
daily until complied with, to be collected by the State in an action brought by the
attorney general on behalf thereof. Every promoter, officer, director, clerk, or agent
of such corporation who shall make any false entry in any prospectus, book, report,

or statement of such corporation, with intent, in either case, to injure or defraud such
or any other corporation or company, or any shareholder, purchaser, creditor, or
officer of such corporation, or agent appointed or authorized to examine the affairs

thereof, or any other person, shall be guilty of a misdemeanor, and upon conviction
thereof shall be punished by a fine of not less than $1,000, or by imprisonment for

not less than one nor more than three years, or by both fine and imprisonment. Every
promoter, director, officer, agent, or clerk who makes, prepares, or swears to false

statements, with knowledge of the falsity thereof, in any certificate, notice, or report
required to be made or filed herein, shall be deemed guilty of subornation of perjury,

or of perjury, and shall be punished as provided in section 106 of the penal code.

Sec 49. Foreign corporations.—Every promoter, officer, director, clerk, or agent of

a corporation now or hereafter organized or reorganized, consolidated, or associated

under the laws of any other State, Territory, or country, who within this State invites

the public to subscribe for, or purchase, any part of the stock, bonds, or debentures
proposed to be issued or already issued by such corporation shall be subject to the
provisions of this act and the several penalties thereunder.

Sec. 2. This act shall take effect immediately.

EXHIBIT N.

TEN YEABS' REGULATION OF THE STOCK EXCHANGE IN GEEMANY.

[A paper by Henry C. Emery, Professor of Political Economy in Yale University, in the Yale Kevlew,
May, 1908.]

The German Government has just repealed (Apr. 9, 1908) certain stringent provisions
of the law of 1896 enacted to control speculation in stocks. This has been the result of a
vigorous agitation and lengthy discussions, especially in the last few months. In the
same period there has been a widespread demand in favor of restrictive legislation
in this country, a demand which has had the rather vague support of the President
and of the Governor of New York. It is perhaps not to be wondered at that these two
opposite movements should occur at the same time, but it would certainly be inex-
cusable for Congress or any legislature to move rashly without a consideration of the
failure of the German experiment. For it must be admitted that the German law
has proved a double failure. It has been a fiasco so far as accomplishing its purpose is
concerned, and it has produced evil results that were not intended. A brief examina-
tion of the workings of the act of 1896 is not only timely, but teaches also a permanent
lesson as to the dangers which lurk in legislative regulation of financial methods, even
after the careful consideration, which was given to some parts, at least, of the German
act.

The real and supposed evils of speculation may be summed up under three heads:
(1) The manipulation of prices (m the case of commodities) to the detriment of the

consumer or producer. Sometimes it is the dread of corners and the extortion prac-
tices against the consumer which calls out the criticism. More often, however the
criticism comes from the producing interests who claim that the prices received
for their commodities are reduced by the supposedly nefarious practices of the short
B6li6r8

.

(2) A similar manipulation is charged in the case of stock speculation. This may
altect the innocent mvestor unfairly, or it may have the result of making a given
industry too dependent on stock-market influences in its management. This was
the feeling which led to an important section of the German act. It was thought that
certam industrial enterprises were being run altogether too much with an eye to stock
fluctuations and too httle with an eye to technical efficiency. The same feeling has
found frequent expression in this country, especially as to certain railroads and "in-
dustrials ' in recent years.
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(3) The third evil is the demoralization which extends over a wide public from their

indulgence in speculation beyond their means and in a purely gambling spirit.

What shall be said of these three classes of evils? The evils of manipulation are

enormously exaggerated. It would be idle to deny that there is any such thing as

"rigging the market," but it very seldom lasts long enough to injure the farmer or

the consumer. The speculators may be hurt by the tricks of their rivals, and the
millers or spinners sometimes growl because of the tactics of the dealers in the wheat
or cotton markets, but these are interests which know pretty well how to protect them-
selves. Certainly no reasonable argument can be made for the claim that speculation,

reduces prices to the producer. On the contrary, the exact opposite is the case, since

it reduces greatly the margin between the farm price and the price of the central

market. This, however, is not the place for a discussion of the beneficial effects of

speculation. It- is only necessary to indicate in passing that the first class of evils ia

largely imaginary and calls for no interference to protect an innocent public.

T?he evils of the second class are somewhat harder to estimate, but are also doubt-
less exaggerated. It is true that, in individual cases, corporations have been man-
aged with a view to making money out of the fluctuations of the stock, rather than
by increasing their earning capacity. It is true that sometimes the influence of

"the stock exchange end" has seemed to absorb too much the energy and attention

of directors, but it is very hard to draw any sharp line of distinction. The two things
can not be separated, and it should be remembered that, barring absolute fraud, the
fluctuations are but the inevitable reflection of the, effects of management. In mflst

cases it is not the speculative activity of stocks which affects the character of the man-
agement, but the character of the management which affects the speculative activity,

The evils of the third class it would be difficult to exaggerate. Important as the
benefits of speculation are, they are purchased at this fearful cost. Everyone must
wish that the evils could be abolished. Only the ignorant person, however, supposes
that this can be done easily or that it necessarily calls for legislative action. Two
questions arise: First, whether or notthe evils of "outside " speculation are a necessary
cost of the benefits of speculation, i. e., whether the elimination of outside speculators
would interfere with the performance of the natural economic function of speculation;
and if not, whether, secondly, any measures may be devised which will really remove
the evils, or check them without interfering disastrously with the course of legitimate,

business. The experience of Germany throws important light on both of these
, problems.

As there are three classes of evils, so there are three possible methods of regulation:

(1) To distinguish between the different kinds of transactions, permitting some and
prohibiting others.

(2) To distinguish between different kinds of securities or commodities, permitting
exchange transactions in some and forbidding them in others.

(3) To distinguish between different classes of speculators, allowing the practice to
some but not to others.

The German exchange act of 1896 aimed to reach all the above evils and adopted all
three methods of regulation. It is not proposed here to go into a history of that act or
to refer to any but its most important provisions.' It should be said, however, that the
original bill was the result of a verjr remarkable inquiry made by a special commission,
whose report constitutes the most important body of material on the whole subject of
speculation. The proposals of the commission, recognizing as they did the necessary
and legitimate function of speculation in modern business, were relatively moderate.
In the Reichstag, however, the Agrarian Party had the upper hand and much more
radical provisions were included in the act as finally jpassed. Without considering the
regulations providing for a closer government supervision of exchange dealings, we may
note at once the three most important provisions.

(1) All "exchange dealings for future delivery" (Borsentermingeschafte) in grain
and flour were forbidden.

(2) All "exchange dealings for the account" (Borsentermingeschafte) in the shares
of mining and industrial companies were forbidden.

(3) An "exchange register" was established in which was to be entered the name of
every person who wished to engage in exchange transactions for future delivery.
Contracts made by two persons entered in the register were declared binding and
exempt from the defense of wager. Where either party was an unregistered person the
contract was void.

The object of this last provision is obvious, namely, to exclude undesirable persons
from the field of speculation. At first sight it seems a simple and at the same time
ingenious device, the assumption being that clerks, cashiers, professional men in fact

1 For a fuller account see references at the close of this article.
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moEit of the so-called
'

' outside public,
'

' would be unwilling to publicly announce them-
selves as indulging in speculative transactions, by entry in the register, while dealers

or brokers would not dare to do business with unregistered persons because of the danger
that such parties would fail to settle in case of loss. Thus at a stroke the undesirable
element would be eliminated and speculation confined to the professionals of adequate
knowledge and capital. The complete failure of the experiment will be explained
below.
The two former provisions, it will be seen, turned on the distinction betwen different

commodities or securities. The prohibition of futures in grain aimed to do away with
the first supposed evil, the depression of prices from short selling; while the prohibi-

tion of futures in mining and industrial shares was intended to remove the second dan-
ger mentioned above, undue speculative influence in company management. Before
considering either of these let us note the way in which the first method of regulation,

that is, discrimination between different kinds of transactions, came to be introduced.

This requires a brief explanation of certain peculiarities of German methods of dealing

on the exchange, and of certain German legal conceptions.

In the first place it should be noticed that on the German exchanges, as on practi-

cally all exchanges in Europe, stocks are dealt in by time dealings similar to the

"futures" in our grain markets. On the New York Stock Exchange practically all

contracts are made "regular way, " i. e., for delivery the next morning. If the piu'-

chaser wishes not to pay for his stocks at once, he must borrow money on the stocks in

orier to carry them. If the seller is trading on the short side, he must borrow the

stocks (putting up the money) in order to make delivery. On the Berlin Exchange
the custom had always been to buy or sell per ultimo, or "for the monthly account,"

as it is called in London. This means that delivery and payment were postponed
till the settlement day at the end of the month. Under this method there is no
"option" of a month in which to make delivery as in the case of wheat futures, but
the transaction is a future contract with a fixed time for delivery. In case the trader

wishes to operate for a longer period he can easily shift his contracts ahead at the end
of the month by means of "contango" transactions (prolongationsgeschafte).

As a result of this fact, speculation in stocks as well as in produce had come to be
associated in Germany with the idea of time contracts. To be sure it had been pointed

out, before the commission and elsewhere, that the two are not essentially connected
and that very active speculation takes place in New York by means of cash or "spot"
dealings. Despite this, however, it was assumed by the lawmakers that a prohibition

of time contracts meant a prohibition of speculative transactions.
In the next place there are certain formalities connected with dealings on the

Berlin Exchange unfamiliar in American usage. Chief among these is the official

quotation of prices by the ofiicial brokers (Kursmakler). These points have to be kept
in mind if one is to understand the legal problems which arose and the various methods
of overcoming the provisions of the act to which resort was made. What the law
actually made unlawful were "exchange dealings for future delivery" (Borsenter-
mingeschafte) (a) for all persons in case of grain and in the case of mining and indus-
trial stocks, (6) for unregistered persons in the case of all other securities. The ques-
tion then arises, "What are exchange dealings for future delivery?" The famous
section 48 of the act attempted to give a formal definition by statute. Such contracts
were to be understood to be contracts which (a) provided for delivery on a fixed day
or within a fixed option, (6) were made according to the regular rules of the exchange,
(c) for which there was an official quotation of prices.
To any one familiar with the various forme of future dealings on different exchanges

it is evident that the two latter characteristics are by no means essential to such
dealings. If the intention was to stop all speculative transactions in the given articles
it was a fatal blunder to specificallv prohibit only certain highly technical forms of
contract. It was a perfectly simple thing to substitute other forms which would
avoid the limited definition of the act. How far judicial interpretation might be
extended to cover such substitute forms was, of course, a matter to be determined
only by experience. The situation, it will be seen, was this: "Exchange dealings for
future deUvery " were prohibited altogether for certain classes of articles, and unlawful
in any case for unregistered persons. Since, as a matter of fact, the outside public
did not retjister at all, the problem was to devise new forms which would be lawful
both for the prohibited articles and for the excluded (unregiste-red) parties. This
might be done by (a) substituting cash dealinrs for time contracts, or (6) substituting
other forms of time contracts for "exchange futures" as technically defined. Both
methods were adopted according to the circumstances.
A lar^e part of the discussion over the act of 1906 has centered about the technical

legal problem as to how far the new methods were lawful. It is not possible to give
in this article any full account either of the new forms or of the legal problems to which
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they gave rise. A brief summary will be sufficient. In the first place, a word must
be said about the prohibition of grain futures, though this article is intended to deal

primarily with the problems of the stock exchange.'
So far as speculation in grain is concerned, the use of the "spot delivery" con-

tract alone is evidently impossible on account of the seasonal variations in the supply.

Some form of future contract is necessary. But it is evident that contracts for future

delivery are made everywhere in the business world entirely independent of specula-

tion. Every manufacturer has occasion both to buy his raw material and to sell his

foods for delivery at some future date. Such contracts in general must, of course,

le lawful according to commercial law, and were so in Germany. The grain dealers

accordingly resorted to "futures according to the commercial code" (handelsrecht-

liche Lieferungsgeschafte). These were distinguished from "exchange transactions"

by the fact that the special regulations of any exchange did not apply to them; they
were not to be settled through any clearing house or other organization of the produce
exchange; no official quotation of prices was made; and the legal provisions as to de-

fault by either party differed from those in force in the case of exchange dealings.

It is not necessary to discuss these distinctions in detail. Important as they may
be for legal purposes, they are not of great imp6rtance from the economic point of

view, except in so far as they meant a return to old-fashioned methods and a giving
up of the conveniences of an up-to-date settlement and clearing process. This is

exactly what was at first involved. The problem was to reestablish these conveniences
in such a way that it could still be claimed that these transactions were not of an "ex-
change" character (borsenmassig).
The subsequent events partook of the nature of opera bouffe. In the first place the

produce exchange was dissolved by the action of its own members, who left in a body
the day the law went into force. They proceeded to do business in a variety theater

on the other side of the street. After some months of a restricted and uncertain busi-

ness, they received notice that their dealings were considered contrary to law and
resort was made to a hospital, where by occupying separate rooms the claim might be
set up that they were dealing from office to office according to ordinary commercial
methods and so under the general commercial law. Besides this, it was necessary
to avoid all semblance of having anything like the old exchange rules to govern the
transactions, such as rules fixing the units of quantity for sales, establishing "con-
tract grades" as to quality, or fixed periods or "options" of delivery, or finally an
official clearing house for settling contracts and differences. The old provisions as to

quantity, quality, and time of delivery could be maintained informally by the tacit
agreement of custom. On the other hand, for a dealer to settle every contract by
separate delivery in each case was impossibly burdensome, and even the transfer of
a delivery notice subject to indorsement from office to office was inconvenient and
cumbersome. Consequently a private agency arose, offering to carry through settle-
ments for those who chose to patronize it. This was a practical reestablishment of
the clearing house.
Thus it will be seen that the new methods of dealing were simply the old "futures"

in a new and yet somewhat old-fashioned dress. The law had not stopped such deal-
ings. It had merely made them more crude in form, forcing the commercial world
to give up the conveniences which experience had shown serviceable. In doing so,
however, it hampered the performance of the legitimate function of speculation.
This fact the authorities quickly discovered, and even the Agrarians, while still de-
nouncing the continued activities of the traders, realized that the complete abolition
of the produce exchange had its disadvantages. Trade was disorganized, and the old
barometer of market conditions, i. e., the quotation of prices on the central exchange,
had disappeared. Strenuous efforts were made to substitute official figures collected
and tabulated by an official board, but proved confessed failures. Finally, in 1900,
after much negotiation, the traders returned to the exchange, still forced, however',
to keep to the cruder devices in order to avoid the law, and even then in great uncer-
tainty as to the legal statue of their contracts.
In the case of the stock exchange, various new methods were adopted. These

depended, in the first place, on the necessity of avoiding the provisions as to mining
and industrial stocks, and, secondly, on the difficulties involved in the requirement
for registration. Further, the character of the contracts between brokers or bankers
themselves differed from the contracts between these and their customers.

So far as mining and industrial securities were concerned, three kinds of contract
appeared in the case of business on the exchange.

1 The evil results of this Icpslation in the case of the grain trade were discu.wed somewhat fully by the
present wnter in an article written 10 years ago and referred to below. It was based on the operations for
the first year of the act only, but as the events of the last 10 years have merely reenforced the opinion there
expressed, it is not necessary to repeat the argument.
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(1) Some attempt was made to substitute the contracts for delivery according, to

the commercial code similar to those described above for grain. These, however,
did not become important for two reasons: First, the absence of public quotation of

prices made them nearly useless, and, second, in view of their doubtfuL .legality

(later so declared by the court in the case of such securities) it was easier to resort to

cash dealings, since these were not prohibitecf and were more available for stocks

than for produce.

(2) The large banking houses resorted primarily to regular cash dealings, with, how-
ever, some differences both from the customary cash transactions of the Berlin Ex-
change, and also from the well-known New York method. According to the regular

methods for cash dealings, contracts were settled not according to the price fixed in

each case but according to an official price which would most nearly equalize the sup-

ply and demand. This method was not deemed available for transactions on a large

scale, and contracts were made according to the fluctuating prices of the moment, as

had been the case in dealings for the account. The problem of settlement was not
met, as in New York, by borrowing of stocks, but by the maintenance of large depos-

its of securities in the Bank der Berliner Kass3nverein, against which "red checks"
were drawn and the final balance struck daily as in the case of cash deposits in a
bank. There was thus a balancing of orders to deliver and orders to receive, as in

the case of a depositor's ordinary bank balance. This worked very well for the great

banks, which could hold large blocks of stock on deposit. The ordinary brokerage
concerns, however, were forced to resort to a different method, since they could not
afford such holdings of securities and had no such working capital.

(3) This method was a somewhat devious device. It might have been expected
that the New York method would be adopted, but that method involves difficulties

which the German financial world considers very dangerous and which they wished
to avoid. The practice of daily borrowing stocks for delivery and money for carry-

ing which prevails in New York necessitates an immense loan fund and leads to

enormous fluctuations in the rate on call loans, with frequent money stringencies.

This strain the Berlin market could not, or at least would not, stand. Consequently
contracts were made which nominally were cash transactions, requiring delivery and
payment the next dayj but under which it was understood that settlement would not
be really enforced on time. Still more to avoid the danger of call loans, it was under-
stood that settlement should be regularly postponed to the end of the month.
These contracts differed from the old-time dealings in the important fact that

interest had to be paid during the intervening period before settlement; also in the
fact that the ordinary machinery of the exchange lor settlement and clearing could
not be used. Thus they were at once more costly and more cumbersome. But it

is evident that they were really time dealings in essence, and that the appearance of

cash dealings was simply a somewhat flimsy cloak to screen them from the law.
The above methods were adopted for contracts on the exchange, where the main

object was to avoid the appearance of time dealings. The contracts between the
banks or brokerage houses and their customers were made in the form of "dealings
for future delivery under the commercial code." this was due to the fact that the
German law regarding agent and principal is much more lenient than American law.
The right of the broker to act as principal (Selbsteintrittsrecht) is well recognized
in the case of stock transactions. The exchange commission of 1896 recommended
a restriction of this right, but the new law, making no provision against it, really forced
an increase of the practice. As shown above, the old-fashioned time dealings were
not available for the forbidden securities on the exchange, while cash dealings were
too burdensome for the customers. Consequently the transactions of the outside
pubhc did not appear in large measure directly on the exchange, but were settled
in the brokerage offices themselves. This further drove business to the large banks
(who do a regular commission business) because of the greater facilities afforded by
their large funds of cash and securities. An additional change was that, since there
was no dealing for the account on the exchange floor, cash prices had to be used as
a basis for these contracts, and the customer was charged interest till the time of
settlement.
In the case of securities in which future dealings were permitted, the only problem

was to evade the provision as to entry in the exchange register, since for unregistered
persons exchange dealings for future delivery were void. This was done by adopting
the general principle 9f the deaUngs " under the commercial code. '

' It is not necessary
to describe the variations in detail.
The above accounts will indicate the somewhat chaotic nature to which business

had been reduced m its effort to clothe itself in lawful forms. The courts had in themam Held that such transactions were not wagering contracts, and hence void, unless
It was agreed by both parties that delivery was not contemplated and a mere payment
01 aitterences was the only obligation incurred. As a. matter nf far-t r,^ =„^i-, nr.y,t,-„M<,
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occur on any reputable exchange in the -world, though judges frequently fail to see it.

The German civil code went further and made such contracts void where one party
only to wager "on differences," provided that the other party should have known it.

To this was now added the prohibitions of dealings in particular classes of securities and
commodities and the provision requiring registration. This latter provision aimed to

make the legal question perfectly clear; transactions by registered persons to be lawful,

by unregistered persons unlawful. As a matter of fact, as shown by the above account,

it made " confusion worse confounded."
Numerous decisions of the highest court were naturally necessitated by cases arising

in which the defense of wager was set up by the loser. The first important decision was
that of the first division of the Beichsgericht (Oct. 12, 1898). This was a Hamburg
case where shares had been purchased for an unregistered customer "under the com^
mercial code," all resort to the rules of the exchange being excluded in the contract.

The court held that the character of a " future " was not to be determined according to

the definition in section 48, but rather according to its economic characteristics. The
contract was held void. A later decision (Oct. 28, 1899) upheld this decision in the
case of a somewhat similar contract under the rules of the Darmstadter Bank. A
decision of June 27, 1899, turned on the attempt of the fiscal authorities to tax twice
the current account transactions (Kassakontokorrent), described above, on the ground
that that were really two sales. The court held that the transaction was a single one,
being really a time contract. The question of legality was not directly raised, but
as the sole reason for that form of contract was to give it the appearance of a cash trans-

action, the inference was that itwould have been held void.
Under these decisions it will be seen that the dealings with outside customers had

no standing in law. The leading banks made strenuous efforts to require registration,

and to refuse all dealings with unregistered persons, except in the way of pure cash
transactions. These attempts failed completely. Not only the general public, but
also the smaller brokers and the provincial banks, refused to put meir names in what
they called the "gambling register." Cash dealings could not be enforced as long as
there were those who would take their chances of having customers refuse to meet
losses. For 12 years a large part of all business in stocks and grain in Germany has
been carried on either without the protection of law, or at least under the burden of
legal uncertainty.
We may now briefly consider what the good and evU results of this state of affairs may

have been, and what lessons are to be drawn from Germany's experience.
The first evident conclusion is that it is extremely difiicult to stop speculative trans-

actions by legislation. It ought to be evident without an appeal to experience. As
long as men have the right to own and exchange property, and as long as the value of
such property fluctuates, the effort will be made to gain an advantage from such fluc-
tuations. If the attempt is made to prescribe certain forms as illegal, new and evasive
forms will be discovered. If the lawmaker is resolved to reach transactions under
every form, he is obliged to prohibit contracts which are essential to legitimate trade.
In that case such contracts will be made in defiance of law, and merchants will be
reduced to the sole protection which the gambler has, the ordinary good faith of the
party with whom he deals. It is a fact that speculation can be carried on by means of
ordinary commercial contracts. No special devices are necessary, though the ordi-
nary methods of commerce as to settlements and clearings may be more fully devel-
oped. To attempt to discriminate between the form of contract in the cases of trade
and speculation is simply to irritate and not to cure.
But if legislation can not stop speculation it can seriously hamper it. The German

market was greatly restricted under the operation of this act. This was due to two
causes, (1) the necessity of resorting to cruder methods, and (2) the legal uncertainty
ofmany transactions. It is hardly necessary to show this reaction by statistics. Some-
thing is indicated by the receipts from the tax on stock transfers, which fell from
20,000,000 marks in 1895-96 to 13,000,000 in 1902-3. Telegrams received at the offices
of the exchanges fell 18 per cent from 1893 to 1902, and in other offices increased 43 per
cent. The main question is. Was this diminution of business and consequent narrow-
ingoi the market desirable or undesirable? To those who believe that all speculation
is bad, any legislation which restricts business of this kind may seem in so far good,
even if it has evU effects in other ways. To form an opinion on this point, we must
consider the supposed evils and the desired improvements. These were given at the
beginning of the article under three heads, the prevention of manipulation to the
injury of producer or consumer, the prevention of undue speculative influence on
industrial management, and the exclusion of the weaker element of the public from
the speculative market. Of the demoralizing effects of this legislative experiment on
the grain market, enough has been said elsewhere. We may turn to the question of
speculation in "industrials'." It will be recalled that of the possible methods of regu-
lation two were combined in this case, viz: (a) a discrimination between forms of con-
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tract, since time dealings were excluded and cash dealings allowed, and (6) a discrimi-

nation between different stocks, since this prohibition applied only to industrial and
mining shares. The experiment offers a good test of die two methods. In briefly

stating the results statistical proof will not be given, because to be of any value it would
have to be more extensive than space here will allow. The factors, other than legisla-

tion, affecting relative prices, degrees of fluctuation, and expansion and contraction
of business are too manifold to make partial statistics really significant. It may be
said, however, that the views expressed are not determined by the claims of interested

parties alone. They go no further, for instance, than the statements of the Govern-
ment itself in the explanation of reasons for repeal attached to the amendatory bills of

1904, 1906, and 1907.' The German Government certainly can not be accused of over-
friendliness to the exchanges, and ita frank confession of error is all the more significant

for that reason. "The prohibition of trading for the account in mining and industrial

shares," says the report of 1907, "has provea_ injurious to the public, without accom-
plishing its original purpose." Whatever evils of speculation there were, it declares,

have been increased by forcing a resort to new methods of dealing. Two factors have
combined to make the change, the substitution of cash dealings for time dealings, and
the narrowing of the market. The results may be summarized as follows:

(1} Fluctuations in prices have been increased rather than diminished. The cor-

rective influence of the bear side of the market having been restricted, the tendency
to an inflated bull movement was increased in times of i)rosperity. This in turn made
the danger of radical collapse all the ^eater in proportion as the bull movement was
abnormal. The greater funds needed to carry stocks on a cash basis further increased

the danger when collapse was threatened. The result was an increased incentive to

reckless speculation and manipulation. Says the report of 1907: "The dai^ers of

speculation have been increased, the power of the market to resist one-sided move-
ments has been weakened, and the possibilities of misusing inside information have
been enlarged."

(2) The money market has been increasingly demoralized through the greater

fluctuations in demand for funds to carry speculative cash accounts. The New York
method is held in abhorrence by German financiers, who attribute to it in large part the
wild fluctuations in New York; call rates, the frequent "money panics," and the
tendency to reckless "jobbery." In proportion as the new Berlin methods approached
the cash delivery system of New York, these evils have appeared there.

(3) The business of the great banks has been increased at the expense of their smaller
rivals. The prohibition of trading for the account made it difficult for the latter to

carry out customers' orders, because the new methods required large supplies of both
cash and securities. Furthermore, an increasing share of the business of the large
banks came to be settled by offsets among their customers, and the actual exchange
transactions became a proportionally small part of the total transfers.

(4) This had a twofold effect. Business within the banks is done on, the basis of

exchange prices, but these became more fluctuating and subject to manipulation as

the quantity of exchange dealings were diminished and were concentrated in a few
hands. The advantages of a broad open market were lost. The object of the act had
been to lessen the speculative influence over industrial undertakings. Its effect was
to increase it.

(5) Finally, the effect of interference, increased cost, and legal uncertainty was to

drive business to foreign exchanges and diminish the power of the Berlin Exchange in
the field of international finance. The number of agencies of foreign houses increased
four or five fold, and much German capital flowed to other centers, especially London,
for investment or speculation. This in turn weakened the power of the Berlin money
market, so that even the Reichsbank has at times felt its serious effects.

If we turn now to the second,great object of the act, the elimination of the unde-
sirable public element from the field of speculation, the confession of failure is even
more complete. In one sense the fate of the famous exchange register is laughable,
but in a deeper sense it is genuinely sad, for the object was a worthy one and the new
scheme was adopted with high hopes. Its failure was inevitable, since it did not
remove the temptation to speculate. The men who felt this temptation most and
whose position least warranted their yielding to it were, of course, the very last men to
have themselves registered. In fact the whole public revolted. The number of
registrations never reached 400, which number would not begin to cover the banking
and brokerage concerns. The number of "outsiders" registered never reached 40.
Even the conservative banks had to choose between giving up all such business and
dealing with nonregistered parties.

1 See references in bibliographical note.
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Now, as we have seen, speculation in the German market was checked in consider-

able measure. Was at least this object of exclusion being accomplished; and if so, was
it desirable? There is every reason to believe that it worked rather the other way.

(1) The uncertainties of the new situation were most likely to exclude the cautious

and well-to-do from participation in the market. The man of adequate means, accus-

tomed to occasional and reasonable speculative ventures, was more willing to await
developments and avoid chances. The reckless gambler of small means was less

likely to be disturbed in his practices.

(2) The act aimed to establish legal certainty by means of registration. It provided
a direct incentive to fraud. The customer was not legally liable on hia contracts;

therefore every recklessand dishonest little plunger, who could get a broker to trust him,
could take a "flyer" with everything to gain and nothing to lose. This was made all

the more an inducement, because the law went further than the law of wager and
allowed the customer to recover margins from his broker. Cases increased rapidly in

the courts and the worst element of the public was active to the relative exclusion of

the better. Instances even occurred where aman would play both sides of the market
at once tluough two different brokers and simply refuse to settle on a losing contract.

To make matters worse, this germ of fraud infected a superior class as well. It

was not only the little gamblers, but too frequently the dealer of repute, the well-to-do

merchant or even the banker, who appeared as defendant in such cases. Business
honor, the boasted Glaub und Treue, suffered a severe shock. The law by increasing
uncertainties and removing legal protection defeated its own ends and demoralized
business until the situation became intolerable.

(3) As affecting this phase of the question, reference should be made again to the
transfer of business to foreign exchanges. Morally and socially it is as bad for the
German public to speculate in cheap mining stocks on the London Exchange as to

do so at home. The flow of German funds into the market for South African securities
would indicate a further way in which the purposes of the act were defeated.

(4) Finally the question must be faced of the effect of eliminating the public from
the speculative market even if it could be accomplished. It is sometimes supposed
that such a result would be all benefit with no inim-y. On the contrary, the real and
important function of speculation in the field of business can only be performed by a
broad dnd open market. Though no one would defend individual cases of reckless-
ness or fail to lament the disaster and crime sometimes engendered, the fact remains
that a "purely professional market" is not the kind of market which best fulfills the
service of speculation. A broad market with the participation of an intelligent and
responsible public is necessary. The writer ventured this opinion some years ago
at the cost of considerable criticism. The German experience would, however, seem
to bear it out. A narrow professional market is less serviceable to legitimate invest-
ment and trade and much more susceptible of manipulation.

After much agitation and continued opposition by extreme agrarian enemies of
the exchanges, German business has at last been relieved of these burdens, so far as
the stock exchanges are concerned. This article goes to press before a copy of the
act of April 9 could be seciu-ed, but the act follows in the main the Government bill
presented last November. It is in a sense a compromise measure. The agrarians
yielded no jot on the matter of grain futures. The prohibition remains intact and is
backed up by even severer measures. The grain brokers have now threatened to
close the produce exchange altogether. They found some comfort, however, in the
assurance of the authorities that "hedging" operations would not be consideredunder
the ban of the law—rather cold comfort, however, since "hedging" transactions can
not be made, or at least can not be much protection to the merchant, without a broad
market.
On the other hand , industrial and mining stocks are now readmitted to trading for the

account, and, what is more important, the stock-exchange register is abolished. For
this is to be substituted practically the so-called commercial register (Handelsregister),
which includes practically the whole mercantile class, and in which of course regis-
tration signifies nothing as to participation in speculation. Some attempt at exclu-
sion IS, however, maintained. The law still excludes "hand workers," and all such
whose occupation does not reach beyond what is called "small business" (Klein-
gewerb), even if they are included in the commercial register. On the other hand,
certain evidently fit persons are admitted even when not registered.
Whether any attempt to make distinctions of this kind between persons will be of

any practical value remains to be seen. The courts in this country have sometimes
taken the means or occupation of a person as evidence of whether his dealings with a
broker were legitimate or gambling. It seems a somewhat dubious method, which
logicalljr extended, would lead to much confusion. And yet if the stock-exchange
world will not assume a responsibility itself, it must exp ect attempts at interference
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When brokers give up trying to entice unfit persons into speculation, when they
establish a standard under which no man will act knowingly as agent for a customer
who is plunging bejrond his means, and when stricter customs, as, for example, re-
quiring higher margins, are enforced, they will have a better right to protest against
the criticisms directed against them. The worst evils of the stock speculation can
certainly be better done away with by reform from within than by legislation from
without.

BIBLIOGRAPHICAL NOTE.
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EXHIBIT 0.

SHOULD SPECULATION BE REGULATED BY LAW? LESSONS FBOM
GERMAN EXPEEIENCE.

[By Henry Crosby Emery, professor of political economy, Yale University, author of Speculation on the
Stock and Produce Exchanges of the United States.]

President Roosevelt's tentative suggestion in his recent message showed unwilling-
ness on his part to express any opinion as to how speculation might be regulated,
but indicated an opinion that has become increasingly widespread in the last few
months, that some kind of legislation in restriction of speculation is desirable. It was
about time to expect some such general wave of feeling, siuce history proves that
these movements recur at pretty regular intervals. It is a striking fact, however,
that the agitation in this regard should become prominent Ln this country at exactly
the time when the German Government has taken steps towards a modification and
partial repeal of the famous stock exchange act of 1896. It shows how httle attention
is paid to experience in matters of legisiation, that many reformers in this country
should be so confident in this matter without realizing that the ten-year experiment
which has been made in Germany has clearly demonstrated itself a failure

It is, of course, natural enough that agitation of this kind should arise. The evils
of speculation are great and are perfectly apparent. The extent to which outsiders
of small means are tempted into speculation beyond their capital, with frequent cases
of embezzlement as a result, is something that may give even the most careless a
deep concern. The mistake, however, on the part of the pubUc lies in an indis-
cnmmate criticism of all speculation regardless of whether it is beneficial to legitimate
business or not, and m the complete failure to distinguish between cause and effect.
In most cases speculation is held responsible for conditions which it has in no wise
engendered, but which are on the contrary the very causes which have brought
speculation into being.

In the first place, it is well to recognize what we mean by speculation The simplest
definition is that speculation consists in buying and selling commodities or securities
with an idea of making profits out of fluctuating values. As distinguished from ordi-
naiy trade, speculation is concerned with taking advantage of fluctuations over a period
ot tame in the same market, while trade is concerned with the purchase of com-
modities in one market and their sale in another. This does not mean of course.
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that the two markets must be geographically separated. The word "market" here

is used as meaning a group of buyers and sellers. The trader may buy of the manu-
facturer and sell to the wnolesaler, or buy of a jobber and sell to a retailer, or as a

retail merchant he may buy of the wholesaler and sell to the consumer. All of these

different parties may, of course, be situated in the same locality^ and yet are distinct

groups which constitute markets. Speculation does not deal with permanent differ-

ences of price which exist between different markets, but deals with the fluctuations

from time to time which take place in the same market. Why do such fluctuations

occur? Simply because the conditions of supply and demand are always cha,nging.

It is the exception rather than the rule for any article of commerce or any piece of

property to maintain a perfectly stable value. Since the demand of society is con-

stantly changing, values must constantly fluctuate, and, as long as values fluctuate,

speculation must take place. It is not conceivable that, in a system of buying and
selling such as we have, values could go up and down without somebody being bene-
fited or injured, or without men consciously attempting to secure the benefit or avoid
the injury by their purchases and sales. Speculation has always existed wherever
buying and selling has existed—ever since the days when Joseph cornered the ^in
supply of Egypt as reported in the book of Genesis. As long as private ownership of

property is allowed and the value of property varies, speculation will continue.
There is only one way in which speculation can be stopped altogether, and that

is by giving up the system of private property and adopting the Socialist state. One
of the best books ever written on the subject of speculation was written by the French-
man Proudhon, sometimes called the "father of Anarchism." He described accurately
and brilliantly the operations of a speculator on the exchange and showed clearly

the function of speculation in the modern system. He, of course, was opposed to the
whole business because he was opposed to the whole system of property rights, but he
recognized much more clearly than many more conservative writers that one is the
inevitable outcome of the other.

It will be seen, then, that speculation is not a product of stock and produce ex-
changes. Speculation existed long before them, and it was only when speculation
from natural causes became more and more important that men engaged chiefly in

speculative trade formed organizations in order to adopt a general system of rules for

tiie conduct of such business. The real cause, then, of the modern exchange is modern
speculation; and the real cause of modem speculation is to be found, so far as com-
modities are concerned, in the marvelous improvements in the method of transpor-
tation and communication which have made the market for staple commodities a
world market, in which prices are determined by the conditions of supply and demand
of many different sections separated by thousands of miles. Under such conditions
fluctuations are inevitably much more dangerous and much less easy of prediction
than under the old conditions where each neighborhood was the market for itself.

So far as speculation in stocks is concerned this has been the inevitable result of the
enormous multiplication of securities, due to the extension of corporate methods of
business, which in itself is the result of huge modem enterprises demanding contri-
butions of capital from a large number of small investors. The material progress
of the last half century would have been impossible without such investment. Such
investment would have been impossible without the multiplication of such securities

of varying values, and the multiplication of such securities inevitably brings about
speculation.

Now, since these commodities and securities inevitably fluctuate in price somebody
must take the risk of these fluctuations. The purchase of any piece of property in-

volves risk. The property may fall in value after the purchase has been made.
Some forms of property are more uncertain in their value than others, and some
particular articles of consumption are of such a peculiar nature that they lend them-
selves particularly to speculation, but in any case, whether or not we have speculation
organized on the exchanges, there are genuine risks here which must be carried.
Some people speak as if all dealing in securities should be of a pure investment nature.
They fail to realize, however, that investments themselves become speculative in
proportion as speculation pure and simple is abolished. Investment means primarily
the purchase of income yielding property in order to get an annual income, rather
than to make profits from the fluctuations in capital value; but since capital value
does fluctuate, investment involves the risk of loss, and, as will be pointed out more
fully below, this risk of loss to the conservative investor is made very much less when
he has an active speculative market for the disposal of his property.

Still another distinction that must be made is that between speculation and gam-
bling. In the broadest sense, of course, there is a gambling element not only in all

bets but in all our activities. If gambling means simply the taking of unreasonable
risks, almost every act of our lives might be accused of having a gambling element
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by those whose opinions as to what risks are worth while differed from oms. To

build a factory in the hope of making money, to purchase a yacht in the hope of

having pleasure, to go on a summer vacation, to go to a new play at the theater, to

take time to listen to a sermon by a new clergyman, each of these may in a sense be

said to be "a gamble." We can, however, make a sharp distinction between risks

which directly involve money profit or loss and those which do not. All business

risks are of the former kind. There are, however, other risks which may be taken,

such as betting on cards or on horse racing, where money risk is involved. The pecu-

liarity of such forms of gambling, however, is that the money risk is artificially created

and is not a necessary part of the original action. This is not true in the case of buying

and selling property. Every transaction of buying and selling necessarily involves

a risk. Betting on merely incidental results of particular contests is the assumption

of a risk which did not exist before the bet was made. It would seem as if a fair dis-

tinction of this kind might be made, speculation being defined as the assumption of

inevitable business risks of fluctuating values; gambling as the assumption of purely

artificial risks in connection with some fortuitous event. It is true that on the part

of a great many people speculation and betting are undertaken from the same gambling

motive, and yet the results are so different in both cases that it is needlessly confusing

to speak of the two as if they were one and the same thing.

The distinction appears more clearly when we realize that all kinds of artificial

games may be devised for betting purposes. On the other hand, speculation never

arises artificially. Wherever it has vitality it is always the result of natural causes.

Men can not speculate in any kind of commodity. They can only speculate in cer-

tain commodities in the case of which the natural conditions of supply and demand

are such as to demand it. Speculation on a large scale in conmiodities began in this

country in cotton at the time of the Civil War. In the case of wheat it began when

the market for wheat became a world market, and therefore an extremely uncertain

one. That speculation can not arise artificially is proved from the fact that it does

not occur in commodities where these conditions do not prevail. There is consider-

able speculation in coffee, but no speculation in sugar, the reason being that the con-

ditions of supply in the case of sugar in this country are determined by a single cor-

poration, which fixes the price. On the other hand, on the Continent, where the

conditions of supply are different, speculation in sugar is important. A learned Ger-

man scholar who made a careful investigation of the history of the rise of specula-

tion in all its forms stated as his final conclusion that speciilation arose everywhere

in response to natural causes and to supply an actual need.

Given, then, these genuine risks which result from our modern economic system,

it at once appears that a certain portion of the population are inevitably attracted

by the possibilities of profit which inhere in the existence of such risks. Those who
are naturally speculative in temperament gravitate inevitably toward speculative

ventures. They wish to take big chances in order, if successful, to make big gains.

Here arises a serious evil. The speculative temperament does not always go with

good judgment or ample means for carrying out transactions of this kind. On the

contrary, the opposite is very likely to be the case. Hence arise all these evils referred

to above in the way of a large amount of so-called "stock gambling" on the part of

those who have no business to run such risks. But, besides men of this type, there

are also men of large resources, with knowledge and experience and great shrewd-

ness, whose temperament leads them into transactions on a large scale in the way of

assuming risks of this kind. There are some people who would have us believe that,

no matter what the character of the person concerned, all such speculative dealings

are undesirable. Let us look, however, at the other side of the picture.
Just as those of a speculative temperament are willing to assume risks of this kind

those of the conservative temperament, on the other hand, are able to avoid them.
The speculators have appeared as a separate class for the assumption of risks which
otherwise would have to be borne by the ordinary business man himself. No better

illustration of this can be given than the so-called practice of "hedging" in the wheat
market. What some ignorant people like to refer to as the " old-fashioned, conserva-
tive method" of wheat dealing consisted of the merchant buying wheat of a farmer,
shipping it to a distant market, and selling it at such a price as he could get. This,

instead of being a conservative kind of business, was an extremely risky kind of

business. In the same way the miller in the old days bought his wheat, made his

flour, and then sold it at such a profit as he might secure. This, again, was a risky
business, since the price of wheat might rise or fall by a large amount between the
time of its purchase and the sale of the flour. To-day practically all regular wheat
merchants and millers hedge against any such risks by making counter sales or pur-
chases in the speculative market. When a miller buys wheat to turn into flour, he
promptly sells short on the exchange to a speculator, and when he sells his flour he
covers his short line. As a result he is unaffected by the price fluctuations in the



world market. Whether the price in the world market goes up or down, what he
makes on one transaction he loses on the other, and he is thereby enabled to do a

genuinely conservative business and secure the ordinary profits of the manufacturer;
This is true in lesser measure wherever there is a speculative market for any article

of commerce. Wherever there are men who are always willing to take the chance
of buying the article or selling the article, the position of those who do not wish to

take chances is made just so much easier. They can at any moment shift the risk.

That this has been a great advantage to the farmer no person who knows anything
about the facts can possibly doubt. In the old days a dealer would not think of

buying wheat from the farmer at anything like the price at which he could sell it,

less the cost of transportation. He had to allow a large margin for the risk of falling

prices and ordinarily would offer the farmer from 5 cents to 10 cents a bushel undei"

the ruling price in the central markets. At the present time, since he can at once
make a hedging sale by telegraph on the Chicago Board of Trade, the dealer will

buy the farmer's wheat on a margin of 1 cent a bushel or leas. The difference between
these two margins redounds to the benefit of the farmer.

The same thing holds true of the stock market. The small investor whose money
is absolutely needed for the carrying out of many of our great enterprises is entirely

at a loss as to where to invest his money unless he has the guidance of some expert
market opinion. If there were no organized market for securities in which men
were constantly bujdng and selling in the effort to take every advantage of the fluctu-

ations, many men would have to make a large part of their investments in complete
ignorance of the nature of the enterprise in which they were investing. It may be
said that they do this to-day, which is true enough in the sense that the average small
investor in railroad or industrial securities knows nothing about the business, or the
possibilities of dividends, from any knowledge of his own. What de does know,
however, is that a large body of shrewd and capable men, on the lookout for any
change in industrial conditions, have by their purchases and sales registered a pricie

which represents the market opinion as to the value of that security. He therefore

can buy it with a fair degree of confidence. Furthermore, the slightest change in

the conditions of the company in question will be reflected by a change in the price
of the security. If the market is continuous, and no market for seciwities can be con-
tinuous except a speculative market, he has the opportunity to change his invest-
ment at any moment and always at the market price, which reflects the opinion of the
moment.

It is evident, then, that this division of society into the speculative and the conserva-
tive elements, although it may bring havoc to certain persons in the speculative group,
has very important advantages in the opportunities for careful and intelligent action
on the part of the conservative group. In so far as we do away with business which
is purely speculative we make all business, whether in the purchase of commodities
or investment of capital, more speculative than it otherwise would be.
There are those who fail to see altogether the natural function played by specula-

tion in meeting these inevitable price fluctuations, because they are convinced that
speculation is itself the cause of price fluctuation. Nothing could be more misleading
than this latter statement. It is true that when speculation is active it has its effect
on prices, which sometimes rise or fall because of purely speculative elements, but
primarily the speculation is the result and not the cause of fluctuating prices. This
again is proved by the fact that speculation only arises in the case of certain articles

or securities. It is impossible to artificially start speculation in a security the value
of which is naturally stable. It would be possible to do this if it were true that specu-
lation is the cause of the unstability of prices. Of the many securities dealt in on the
New York Stock Exchange relatively few are what is known as "active stocks."
The majority of them are dealt in to a much smaller extent and are subject to much
smaller fluctuations. The reason for this is that the character of these securities is

better known, their likelihood of yielding dividends much more certain. Many
securities which are now inactive were once the most popular for speculative pur-
poses. The reason of the change is not that the whim of the speculator has changed,
but simply that they have passed through the ordeal and have proved themselves
of stable value. Many secm-ities which are now active will doubtless go through the
same career.

It is perhaps a debatable question whether or not speculation tends on the whole
to lessen the extent of fluctuations. It doubtless increases their frequency, but
theoretically the effect should be to lessen the extremes. In an active speculative
market there are always those who when stocks are soaring keep a cool head and
look forward to the time when the reaction must come. These men are the much
maligned short sellers, who by selling short keep the price from going as high as it

30578—14 53
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otherwise would. On the other hand, when the slump does come stocks do not go
as low as they otherwise would, because the covering sales of the short sellers come
in as a supporting factor in the market. The claim is made, on the other hand, that
the excitement of speculation, and sometimes the manipulation of big speculators,

will lead to extreme prices in one direction or the other, which would not arise under
much more normal conditions. It is very hard to prove statistically how far specula-
tion acts in the way of moderating fluctuations, because of the many other factors

that affect values at any particular time. On the whole, the argument is in favor of

those who believe that speculation tends to lessen the extremes of variation. Cer-
tainly the worst cases of highly inflated values, as also of complete collapses, have
come in the case of securities not dealt in on the stock exchange. In this connection
valuable testimony comes from Germany. The act of 1896 forbade all sales for future
delivery in the matter of mining and industrial securities. This did not stop specula-
tion in such securities by any means, but it changed the method by which such
speculation was carried on, it hampered the normal trading in such securities in the
speculative market, and whether or not solely on account of this hindrance,
the succeeding years show much greater fluctuations in prices than had occurred
before. That this hindrance was in large measure the cause of the wider fluctuations

may be pretty readily accepted when we recognize that the Government itself, in its

explanation of the bill introduced last November to repeal this prohibition, stated

as their reason for doing so the fact that the prohibition had entirely failed in its

purpose and had led to even more speculative fluctuations than had occurred before.

Certainly the German Government, in view of all that it has done in the way of re-

strictioa, can hardly be accused of being a mere advocate of the stock exchange.

What is more noteworthy in this regard is the effect of changing from a broad and
conti.iuous market to a restricted market. Not only in the case of those securities

in which such dealings were forbidden, but in the case of many other securities as

well, it was shown in time of crisis that the fluctuations in Berlin were much more
severe than in London or Paris. In the absence of evidence to the contrary it may
be assumed that the restricted character of the German stock market, brought about
by repressive legislation, was the reason for this condition.
The real problem, then, regarding the regulation of speculation is whether or not

it i.s pcsaihle to take such action as will secure the benefits of speculation and e.vclude
its evils. This involves two separate problems, first, as to how tar certain kinds of
speci.lative business may be set off as undesirable; secondly, how far certain classes

of speculators may be excluded.
It we attempt to discrimijiate between different speculati"\'e transactions, we at

once meet a difficulty, namely, that so tar as the form of the transaction is concerned
there is absolutely no difference between the form adopted in desii-able and unde-
sirable transactions, or, as is sometimes said, "legitimate" and "illegitimate" specu-
latii.n. Criticism is commonly made in reference to three points: The delivery of

the artifie, shoi't selling, and buying and selling on margin.
(A) It is commonly supposed that delivery is not made in the case of a large pro

portion cf transactions of the stock a.nd produce exchanges. Tlais is a decided error.
Anyone who buys or sells on the regular exchange enters into definite property
obligations. If he buys wheat for future delivery he is absolutely obliged to receive
the wheat when the delivery of it comes round, unless he exercises the privilege,
which prevails everywhere in the business world , of transferring his contract to another
jmrty. He may of course sell the same quantity of wheat before the delivery time,
in wl.ich case the person from whom he buys may deliver direct to the person to
whcm he has sold. In the same way if he has sold wheat, he is absolutely obliged to
make delivery and must purchase an et|uivalent amount for the same delivery in
order to make good on his contract. In the case of stocks immediate deUvery is

reni.i.-ed on the New York Exchange, and, whatever the outsider may think he is
df ii g, as a matter of fact his broker is obliged to receive the stocks and make pay-
ment i case of a purchase, or to borrow the stocks and make delivery in case of a sale.
TLere is no such thirg known on any of the reputable exchanges as a contract under
wL I' h ('elivery is waived.

Fi rthermcre, exactly the same form of contract is employed by those who are
buyi- g for investment as by those who are Ijuying for speculative purposes. It is
mipcs.'-ille fo put the firger upon any single transaction within the business series
arf .y \ tl.is is legitimate and this is illegitimate. One obstacle to an understanding
ot tl IS lies m the way m which transactions are cleared through the clearing house;
bi t rr attempt to prove the legitimacv of the method ot clearing would be useless to
ore w, does not understand the way in which bank transactions, for instance, are
cleiie- It IS as ridici Ions to say that the clearing ot many contracts for delive'y
on t- e stock exchange, and the settlement of these transactions by a payment ot
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balances, both of stocks and cash, indicates that such transactions are not of a per-

fectly genuine nature as it is to assert that because the clearing house for the JSew

York banks arranges for an ofl'set of checks and the payment of only a small balance

of cash therefore the banking business in New York is not concerned with legitimate

business. It is sometimes pointed out that the tofcil sales of wheat, for instance, are

tT-eatly in excess of the annual crop and therefore that a large quantity of this must

be mere "wind." The same thing can, of course, be proved regarding any otJier

commodity. The number of overcoats sold, by multiplying the sales of manufac-

turers to jobbers, jobbers to wholesalers, wholesalers t» retailers, and retailers to con-

sumers, may be shown to be several times the number of overcoats produced m the

country, and it would be as sensilde to say that a large part of the transactions in over-

coats represents simi)ly "wind." Speculation could continue without a clearing

house, and in fact the New York Stock Exchange was very late in adopting this de-

vice. Nothing as f» the legitimacy or illegitimacy of transactions can be determined

from the mere adoption of an up-to-date business method.

(B) It should hardly be necessary to prove that short selling is an entirely honorable

and absolutely necessary practice. It is strange, however, that even in fairly intelligent

publications we should so frequently see the statement that " it iswrong to sell something

which the seller does not own." As a matter of fact this is a most common practice

in all lines of business. The manufacturer sells goods before he has produced them,

the builder contracts to deliver a house at a certain date, which he not only does

not possess but for which he has not even bought the raw materials or hired the labor.

The clergyman contracts to deliver the sermon for a price, although the sermon has

not been written. If contracts for future delivery were to be limited in all cases to

delivery of things already in possession of the contracting party, business woild be

hampered in a thousand different ways. There is absoLitely no reason why a wheat

dealer or a flour dealer should not make a contract for the delivery of his commodity
three months from date, knowing perfectly well that he can fulfill the contract by
securing the necessary article. To call this ethically wrong is simply ridiciloi s.

Furthermore, the very advantages of a specidative market which have been enu-

merated above require active short selling as an essential part of the machinery of a

continuous market. If there was no bear element in the market to offset the bLll

element, none of the beneficial effects of speci lation on prices co; Id be secired.

Contrast, for instance, real estate speculation with speci. lation in socl rities or com-
modities. In the case of land speculation there can be no short selling, because each

piece of real estate has a separate character. Conseqi ently, we see again and again

the evils which result from an entirely uncontrolled land boom sending prices to an
absurd point, followed by a sudden and. immediate collapse at the end of which
grices go down without limit. In the case of organized speci lation with short selling,

owever, this is impossible. Before boom prices get too nigh the short seller is active

in making sales which check the advance, and when a slump comes these same men
support the market by their covering transactions. The short seller is not only a jus-

tifiable figure in the speculative market, but an absoL tely essential one.

(C) Margin speculation has unqi estionably many evils. Men with gambling in-

stincts can use margin speci, lation to play for higher stakes than if they were limited

to the amount of their capital, and unqi estionably this practice has become danger-
ously widespread. On the other hand, it is i seless and i ndesirable to attempt to

make a distinction between transactions according as to whether they are carried

out on a deposit of margin or not. This again is a perfectly legitimate practice in

other fields. Many a poor man buys his ho.se by a payment of a margin and giving a
mortgage for the balance. Oi,r whole system of transactions on credit wo Id have to

be given up if we were to lay down as a general principle the r. le that no man sho Id

buy anything which he is not able to pay cash for on the spot. Perfectly legitimate
transactions can be made either in real estate or potatoes or wheat or seci rities by
the payment of only a portion of the p rchase price at the time the contract is made.
What actually takes place is that the balance of the p. rchase price has to be borrowed.
The broker carries the stocks for the c stomer and charges him interest, and he in
turn probably has to borrow on the collateral of these stocks in order to get the funds
himself. Speculation on margin is nothing more than spec, lation on borrowed means,
and, even if the practice of buying on margin were not allowed, the same thing co. Id
be accomplished by borrowing money and p rchasing o tright. The present method,
to be sure, facilitates the practice, but there is no essential distinction between the two.
Nothing that has been said above is intended in any way to j stify b, cket-shop

trading. Bucket shops are betting establishments p re and simple, with no act al

delivery and no restriction on the character of dealings. By allowing " c stomers" to

deal in 5 or 10 share lots on a 1 per cent or 2 per cent margin, they enormo sly increase
those evils which are bad enough already in the case of the stock exchanges. This
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evil of speculating on margin is largely a matter of degree. To put up 1 per cent in
cash and borrow 99 per cent is, on the face of it, an irresponsible practice. It may well
be questioned if the 10 per cent margin of the stock exchange is not lower than should
be allowed. Probably if the members of that institution could bring themselves to

change their rales to the extent of requiring 25 per cent in all cases, they would re-

move a good deal of the evil without seriously hampering legitimate business.

Great then as the evils are which result from the facility with which men of small
means can borrow through this practice of using the purchased securities as collateral

there is no way whatever of distinguishing the desirable from the undesirable trans-

actions on this basis. No general legal regulation could be made which would not
severely hamper many kinds of perfectly legitimate business on the stock exchange
and in commercial markets everjrwhere.

It will be seen then that since the form of transaction is in all cases the same, any
attempt to discriminate between them would be fraught with very grave danger.
Furthermore, it should not be forgotten that there is very close connection between
speculation and what some people would call "real commerce" in distinction to

speculation. No one can properly understand the real meaning of the speculative
market who can not grasp the idea that it is commerce which makes speculation
and that speculation can not exist apart from genuine business. On the contrary,
speculation and the machinery of the speculative market have arisen as devices
for facilitating real commerce. Consequently a restriction of the speculative market
almost always involves a curtailment of trade in real commodities. The illustrations

of this, historically, are numberless. Back in the fourteenth century it is reported

that the town authorities of Yarmouth attempted to stop speculative jobbing in

herring, with the result that the whole herring business, that is, the commerce in real

herring, left the town of Yarmouth and went to neighboring towns where methods
of business were unrestricted. From that time to the present similar instances all

point in the same direction. The coffee business was at one time centered in the
city of Havre. Interference there with the freedom of speculative transactions

drove the business to Hamburg, and the interference with speculation in Germany
in the last 10 years has tended to reduce the importance of Hamburg as a center for

the real coffee trade and to increase the importance of London. Ten years ago Ham-
burg did twice the business of London. To-day London does more business than
Hamburg.
In the same way the speculation in securities is bound up in the closest way with

the whole matter of the investment of capital and the accumulation of the necessary
means for carrying out great industrial enterprises. Just in so far as the stock market
has a speculative clientele, it becomes an open and broad market; and just in pro-

portion as it becomes an open and broad market, it facilitates the disposal of great

issues of stocks and bonds which are necessary for the carrj'ing out of the industrial

undertakings of the present age. The limitation of this broad market must inevitably

prove a hindrance in the financing of the most legitimate enterprises, and any inter-

ference with the freedom of speculation must inevitably lessen openness of the market.
The conclusion from the above is that if we attempt to secure the benefits while

restricting the evils of speculation through discriminating against certain kinds

of transactions we find it impossible to really discriminate in any way according to

the form of the transaction, while inevitably, by restricting the forms of commerce
and of commercial methods, we put a severe handicap on entirely legitimate enterprise.

If we turn nowto thesecond problem under this head, namely, the question of exclud-
ing a certain type of speculators, we can not fail to realize that if this can possibly
be done it would be from many points of \dew a very desirable action to take. The
question, however, is an extremely difficult one. What rules can we lay down as

to the fact that John Doe shall be allowed to speculate and Richard Roe shall not?
One of the most interesting facts of the German act was the serious effort which was
made to accomplish this result. No more genuine effort in this regard was ever
made, and yet the act has proved a confessed failure in this regard. The scheme
adopted was that all people wishing to deal in the speculative markets should have
their names registered in an exchange register. It was then provided that all transac-
tions carried out for unregistered persons should not be binding, and the customer
could escape the obligation by advancing the defense of wager. It was supposed
that this would have the result that the outsider would not dare to publicly announce
himself as a speculator through registration, and the broker would not dare to deal
with an unregistered party for fear of loss.

It must be admitted that this feature, among others of the act, seriously reduced the
amount of business done, but there is every reason to suppose that it checked legiti-

mate business fully as much, if not more, than the kind that the reformer wished to

exclude. In the first place, it was certainly a high price to pay for the desired result,
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even if accomplished. It had the effect of stimulating fraudulent speculation in the

place of honest speculation. As a matter of fact, the outsider did not stay away from

the speculative market, but found that the brokers inevitably were obliged to take

their chances in order to carry on business. Hence, it simply had the effect of stimu-

lating the whole dishonest element to enter into speculative transactions, since, in

case of gain, they could claim the profits, and, in case of loss, could throw the defense

of wager in the broker's face. In fact, under this act of course it would be possible for

a man to play both sides of the market and take his profits in the one case and refuse

to meet his losses in the other. It is very questionable whether the best way of

stopping gambling is to publicly inculcate the principle of welching on gambling

bets. Certainly the effect on both trade and morals seems to have been undesirable.

In the next place, one effect of this provision was to lead to great loss of trade on
the Gei'man exchanges in favor of foreign exchanges. Statistics show that the securi-

ties held abroad by leading banking and brokerage houses for their customers increased

in a few years all the way from threefold to fivefold, according to the individual case.

Enormous sums were put into speculative mining shares abroad by the German
speculating public who were hampered in their enterprises at home. In the same
way the number of agents of foreign brokerage houses on the German exchangts
increased rapidly, showing that that section of the public whom the law desired to

exclude were simply finding methods of carrying out their intentions in other ways.
Again, a result of this restriction of business was to make the extremes of speculation

even greater. In the boom of 1900 the prices of mining and industrial shares in which
speculation had been prohibited went soaring as the outside public bought recklessly

by roundabout methods. The prices were doubtless higher than they would have
been had there been an unrestricted bear element in the market to oppose this bull
movement. On the other hand, when the collapse came in 1901 the resulting fall

and the consequent losses were all the greater. This again, I believe, was due to the
fact that the market was restricted and there was no sufficient force to withstand the
panic.

Considerations like this indicate a fact which is sometimes forgotten even by those
who fully appreciate the necessity of the speculative market. This fact is that specu-
lation, even on the part of the public, with all its evils, has a very important beneficial
effect. Unless the public speculates to some extent, the market will be not only very
restricted, but will be in consequence much more open to manipulation. The bigger
and broader the market the less chances there are for ' 'rigging' ' prices. It may seem a
very high price to pay for the open market that the speculative spirit should continue
on the part of the public, but it would be a mistake to suppose that speculation can
be confined to a few great operators and still offer the benefits which the present market
gives. This, again, has been a noticeable feature in the case of the German market.
The small brokers and bankers have been more and more crowded to the wall, and
business had been centered increasingly in the gi'eat banks. There are doubtless
other reasons for this, but the difficulties of carrying out transactions on the exchange
stimulated the dealings with the large banks who carry great masses of securities and
can make their offsets directly in the bank, so that the control of a few institutions
over the prices of the stock market is much greater there than would be the case if a
wide public was included.
The conclusion then in this regard is that, first, any method of discriminating

between individual speculators is extremely difficult and on the whole contrary to
all our American ideas. AVe have never yet gone so far as to restrict individuals by
law from buying any kind of property, whether expensive cigars for consumption,
or houses to live in, or stocks for speculation, on the ground that they were not able
to afford such indulgences. To make it unlawful for one man to buy because he has
only 15,000 a year and lawful for another man to do exactly the same thing because he
has $10,000 a year, would be a degree of paternalism which if effectual would be
extremely exasperating. Secondly, as shown by German experience, any measures
that could be devised are almost certain to prove unsuccessful in accomplishing their
ends. The chances are that restriction will much more seriously lessen the amount
of legitimate transactions than that it wall kgep out the incorrigible and undesirable
element.

It may seem that what has been said above shows a sad lack of appreciation of theharm which comes from urresponsible speculation by the outside public It is not
however, in proportion to our feelings on this subject that intelligent men will advo-
cate legislation but m proportion as they feel that such legislation will be successful
J^rom a study of the effects of speculation and the effects of all suggested methods of
controlling it, the conclusion is almost irresistible; that legitimate and illegitimate
transactions are so closely bound together, and the whole business of speculation is so
closely connected with the interests of actual commerce, that any interference with
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the delicate machinery by the blundering fingers of the law will diminish the bene-

ficial elements of speculation without effectually diminishing its evils. The recent

suggestion of Gov. Hughes that we should "ascertain the manner in which illegitimate

transactions may be presented and legitimate business safeguarded," is not so simple

as it sounds.
'

Improvements of this kind must come by means of a very different movement, and

this movement must be in the nature of increased intelligence and a higher moral

standard on the part of both the speculating public and on the part of the brokers

themselves. It is, perhaps, too much to hope that the speculating public, which is

recruited year by year by the growth of new generations, will ever become more con-

servative. It may at least be hoped, however, that a more public-spirited standard

may be gradually adopted by the fraternity of brokers and that those who consciously

allow customers to plunge beyond their means and to run the dreadful risks of bank-

ruptcy and embezzlement will be so ostracized by their fellows that the practice will

be restricted from the inability to find men to carry out transactions of this kind.

As to how this is to be brought about, whether possibly by the adoption of new rules

by the exchanges or by gradual increase of the better and more conservative element

in those bodies, it is impossible to discuss here. A hint was given above as to a possible

change in the rules regarding margins. The ])lain fact remains, however, that the

solution lies in the reformation from within rather than from without.

EXHIBIT P.

APPLICATION OF M. RITMELY CO. FOB LISTING COMMON STOCK ON
NEW YORK STOCK EXCHANGE.

A-4166 Committee on Stock List,

New York Stock Exchange.

M. RuMELY Co.

COMMON STOCK.

La Poete, Ind., October ZS, IBU.

Referring to its previous application, A-4112, dated May 1, 1912, M. Rumely Co.

hereby makes application for the listing of £9,155,300 par value common stock of a total

authorized issue of $12,000,000, consisting of 91,553 shares of the par value of $100

each issued and outstanding, with authority to add $21,700 additional of said stock

on official notice of issuance and payment in full, making the total amount applied

for $9,177,000. All of said stock is fully paid and nonassessable and no personal

liability attaches to ownership thereof. The total oapitaUzation consists of $10,000,000

7 per cent cumulative preferred stock, which has been listed, and the common stock

above referred to.

The certificate of incorporation provides that no dividend can be declared, paid

upon, or set apart for the common stock while any dividend on the 7 per cent cumu-
lative preferred stock is in arrears, or while there is any default in the preferred stock

sinking fund provisions (recited below), nor unless the net quick assets as shown by
the regular books of account and inventories of the company actually exceed the

par value of the outstanding preferred stock after deducting any such dividend.
The sinking-fund provisions for the retirement of the preferred stock referred to

above are as follows: Two hundred thousand dollars per annum is to be credited out

of the earnings during the first two years (comm.encing with the year 1912), and there-

after, within 60 days after the close of each calendar year, a sum equal to 3 per cent
of the total amount of the preferred stock issued, and in addition an amount equal to

any cash dividends which may be declared during such calendar year on the common
stock in excess of $800,000. If, however, the outstanding preferred stock should be
reduced to $5,000,000, then an amount equal to the amount of cash dividends declared
on the common stock in excess of $1,000,000 per annum will be credited to the sinking
fund in addition to said 3 per cent. If the net profits of any year after deducting all

accrued dividends on the preferred stock shall not equal said sum of $200,000 or said

3 per cent, respectively, then the whole amount of such remaining net profits shall

be credited to said sinking fund . These provisions are cumulative , and no dividends
are to be declared or paid on the common stock while any default exists in the sinking
fund credits or payments.
The preferred stock can not be voted at any meeting of the company except that in

the event of any default continuing for six rronths in the payment of the cumulative
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dividends on the preferred stock, or any failure to comply with the pro-visions of the

preferred stock sinking fund, the preferred stock will then have equal voting power
with the common stock so long as any default continues. The authorized an ount of

preferred stock can not be increased and the company can not convey its real estate

or mortgage any of its property without the written consen t of the holders of three-

quarters of the preferred stock then outstanding.

The preferred stock is entitled to priority in payment of. principal out of assets of the

company over the common stock for the full face value, together with all arrearages of

dividends thereon.

Combined profit and loss account, year ended Dec. 31, 1911.

Sales $10,586,585.25
Interest, discount, and other miscellaneous income 445, 260. 49

Total 11,031,835.74
Less cost of manufacture, selling, collection, and general expense and bad debts 9, 251, 368. 40

Gross profit 1, 780, 467. 34
Less interest on old debentures and borrowed money 316, 158. 10

Net profits for the year 1, 464, 309. 24

Combined balance sheet, Dec. SI, 1911.

55,042,650.27

1,760,491.31

R eal estate and buildings i S3, 211, 984. 87
Machinery, equipment, tools, etc 1, 830, 666. 40

American-Abell Engine & Thresher Co. (notes, etc.) 1 476, 726. 42
Sundry real estate 142,035. 79
Other investments 141^ 729. 10

Current assets:

Merchandise, material and supplies 2
6, 951, 201. 75

Customers' notes for purchase of product 5 861, 961. 76
Accounts receivable 1 056 947. 21
Notes received In payment of stock subscriptions '372* OOo! DO
Cash in banks and on hand '. '.

1 739 745.35

p„,„„.
'

'- ' '—
15,981,856.07

i'alents ;-.•-%; 1,600,000.00
Miscellaneous deferred charges (smce Dec. 31 this item has been charged to suplus account). 351, 016. 90

24,630,013.66

Capital stock:
"referred— gi n nnA nnn nn
Common issued and outstanding '.".V. $9 OM 300 '

Common subscribed and paid in but shares not yet issued or ' '

registered 185,700

9, 190, 000. 00

Current liabilities: *19' l'".^- <">

Bills and accounts payable a nos q^n (17
Accrued taxes, etc.... \^^\ll\\l\\\\\:\\.\['."[\\" ^57076

Dividend on preferred stock accrued to Dec. 31, 1911
^

^'^?a'SS'^
Balance, surplus

:;:::::;;:::;;;::;:::::::::::::;:: : r^^^dl

D 7 1 ., T 24,636,013.55
Balance sheet, June SO, 191^.

ASSETS.

1 estate and buildings «9 .

Property accounts:
Real estate and uuuumgs ,0 717 nQQ nMachmery, equipments, tools, etc [.[[]]\[\\] l',%o',m.49

Investments.. — 84,677,587.62

Current assets: 444,278.14

Notes receivable, less comm. certificates outstanding. .7 107 04c ,,

cSh°rbSr"^ .----.-:.-.... 'W^"«
£r^9^2TaiS?otj^tr"°'"*'"'^'"'"'^^^^"""^«^^°"'p"t"^

"'''

o, ooy, yyd. oo—
11,465,113.46

Patents — 22,651,744.81
Deferred charges 1,602,969.75

191,796.32

29,468,376.64

^o^4^^'^TtorMT^^f^,Zfe^^,^^^^.f^^^^^vemoer, 1911, to which is added subsequent expenditures for imr,rZtiZ^t: a
™ -"^ "JP?,™ ™»1« ™

Taken-at cost or at market value where same fstesthm cost
™ * P""' *" ^^- ^''""
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UABELITIES.

Capital Stock: S10,000,000.00

c'mmon issued

' '........."..'....-..'.'.'.-'.'-'-•" ' g^lSS.SOO.OO

Common subscribed and paid 'in but not yet issued or registered ^^>™-'"'
819,177,000.00

Currmt liabilities:
9,211,289.61

Notes payable. '643 628.01
Accounts payable '

g 754 g j^^ g2
,. ,.„

'
6o',ooo!oo

Accrued taxes, etc 4gg' ^^g Qg
Surplus '

29,468,37fi.64

The preferred and common stock certificates are interchangeable between New

The^directorsof'the company are elected annually at the stockholders' meeting held

at La Porte, Ind
.

, on the first Monday in March in each year. The present board of

directors is as follows: A. J. Rumely, Joseph J. Rum^lj' Edward A Rumely John

Wolf, La Porte, Ind.; S. S. Strattan, jr., Heman Gifford, James A. Patten, Chicago,

111 • Max Horwitz, Alonzo Potter, New York; C. K. ^^arren. Three Oaks, Mich.;

Charles A. Le Fever, Battle Creek, Mich.
-,, , ,^, , j c -,• . m.

The officers of the company are elected annually by the board of directors. 'They

are at present as follows: A. J. Rumely, president; Joseph J. Rumely, vice president;

C. P. Holton, secretary; Edward A. Rumely, treasurer and general manager.

The registrars of the capital stock of the company are the United States Mortgage &

Trust Co , of New York City, and the First Trust & Savings Bank, Chicago^ 111.

The transfer agents of the capital stock are Guaranty Trust Co. of New York, New

York City, and the Continental & Commercial Trust & Savings Banks, Chicago.

The principal office of M. Rumely Co. is at La Porte, Ind.

The fiscal year ends December 31.
M. Rumely Co.,

By Edward A. Rumely,
Treasurer and General Manager.

This committee recommends that the above-described 89,155,300 common stock be

admitted to the list, with authority to add $21,700 of said stock on official notice of

issuance and payment in full, making the total amount authorized to be listed

$9,177,000. ^, .

Wm. W. Heaton, Chairman.

Adopted by the governing committee, November 13, 1912.

George W. Ely, Secretary.

EXHIBIT Q.

APPLICATION OF M. EUMELY CO. FOR LISTING OF 7 FEB CENT CUMU-
LATIVE PKEFEBRED STOCK ON NEW YOBK STOCK EXCHANGE.

A-4112 Committee on Stock List,

New York Stock Exchange.

M. RuMLEY Company.

SEVEN PER CENT CUMULATIVE PREFERRED STOCK.

New York, May 1, 1912.

M. Rumely Co. hereby makes application for the listing of $10,000,000 7 per cent

cumulative preferred stock, being 100,000 shares of the par value of $100 each, the

total authorized issue, which is all issued and outstanding. All of said stock is fully

paid and nonassessable, and no personal liability attaches to the ownership thereof.

M. Rumely Co. was organized under the laws of the State of Indiana by articles of

incorporation filed with the secretary of state of the State of Indiana on December
5, 1887, with an authorized capital stock of $250,000. The charter of the company
is for 50 years from that date, and the purpose of the corporation, as defined in its

charter, is as follows:

"The carrjring on of a general manufacturing business, the building, manufactur-
ing, buying, selling, and dealing in stationary, portable, and traction steam engines,

separators, corn shellers, steam and horse power thrashing machinery, and any and
all other kinds of machinery made of wood or metals."
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CHANGES IN CAPITALIZATION.

Since the original organization of the company its authorized capital stock has

been increased from time to time for the purpose of acquiring additional property,

plants, and businesses and for increasing the working capital. The following is a

summary of these increases:



842 EEGULATION OF THE STOCK EXCHANGE.

About 550 men are employed at this factory. Floor space aggregates' 520,000 square
feet.

(b) Oil tractor plant.—Fireproof construction throughout, built of steel and concrete.

Equipped with the most modern appliances, high-speed tools, etc. Site includes 250

acres of land, with sidetracks connecting with the Lake Shore & Michigan Southern,
Lake Erie & Western, and Pere Marquette. About 1,250 men are employed at this fac-

tory. Floor space aggregates 400,000 square feet.

The properties at Richmond, Ind., formerly owned by Gaar, Scott & Co., consist of:

Six main buildings, situated on about 19 acres of land. Buildings are of brick con-

struction and are well located in reference to raw materials and market. Sidetrack
facilities connect with the Pennsylvania Railroad and Chesapeake & Ohio Railway.
About 720 men are employed at this factory. Floor space aggregates 540,000 square
feet.

The properties at Battle Creek, Mich., formerly owned by the Advance Thresher
Co. comprise: Five main buildings of brick construction situated on about 35 acres

of land. The plants are well equipped and efficiently organized for large productive
capacity. Sidetrack facilities connect with the Michigan Central and Grand Trunk
Railroads. About 650 men are employed at this factory. Floor space aggregates

650,000 square feet.

The M. Rumely Co. owned and also acquired from the Advance Thresher Co. and
Gaar, Scott & Co. a number of warehouses and branch offices situated in different

parts of the United States and Canada valued by appraisers the latter part of 1911

at $1,049,500. These properties have recently been sold and conveyed to the Rumely
Products Co. in consideration of bonds for that amount, which are now held by the
M. Rumely Co. The Products Co. is a corporation of the State of New York engaged
in marketing and exporting the products of the M. Rumely Co. The stock of such
company is independently owned by parties interested in the M. Rumely Co.
The preferred stock is entitled to cumulative dividends at the rate of 7 per cent

per annum, but no more, payable quarterly on the 1st days of January, April, July,
and October, the first dividend being payable April 1, 1912, for the period of four
months at the rate of $2.34 per share. This dividend was duly declared and paid.
The preferred stock is redeemable in whole, but not in part, at the option of the com-
pany on any dividend date at 1.15 and accrued dividends, and is entitled to priority
in payment of principal out of the assets of the company over the common stock for

the full face value, together with all arrearages of dividends due thereon. The com-
pany can not convey its real estate or mortgage any of its property without the written
consent of the holders of three-quarters of the preferred stock. No dividend can be
declared, paid upon, or set apart for the common stock whilst any dividend on the
preferred stock is in arrears or whilst there is any default in the preferred stock sink-
ing fund provisions, nor unless the net quick assets, as shown by the regular books
of account and inventories of the company, actually exceed the par value of the
outstanding preferred stock after deducting any such dividend. The preferred
stock can not be voted at any meeting of the company except that in the event of
any default continuing for six months in the payment of the cumulative dividends
on the preferred stock, or any failure to comply with the provisions for the preferred-
stock sinking fund, the preferred stock will then have equal voting power with the
common stock so long as any default continues.
A sinking fund is created out of earnings for the retirement of the preferred stock

by redemption or purchase. For this purpose $200,000 per annum is to be credited
out of the earnings during the first two years, and thereafter, within 60 days after the
close of each calendar year, a sum equal to 3 per cent of the total amount of the pre-
ferred stock issued and, m addition, an amount equal to any cash dividends which
may be declared during such calendar year on the common stock in excess of $800,000.
If, however, the outstanding preferred stock should be reduced to $5,000,000, then an
amount equal to the amount of cash dividends declared on the common stock in excess
of $1,000,000 per annum will be credited to the sinking fund in addition to said 3
per cent. If the net profits of any year, after deducting all accrued dividends on
ttie preterred stock shall not equal said sum of $200,000 or said 3 per cent, respectively,
then the whole of such remaining net profits shall be credited to said sinking fund,
ihese provisions are cumulative, and no dividends are to be declared or paid on thecommon stock while any default exists in the sinking fund credits or payments.
All sums credited to the sinking fund can be applied to the purchase of the preferred
stock at not exceeding 115 and accrued dividends. All preferred stock acquired by
operation of the sinking fund or otherwise is to be canceled. If sufficient preferred
stock is not obtainable to exhaust the funds to the credit of the sinking fund, the
balance will continue to the credit of the sinking fund and will either be used there-

^t 115
P"'"c'i'^se of preferred stock or accumulated for its ultimate redemption
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Combined profit and loss account, year ended Dec. SI, 1911 {including Advance and
Gaar-Scott Cos.).

gales
310,586,585.25

Interest, discount, and other miscellaneous income 445, 250. t9

rpotal >1
•
031, 835. 74

Less cost or nmnnlac'turing, sellings collection, and general e.\pense and bad debts 9,251,3tig.40

r.ross profit 1,780,467.34

Less interest on old debentures and borrowed raoiiev 316, 158. 10

Net profit for the year 1,464,309.24

Combined balance sheet, at Dec. -V, 1911 {including Advance and Oaar-Scott Cos.).

ASSET.S.

Real estate and l-iiilUinj.'s i $3, 211, 984. 87

Mac.hinerv, equipment, tools, etc 1, 830, 665. 40
85,042,630.27

American-.ibeil Engine & Thresher Co. (notes, etc.) 1, 476, 726. 42

Sundry real estate 142, 035. 79

Other 'investments 141, 729. 10
1,760,491.31

Current assets:

Merchandise, material, and supplies = 6,051,201.75
Customers' notes tor purchase of prodvict 5, 861, 961. 76
Accounts receivable 1, 056, 947. 21
Notes received in payment of stock subscriptions 372, 000. 00
CaTih in banks and on hand 1, 7.39, 745. 35

15,981,856.07
Patents 1, 500, 000. 00
Miscellaneous deferred charges (since Ceo. 31 this item has been charged to sm-plus account). 351,015.90

24,636,013.55
LIABILITIES.

Capital stock:

Preferred 1810,000,000.00
Common, issued and outstanding S9, 004, 300. 00
Subscribed and paid in, but shares not yet issued or regis-

tered 185, 700. 00
9,190,000.00

19,190,000.00
Current liabilities:

Bills and accounts payable 4 528, 340 07
Accrued taxes, etc 68 570^76

n- -J J , ., ^ . J «
'-

4,596,910.83
Dividendonpreferredstock, accrued to Dec. 31, 1911 58 333 33
Balance, surplus _'

_'

_"

_

_'

790 '769
*3t)

24,636,013.55

M. Rumely Co. hereby agrees with the New York Stock Exchange that it will
maintain an office in the Borough of Manhattan, city of New York for the transfer
of Its stock, and that it will give at least 10 days' notice in advance of the closing
of the books for any purpose. It also agrees that it will publish at least once in each
year and submit to stockholders at least 15 days in advance of the annual meeting
of the company, a detailed statement of its physical and financial condition anmcpme account covering the previous fiscal year, and a balance sheet showing assets
and habihties at the end of the year. M. Rumely Co. further agrees to notify theNew York Stock Exchange in the event of the issuance of any rights or subscriptions
to or allotments of Its securities, and afford the holders of listed securities a properpenod within which to record their interests, and that all rights or subscriptions orallotments shall be transferable, payable and deliverable in the Borough of Man-
hattan, city of New York. *'

1,JJ^tt'^r'^'^P
"'/*

T*5
company are elected annually at the stockholders' meetingheld at La Porte. Ind on the first Monday in March in each year. The present

i^rc^r^'^^^:titzL\^^r§'^^^^^ ^°^^'^' '""^^ ^°"' j-p^ J-

The officers of the company are elected annually by the board of directors Tbev
s'''<f*<l't'rX*

"^ follows: A. J. Rumely president; Joseph J. Zmey vice president^S. S Strattan, jr. secretary; Edward A. Rumely, treasurer and general managerThe registrars of the capital stock of the company are the TTTiltprl ltato=St
& Trust Co., New York Ci^y, and the First Trus?& L^Tng^B^nl^; ChkS UL^'^t

2 Taken at cost or at market value whcreTamlis le" Jhan JosT
madepnor to Dec. 31, 1911;
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transfer agents of the capital stock are the Standard Trust Co. of New York, New York
City, and the Continental & Commercial Trust & Savings Bank, Chicago. The prin-

cipal office of M. Rumely Co. is at La Porte, Ind. The fiscal year ends December
31.

M. RUMBLY Co.,

Edward A. Rumely,
Treasurer and Oeneral Manager.

The committee recommends that the above-described $10,000,000 7 per cent cumu-
1 ative preferred stock be admitted to the list.

Wm. W. Heaton, Chairman.

Adopted by the governing committee May 15, 1912.

Geoege W. Ely, Secretary.

EXHIBIT R.

CONSTITUTION WITH UTILES AND REGULATIONS FOR THE GOVEBN-
MENT OF THE BOSTON (MASS.) STOCK EXCHANGE AS AMENDED
AND ADOPTED TO MARCH, 1906.

Article I.— Title of the association.

The title of this association shall be the Boston Stock Exchange.

Article II.

—

Government of the exchange.

The government of the exchange shall consist of a president, vice president, and
treasurer, and 12 other members, who together shall constitute the governing com-
mittee, to be elected in the manner hereinafter provided.

Article III.

—

Elections; right to vote.

Section 1. On the first Monday in August there shall be chosen by ballot a nomi-
nating committee, to consist of seven members of the exchange not members of the

governing committee. The duty of said committee shall be to prepare and report to

the exchange on or before the last Monday in August a ticket for the annual election

next succeeding their election. Any 10 or more members of the exchange may nomi-
nate members for this committee, by signing and sending to the secretary of the ex-

change before the last Monday in July nomination papers. All candidates so nomi-
nated shall have their names printed on the ballots in alphabetical order, and each
member voting shall mark a cross (X) against not more than seven names. In case

there are less than seven candidates nominated by nomination papers, the president

of the exchange shall nominate the remainder. Any vacancy on the committee shall

be filled by the president of the exchange within one week after such vacancy occurs.

Sec. 2. The annual election of the exchange shall be held on the last Monday of

September in each year, at which time there shall be elected by ballot a president,
vice president, and treasurer, who shall hold office for the year ensuing, and six mem-
bers of the governing committee, who shall hold office for the two years ensuing, and
also members to fill any vacancies for the unexpired terms. In each case the member
receiving the highest number of votes for any office shall be declared elected thereto.

Sec. 3. The suspension of a member holding any office or position to which he has
been elected or appointed shall create a vacancy therein, which shall be filled as pro-
vided in this constitution.

Article IV.

—

President.

Section 1. The executive power of the exchange shall be vested in a president.
Sec. 2. It shall be the duty of the president to see that the rules and regulations of

the exchange are enforced, and to have a care of the general interests of the exchange.
He shall be entitled to preside over the exchange during debate, or whenever he may
elect so to do; and he shall be the presiding officer of the governing committee.

Sec. 3. The president shall have the power to call special meetings of the exchange
and of the governing committee. He shall, at any time, call special meetings of the
exchange upon the written request of 25 members thereof, and special meetings of the
governing committee upon the written request of 5 members of said committee.
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Article V.— Vice President.

The vice president shall, in the absence of the president, assume all the functions and

powers and discharge all the duties ofthe president.

Article VI.

—

Treasurer.

It shall be the duty of the treasurer to receive, and, acting under instructions from

the finance committee, to take charge of and disburse moneys of the exchange. He
shall present to the governiug committee at their first regular meeting in October of

each year a report of the receipts, expenditures, and funds of the exchange for the 12

months ending September 30 preceding. He shall be a member of the finance com-

mittee, and with the finance committee shall have charge of the gratuity fund. In the

event of failure, neglect, or inability of the treasurer for any reason to execute the

duties of his office, the finance committee shall act as treasurer pro tem.

Article VII.

—

Secretary.

The governing committee shall, at their first meeting in October, appoint a secre-

tary, whose duty it shall be to keep a list of the fines and all j)roceedings ofthe exchange

and these records shall be open at all times to the inspection of members. He shall

be the secretary of the governing committee and the standing committees and shall

perform such other duties as the governing committee shall direct. He must be a

member of the exchange, and shall hold his office for one year.

Article VIII.

—

Chairman.

Section 1. The governing committee shall, at their first meeting in October, appoint

.a chairman of the exchange, whose powers and duties shall be to preside over the

exchange whenever it shall be assembled for business, maintain order, enforce the

rules, levy fines, and perform such other duties as the governing committee shall

dkect. He must be a member of the exchange, and shall hold his office for one year.

In his absence any member of the committee of arrangements may act as chairman
pro tem.
Sec 2. The chairman shall not be permitted, personally, to buy or sell securities

upon the floor of the exchange.

Article IX.

—

Governing committee.

Section 1 . The governing committee shall determine the manner and form by which
their proceedings shall be conducted, apj)oint and dissolve all standing or other com-
mittees, have original and supervisory jurisdiction over any and all subjects and
matters referred to said committees, and shall try all offenses against the laws of the
exchange and all charges against members and punish such as may be found guilty.
They shall determine the number, duty, and pay of all officers of the exchange, and
shall fix the amount of fees and compensation to be paid to members of the com-
mittees. They shall have entire control of the finances of the exchange, and may
require of all officers and appointees of the exchange a good and sufiicient bond to
secure the faithful performance of their duties. The governing committee shall be
vested with all other powers necessary for the government of the exchange, the regu-
lation of the business conduct of its members, and the promotion or its welfare, objects,
and purposes. In the case of the temporary absence or inability to act of both the
president and vice president, the governing committee may choose an acting presi-
dent of the exchange, pro tem. The governing committee may employ clerks, who
shall perform such duties as shall be required of them.

Sec. 2. Any member of the governing committee who, unless excused by the presi-
dent, shall absent himself from three consecutive regular meetings of the committee,
may, by a vote of two-thirds of the members of said committee present at any regular
meeting thereafter, be declared no longer a member thereof.
Sec 3. All vacancies occurring in the governing committee shall be fUled by said

committee until the ensuing annual election. Should a vacancy occur in any office

during the year it shall be the duty of the president or vice president immediately to
call a meeting of the exchange, to be held within one week, to fill said vacancy.
Sec 4. A majority of all the members of the governing committee shall be necessary

to constitute a quorum.
Sec 5. In the absence of the president and vice president any five members of the

governing committee may call a meeting of the committee.



846 REGULATION OF THE STOCK EXCHANGE.

Article X.

—

Appealfrom decisions.

Section 1. Any decision of the governing committee shall be appealed to the
exchange on the written request of 25 members, presented to the president within 10
days after such decision has been announced to the exchange.

Sec. 2. No member of the governing committee shall participate in the adjudica-
tion of a case in which he ia personally interested.

Article XI.

—

Standing committees.

»

Promptly after each annual election the governing committee shall appoint from
their members the following standing committees:

First. A committee of arrangements, to consist of three members. They shall
have the general care and supervision of the exchange, enforce all rules and regula-
tions necessary to the conduct of business, to good order and the comfort of the mem-
bers, and consider all complaints of violation of said rules. They shall control and
regulate the quotation service and all telegraph or telephone connection with the
exchange. They shall, except as herein otherwise expressly provided, appoint, dis-

miss, and determine the number, duty, and pay of all employees and provide all sup-
plies for the exchange and make all necessary expenditures.

Second. An arbitration committee, to consist of five members. They shall investi-

gate and decide, when properly brought before them, all claims and matters of differ-

ence arising from contracts subject to the rules of the exchange, between members
of the exchange or, at the instance of a nonmember, between members and non-
members.

Third. A committee on commissions, to consist of five members. They shall enforce

the rules relating to commissions, partnerships, and branch offices, and shall report

to the governing committee any undesirable partnership or branch office or any
violation of said rules.

Fourth. A" committee on constitution, to consist of five members, to which shall

be referred all additions, alterations, or amendments to the constitution. They shall

report them back to the governing committee, but only at regular meetings or at spe-

cial meetings called solely for the purpose of considering them.
Fifth. A committee on securities, to consist of five members. They shall make

rules defining the requirements for regularity in delivery of securities dealt in at the
exchange and decide all questions relating to the settlement of contracts subject to

the rules of the exchange, of due bills, of irregularities in securities, or In deliveries

thereof, and all questions relating to reclamations therefor.

Sixth. A committee on stock list, to consist of five members. They shall receive

and consider all applications for placing securities upon the list of the exchange and
make report and recommendation thereon to the governing committee, giving full

statement concerning organization, capitalization, resources, and indebtedness. They
shall have charge of the arrangement and revision of the regular list of securities and
shall have general charge of the unlisted department, with full powers.

Seventh. A committee on insolvency and law, to consist of five members, to which
shall be referred all questions of law affecting the interests of the exchange. They
shall investigate every case of insolvency immediately after the announcement to

the exchange. They shall ascertain the cause of the failure and promptly report the
result of its examination to the governing committee.

Eighth. A committee on clearing house, to consist of three members. They shall

have general charge of the clearing house of the exchange and the business thereof
and shall from time to time designate the securities to be cleared. They shall deter-
mine the amount of salary or compensation to be paid to officers and employees of

the clearing house and make expenditures from its funds for the conduct of its busi-
ness. They shall make monthly financial reports to the finance committee.

Ninth. A finance committee, to consist of three members. They shall examine
the various accounts and vouchers, and, acting as a board of audit, the committee
shall report its examination to the governing committee. They shall also make exam-
inations of the condition of the gratuity fund.

Article XII.—New membership.

Section 1. The membership of the exchange shall not be increased except by
action of the governing committee, which shall prescribe the number of increase and
the (erms of admission. Such action shall be submitted to the exchange on the same
conditions as those prescribed for amendments to the constitution.

Sec. 2. The four clerlrships now existing shall expire when the persons whom
they now represent cease to be members of this exchange.
The cler>s shall be allowed- to do business only for the firms which they represent.
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Article XI II,

—

Eleclion to membership.

847

F.ECTiON ]. Tho election of members shall be made by ballot, and no person shall

be eligible who is not 21 years of age and a citizen of the United States at the time of

his application for admi-^sion. The applicant for admission must be proposed by at

least two members of the exchan;j;e to the governing committee, who shall consider

and act upon the application. The candidate shall at the time of his application

furnish written statement of having undergone medical examination of physical con-

dition by a physician designated by the governing committee. The name of the

applicant and of the parties proposing him shall be posted in the exchange from the

day he is proposed to the committee until the day of the election, unless unfavorably

acted upon by the governing committee. The name of the candidate must be pro-

posed at least 10 days preceding the election, and 15 blackballs shall exclude. In

the event of nonadmission, a new election for the same candidate shall not be held
within 30 days of the last ballot, nor be acted upon until 10 days from the date of

application.

Sec. 2. No person elected to membership shall be admitted to the privileges thereof

until he shall have signed the constitution of the exchange. By such signature he
binds himself and his estate to abide by the same and by all subsequent amendments
thereto.

Sec. 3. The members of the exchange, for the time being, shall be entitled to the

benefit of all contracts previously made in the name of or in behalf of the exchange,
and shall hold harmless and indemnify all former members of the exchange and their

estates under such contracts or this article.

Article XIV.

—

Dues and fines.

Section 1. The annual assessment on eachxaember shall be 150, payable in semi-

annual instalments, April 1 and October 1.

Sec. 2. Any member who shall neglect to pay his fines, dues, or any assessment

for the gratuity fund for three months after they becoine payable shall be reported

by the treasurer to the governing committee, who shall, after due notice to the delin-

quent, suspend said delinquent until said dues are paid. If the fines, dues, or assess-

ments of any suspended member are not paid at the end of one year after they become
payable, the membership of said suspended member may be disposed of by the gov-
erning committee.

Article XV.

—

Transfer of membership.

Section 1. The initiation fee of members admitted by transfer shall be $500, and
in all cases when the initiation fee shall not be paid within five days after the admis-
sion of a member and his notification by the secretary such admission shall be declared
void.

Sec. 2. Whenever any member wishes to transfer his membership, the name of

the party to whom he proposes to transfer shall be submitted to the governing com-
mittee, and his election shall be made by ballot, as provided in Article XIII.

Sec. 3. All contracts subject to the rules of the exchange made by a member pro-
posing to transfer his membership shall mature on the tenth day of the posting of notice
of the proposed transfer, and said member shall not be permitted thereafter to make
any contracts subject to the rules of the exchange pending the approval of the pro-
posed transfer by the governing committee.
This rule shall also apply in cases where a membership is disposed of by the gov-

erning committee.
Sec. 4. Upon any transfer of membership, whether made by a member voluntarily

or by the governing committee in pursuance of the provisions of the constitution, the
proceeds thereof shall be applied to the following purposes and in the following order
of priority, viz

:

first. The payment of all fines, dues, assessments, and charges of the exchanga, or
any department thereof, against a member whose membership is transferred.

Second. The payment of creditors, members of the exchange, or firms r?gist:r :d

thereon, of all filed claims arising from contracts subject to the rules of the exchange,
if and to the extent that the same shall be allowed by the governing committee. If

said proceeds shall be insufficient to pay said claims as so allowed in full, the same
shall be applied to the payment thereof pro rata.

Third. The surplus, if any, of said proceeds shall be paid to the person whose mem-
bership is transferred, or to his legal representatives, upon the execution by him or

them of a release or releases satisfactory to the governing committee
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The governing committee shall have powers, by rule or otherwise, to secure the ob-
s3rvance of the provisions of this article.

Sbo. 0. All unmatured debts or other obligations of a member, arising out of con-
tracts, subject to the rules of the exchange, shall become due and payable immediately
prior to the transfer of his membership; and all claims filed with the governing com-
mittee, founded upon contracts subject to the rules of the exchange, shall, if and to the
extent that the same are allowed by said committee, be liquidated, and paid pro rata

out of the proceeds of said membership upon consummation of the transfer.

Sec. 6. A member shall forfeit all right to share in the proceeds of a membership
unless he file a statement of his claim with the governing committee prior to the trans-

fer of such membership; but such claim, as allowed by the governing committee, may
be paid out of any surplus remaining after all other claims allowed by said committee
have been paid in full.

Sec. 7. Claims growing out of transactions between partners who are members of

the exchange shall not share in the proceeds of the membership of one of such partners

until after all other claims, as allowed by the governing committee, have been paid
in full.

Sec. 8. When a member dies his membership may be disposed of by the governing
committee

.

Sbo. 9. When a member is expelled, or becomes ineligible for reinstatement, his

membership may be disposed of forthwith by the governing committee.

Sec. 10. The e:jcpulsion or suspension of a member shall not affect the rights of

creditors, members of the exchange, or of firms registered thereon.

Article XVI.

—

Insolvent members; Suspension: Reinstatement; Claims of creditors.

Secpiom 1. A member who fails to comply with his contracts, or is insolvent, or

who is a partner in a firm registered Upon the exchange which fails to comply with
its contracts, or is insolvent, shall immediately inform the president, in writing, at the

secretary's office, that he or his firm is unable to meet their engagements, and prompt
notice thereof shall be given to the exchange. He shall thereby become suspended
from membership until, after having settled with his creditors or the creditors of his

firm, he has been reinstated by the governing committee.
Sec. 2. Whenever the president shall ascertain that a member has failed to meet his

engagements, or is insolvent, or that a firm registered upon the exchange has failed

to meet its engagements, or is insolvent, and that such member or such firm has
neglected to comply with the requirements of the preceding section, he shall announce
to the exchange the insolvency and suspension of such member or such firm.

Sec. 3. When a member who has been suspended for insolvency applies for rein-

statement he shall be required to furnish to the governing committee a list of his

creditors and a statement of the amounts originally owing and the nature of the settle-

ment in each case. The committee shall give notice for three consecutive days
through the president, and by posting the same in the exchange, of the time and place

of meeting to consider the application of the suspended member and the claims of his

creditors. Upon the applicant presenting proof, satisfactory to the committee, of his

settlement with his creditors the committee shall proceed to ballot for him. If he
fails to receive the approving vote of two-thirds of the entire committee, the appli-

cant shall be entitled to be balloted for at any three subsequent meetings of the com-
mittee, to be designated by himself; provided, however, that the four ballotings to

which the applicant shall be entitled shall be within one year from the time of his

first application for reinstatement. If, after four ballotings as aforesaid, the candidate
is rejected, he may appeal within 60 days thereafter to the exchange, whose action in

the case shall be final. If, at the balloting by the exchange, he receive 15 blackballs,
he shall cease to be a member of the exchange, and his name shall forthwith be stricken
from the roll, and his membership disposed of by the governifag committee.

Sec. 4. When a member who has been suspended for insolvency is reinstated all

debts incurred previous to his suspension shall cease at once to constitute a lien on
his membership.

Sec. 5. If any suspended member fails to settle with his creditors within one year
of the time of his suspension, his membership shall be disposed of by the governing
committee, and the proceeds distributed in accordance with the provisions of Article
XV. The governing committee may, by a two-thirds vote, extend the time for set-

tlement of such suspended member for periods not exceeding one year each.
Sec. 6. All members suspended for insolvency shall be required to file with the

secretary of the exchange, within .30 days after their suspension, a written statement
containing a list of their creditors in the exchange, and of the amounts owing to each.

Sec. 7. When a failure occurs in the exchange parties owing balances to the in-
solvent shall pay them over to the treasurer, who shall make up the accounts and pay
over a dividend to the creditors in the exchange.
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Article XVII.

—

Expulsion and suspension from membership.

Section 1. Unless otherwise specially provided, the penalty of suspension from

membership may be inflicted, and the period of suspension determined, by the vote

of a majority of the existing members of the governing committee; and the penaltjr of

expulsion from membership or of ineligibility of a suspended member for readmission

may be inflicted by the vote of two-thirds of the existing members of said committee.

Sec. 2. A member who shall be adjudged, by a two-thirds vote of all the existing

members of the governing committee, to be guilty of fraud or of fraudulent acts, shall

be expelled, and the president shall so declare; public announcement of the expulsion

shall be made to the exchange and the membership shall be forthwith disposed of by
the governing committee.

Sec. 3. Whenever it shall appear that a misstatement upon a material point has

been made by a member, upon his application either for membership or reinstate-

ment or extension of time, the case shall be considered by the governing committee,

and they, by a two-thirds vote of all the existing members of the committee, may
expel the member.

Sec. 4. Any member who shall be connected directly or by a partner, or otherwise,

with any organization in the city of Boston which permits dealings in any securities

or other property admitted to dealing in any department of this exchange, shall be
liable to suspension for a period not exceeding one year, or to expulsion, as the govern-

ing committee may determine.
Sec. 5. A member making a transaction with a nonmember in the rooms of the

exchange, either purchase, sale, or loan, in any security or property admitted^ to

dealings in any department of the exchange, or in money, shall be sulsject to suspension
fcr such period not exceeding one year as the governing committee may deem proper.

Sec, (1 A member who shall have been adjudged, by a majority vote of all the
existing members of the governing committee, guilty of willful violation of the consti-

tution of the exchange, or of any resolution of the governing committee regulating the
conduct or business of members, or of any conduct or proceeding inconsistent with
just and equitable principles of trade, may be suspendecl or expelled as the said com-
mittee may determine, unless some other penalty is expressly provided for such
offense.

Si5c. 7. The governing committee may, by a two-thirds vote of its members present,

require that a member of the exchange shall submit to the governing committee or any
standing or special committee tor examination such portion of his books or papers as

are material and relevant to any matter under investigation by said committee or by
any standing or special committee. Any memlier who shall refuse or neglect to com-
ply with such requirement, or shall willfiilly destroy any such required CA'idence, or
who, being duly summoned, in pursuance of a two-thirds vote of the members of the
governing committee present, shall refuse or neglect to appear before the governing
committee or any standing or special committee as a witness, or refuse to testify before
any such committee, may be adjudged guilty of an act detrimental to the interest or
welfare of the exchanae.
Sec S. The governing committee may, by a \'ote of a majority of all theii- existing

members, suspend from the exchange for a period not exceeding one year any member
who may be adjudged guilty of any act which may be determined by said committee
to he detrimental to the interest or welfare of the exchange.

Sec. 9. An accusation charging a member before the governing committee with
having committed an offense, or having violated the laws orregulationsof the exchange,
sliall be in writing; it shall specify the charge or charges against such member -with

reasonable detail, and shall be signed by the person or persons making the charge or
charges. A copy of such charge or charges shall be served upon the accused member
either personally or by leaving the same at his office address during business hours,
or by mailing it to him at his place of residence. He shall have 10 days from the date
of such service to answer the same, or such further time as the governing committee in
their discretion may deem proper. The answer shall be in writing, signed by the
accused member, and filed with the secretary of the exchange. Upon the answer
bein^ filed, or if the accused shall refuse or neglect to make an.swer as hereinbefore
required, the governing committee shall, at a regular or special meeting thereafter,
proceed to consider the charge or charges; if such meeting be a special meeting, notice
of the object thereof shall be sent to the me.mber8 of the committee. Notice of such
meeting shall be sent to the accused ; he shall be entitled to be personally present
thereat, and shall be permitted in person \o examine and cross-examine all the wit-
nesses produced before the committee, and also to present such testimony, defense,
or explanation as he may deem proper. After hearing all the witnesses and the.
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member accused, if he desires to be henrd, the governing committee shail determine
whether said member is guilty of tlie offense or offenses charged. If they determine
that the accused is guilty, the governing committee shall expel such member, or may
suspend him, as the case may be; the result shall l)e announced to the exchange by
the president, and a \vritten notice thereof served upon said member in the manner
hereinbefore provided. The finding of the governing committee shall be final and
conclusive.

Sec. 10. Should a member be accused before the governing committee of miscon-
duct, or of having committed an offense the penalty for which is limited to suspension
for a period of not exceeding 60 days, said committee may proceed summarily, and the
method of procedure required by the preceding section shall not apply. The accused
shall be summoned before the committee, informed of the nature of the accusation
against him, and afforded an opportunity for explanation by personal or other testi-

mony. If the committee shall determine by a majority vote of all their existing

members that the accused is guilty, they may, by a similar vote, suspend him from
membership for such period as the constitution provides.

Sec. 11. Whenever a member is suspended by tlie governing committee, announce-
ment thereof shall be made to the exchange, and such member shall be deprived
during the term of his suspension of all rights and privileges of membership, except
those pertaining to the gratuity fund.

Sec. 12. No member of the exchange shall be allowed to be represented by pro-

fessional counsel in any investigation or hearing before the governing committee or

any standing or special committee.
Sec. 13. Any member of this exchange who is interested in, or associated in busi-

ness with, or whose office is connected directly or indirectly by wire or other method
or contrivance with, any organization, firm, or individual engaged in the business of

dealing in differences or quotations on the fluctuations in the market price of any
commodity or security without a bona-fide purchase or sale of said commodity or

security in a regular market or exchange, shall, on conviction thereof, be deemed to

have committed an act or actd detrimental to the interest and welfare of this exchange.

THE GRATUITY FUND.

Article XVIII.

Every member of the exchange shall be subject to the conditions and entitled to
partake of the benefits of the plan providing for the families of deceased members as

hereinafter set forth.

Section 1. Every person who shall become a member of the exchange shall pay to

the treasurer the sum of 133.33 before he shall be admitted to the privilege of mem-
bership.

Sec. 2. Upon the death of a member of the exchange there shall be levied and
assessed against every other member the sum of 133.33, which shall thereupon become
a due from him to the exchange, and which shall be charged and collected as other
dues and fines are or may be then charged and collected.

Sec. 3. Assessments under the provisions of this article shall be made equally
against all members, either living or deceased, until the date of the transfer of their
memberships.

Sec. 4. The faith of the exchange is hereby pledged to pay, within one year after
proof of death of any member, out of the money collected under the provisions of this
article, the sum of f5,000, or so much thereof as may have been collected, to the per-
sons named in the next section, as therein provided, which money shall be paid as
a gratuity from the other members of the exchange, free from all debts, charges, or
demands whatever.

Sec. 5. Should the member die leaving a widow and no descendant, then the whole
sum shall be paid to such widow for her own use.
Should the member die leaving a widow and descendants, then one-half shall be

paid to the widow for her separate use and one-half to the children for their use, share
and share alike, provided that the share of minor children shall be paid to their guar-
dian, and that the issue of any deceased child shall be entitled to receive the share
which said child would have received if living, if of age directly, or if minors,
through his, her, or their guardian or guardians.
Should the member die leaving descendants and no widow, then the whole sum

shall be paid to the children as directed in the preceding paragraph to be done with
the moiety; but no adopted child shall share in the gratuity if the member leaves a
widow or descendants.
Should the member die leaving neither widow nor descendant, but an adopted

child or children, then the whole sum shall be paid to such adopted child or children,



REGULATION OF THE STOCK EXCHANGE. 851

the issue of any deceased adopted child to take the share which the parent would
have taken if living; provided that such adoption shall have been in such manner
and form as to be valid under the laws of the State of Massachusetts.
Should the member die, leaving neither widow, descendant, adopted child, nor

issue of a deceased adopted child, then the whole sum shall be paid to the same per-

sons who would, under the laws of the State of Massachusetts, take the same by rea-

son of relationship to the deceased member had he owned the same at the time of

his death; and if there be no such person, then the assessment levied in such case

shall be credited to those members of the exchange against whom it shall have been
chained, in reduction of their payments under this article.

In all cases a certified copy of the proceedings before a judge of probate shall be
accepted as proof of the rights of the claimants, be deemed ample authority to the
exchange to pay over the money, shall protect the exchange in so doing, and shall

release the exchange forever from all further claim or liability whatsoever.
Sec. 6. Nothing herein contained shall ever be taken or construed as a joint lia-

bility of the exchange or its members for the payment of any sum whatever, the
liability of each member at law or in equity bein^ limited to the payment of $33^^
only on the death of any other member, and the liability of the exchange being lim-

ited to the payment of the sum of $5,000, or such part thereof as may be collected,

after it shall have been collected from the members, and not otherwise.
Sec. 7. Nothing herein contained shall be construed as constituting any estate in

esse which can be mortgaged or pledged for the payment of any debts; but it shall

be construed as the solemn agreement of every member of the exchange to make
a voluntary gift to the family of each deceased member and of the exchange to the
best of its ability to collect and pay over to such family the said voluntary gift.

Sec. 8. All payments and assessments shall be charged against each member of

the exchange and shall be collected in the same manner and have the same priority

as all other fines, assessments, and dues. At the end of every six months after October
1, 1892, the governing committee shall be empowered to credit any portion of the
surplus income of the exchange which may have accrued or accumulated after the
25tn day of September, 1892, to the members proportionately, not exceeding |33^^
for each death which has occurred within the preceding six months.

Sec. 9. The provisions of this article shall not extend to any member whose con-
nection with the exchange shall have been severed by the transfer of his membership
whether the same is made voluntarily or involuntarily, nor to any member who now is

or hereafter may be expelled by the governing committee, but shall extend o sus-
pended members.

RULES FOR THE TRANSACTION OR CONDUCT OF BUSINESS.

Article XIX.

Section 1. The exchange shall be opened for the entrance of members, upon every
business day, at 9 o'clock a. m.
At 10 o'clock the chairman shall announce from the rostrum that the exchange is

open for the transaction of business; and it shall remain open for such purpose until 3
o'clock p. m., when the chairman shall similarly announce it closed.
On Saturdays the exchazige shall be closed at 12 o'clock m.
The exchange shall not be closed at any time between the hours above named ex-

cept by order of the governing committee.
Dealings upon the exchange shall be limited to the interval between the hours above

named, and a fine of $12.50 for each offense shall be imposed upon any member who
shall, directly or indirectly, make any transactions in stocks or bonds before or after
those hours, in the exchange or publicly in its vicinity.

Sec. 2. Dealing upon any other exchange in the city of Boston or publicly outside
of the exchange, either directly or indirectly, in securities listed or quoted on the
exchange, is forbidden, except at the auctions of the legally authorized auctioneers,
who are also members of the Boston Stock Exchange; any violation of this rule shall
be deemed to be an act detrimental to the interest or welfare of the exchange.

Article XX.

—

Bids and offers; stop orders.

Section 1. All bids and offers made and accepted in accordance with these rules
shall be binding.

Sec. 2. All offers to buy or sell securities shall be for 100 shares of stock or for
$10,000 par value of bonds, unless otherwise stated.

Offers to buy or sell specific amounts, other than as above stated, may be made
at the same time and may be independently accepted.
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Sec. 3. Bids and offers may be made only as follows: (a) "Cash," i. e., for delivery

upon the day of contract; (6) "Regular way," i. e., for delivery upon the business

day following the contract; (c) "At three days," i. e., for delivery upon the third

day following the contract; (d) "Buyer's" or "Seller's" options for not less than 4

days nor more than 60 days.
Bids and offers under each of these specifications may be made simultaneously, as

being essentially different propositions, and may be separately accepted without
precedence of one over another.

Bids and offers made without stated conditions shall be considered to be in the
"regular way."

Sec. 4. On bonds or similar securities bearing interest, the interest shall be com-
puted to the day of settlement on regular sales or on sales at three days, and at the

rate specified in said bond or security, unless otherwise agreed upon; and on time sales

interest borne by the security shall be computed to the day of sale, and thereafter

at the rate of interest agreed upon. Where interest-bearing bonds are taken "buyer's
option" and made "regular," the seller is entitled to one day's interest.

Bids or offers shall not be made at a less variation than the commission rates estab-

lished by the exchange.
Sec. 5. ^Vhere parties have orders to buy and orders to sell the same security, said

parties must offer said security, whether it be stock or bonds, at oue-eighth per cent
higher than their bid before making transactions with themselves, but such transac-

tions can not be quoted when objected to.

Sec. 6. Fictitious transactions are forbidden. Any member violating this rule

shall be liable to suspension for a period not exceeding 12 months.
Sec 7. No offers to buy or sell privileges to receive or deliver securities shall be

made publicly at the exchange, under penalty of a fine of $25 for each offense.

Sec. 8. Any member who shall attempt to sell securities below, or buy them above,
the market, with the manifest purpose of recording an extreme cruotation, shall be
adjudged guilty of conduct prejudicial to the best interests of the exchange, and
shall receive such penalty as may be deemed adequate by the governing committee.

Sec. 9. In order to reach stopped orders, unless otherwise agreed upon, there must
have been a sale of 100 shares at the fixed price. Fifty-share lots, or less, will be
reached by a sale of 50 or 100 shares.

It being understood, however, that a bid or offer making such sale possible shall
operate to put the stop in force.

Article XXI.

—

Contracts subject to the rules of the exchange.

All contracts of a member of the exchange or of a firm having a member of the ex-
change as a general partner, with any other member of the exchange or with any other
firm hav ng a member of the exchange as a general partner, for the purchase, sale,
borrowing, loaning, or hypothecation of securities, or for the boiTowing, loaning, or
payment of money, whether occurring upon the floor of the exchange or elsewhere
are contracts subject to the rules of the exchange.

Article 'XXW .—Contracts on time.

Section 1. On transactions for more than three days written contracts shall be
exchanged on the day following the transaction, and shall carry interest at 6 per cent,
unless otherwise agreed; on such contracts one day's notice 'shall be given, at or
before 2.15 p. m., before the securities shall be deliverable prior to the maturity of
the contract.

Sec. 2. All contracts falling due on holidays or half holidays observed by the
exchange shall be settled on the preceding business day, except that when two or
more consecutive days are holidays or half holidays; contracts falling due on other
than the first of such days shall be settled on the next business day.
Loans of money or securities made on the day preceding a holiday or half holiday

observed by the exchange shall mature on the succeeding business day, unless other-
wise specified

.

Akticle XXIII.

—

Deposits on contracts.

Section 1. In all contracts on time, deposits may be demanded by either party at
any time during the existence of the contract, viz: On all stocks sold for $50 per share
or more, |10 per share; between $25 and $50 per share, 20 per cent of the price of
sale; from $15 to $25 per share, $5 per share; under $15 per share, 30 per cent of the
price of sale.

In case of variation in market price of stocks bought or sold, a further deposit shall
be made if called for by either party to keep the margin good, according to the above
scale, during the existence of the contract.
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Sec. 2. The holder of a duebill issued for the dividend on stock contr£u:ted for

may require the maker of the duebill to deposit the full amount due thereon.

Sec. 3. Failure of either party to a contract to comply with a demand for a deposit

shall constitute a default; and the other party to the contract may report such default

to the chairman and instruct him to reestablish the contract forthwith by a new pur-

chase or sale "under the rule," and any difference arising therefrom shall be paid

to the party entitled thereto.

Written notice of intention to reestablish the contract shall be sent to the office

of the party in default.

Sec. 4. Unless otherwise mutually agreed, deposits on contract shall be made in

the City Trust Co. of Boston.

Article XXIV.

—

Failure to fulfill contracts.

Section I. When the insolvency of a member or firm is announced to the exchange,
members having contracts subject to the rules of the exchange with the member or

firm shall without unnecessary delay proceed to close the same. If the contracts

involve securities admitted to quotation upon the exchange the closing must be in

the exchange, either officially by the chairman, or by personal purchase or sale.

If the contracts involve securities not dealt in on the exchange, the purchase or sale

of such securities must be promptly made in the best available market. Should a
contract not be closed, as above provided, the price of settlement shall be fixed by
the price current at the time when such contract should have been closed under this

rule.

Sec. 2. Should any contract not be fulfilled on the day it becomes due, the party or

parties to whom it is due may, after giving written notice, not later than 2 o'clock p.m.,
employ the presiding chairman of the exchange to close the same in the exchange,
by purchase or sale, as the case may require. The said written notice shall be de-
livered at the office of the party to be notified. In case the office can not be found,
the notice may be delivered to the party in person, or may be read from the rostrum.
Sec 3. Every notice of intention to buy in or sell under the rule must state the name

of the original party who shall give the order to the chairman, and also the name of the
first party for whose account it is to be bought in or sold, so that successive parties in
interest can identify the purchase or sale when made by the chairman. When this
is done one purchase or sale by the chairman will be for account of each successive
party on the line who has been duly notified. It is not necessary for the chairman
to state all the successive names in order to make the one purchase or sale biiiding
on all.

Sec. 4. If the whole or any portion of a lot of notified stock in default is tendered
between quarter past and half past 1 o'clock p. m., at the office of the party to whom
it is due, it must be accepted and paid for. If the same is tendered at the rostrum
after half past 1 o'clock p. m., and before it has been bought in, each party to whom
it is due must accept and pay for it.

Sec 5. After a purchase or sale has been made under the rule, the party who gave
the order must promptly send a notification of the purchase to the party whose con-
tract has been closed. Notifications to successive parties in interest must be trans-
mitted without delay.
Sec 6. In all cases where the presiding chairman may be directed to buy or sell

securities under this rule, the name of the member defaulting, as well as that of the
member giving the order, shall be announced.
Sec 7. No order for the purchase or sale of securities under this rule shall be exe-

cuted unless made out in writing over the signature of the party giving the order, who
shall state the reason therefor; and it shall be the duty of the presiding chairiran who
executes the order to endorse thereon the name of the purchaser or seller, the price,
and the hour at which the contract is closed, and hand the same to the secretary of
the exchange, who shall, within 24 hours, ascertain whether the party for whose
account the order was given has paid the difference, if any, arising from the transac-
tion. If not paid, the secretary shall report the default to the president. The duty
devolved upon the presiding chairman of the exchange under this rule shall be per-
formed without charge. Purchases and sales under the rale are "cash."

Sec. 8. No party shall be permitted to supply offers to buy or sell securities closed
for his account "under the rule."
Sec 9. When a contract is closed under this rule, any action of the defaulter, direct

or indirect, by which the prompt fulfilment of such contract is delayed, hindered, or
evaded, to the deti-iment of the other contracting party, shall subject the offending
party to suspension for not less than 30 days, or expulsion, in the discretion of the
governing committee, by a vote of two-thirds of their members.
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Sec. 10. AMien contracts are closed out under the rule, any member supplying the
bid or offer, and not duly receiving or delivering the stock, as the case may be, renders
himself liable to prosecution under this article.

Sec. 11. Should any stock thus sold out not be delivered until the next day, the
contract shall continue; but the party defaulting shall be liable to pay such damages
as may be assessed by the governing committee.

Sec. 12. The same rules that govern defaults in other contracts shall apply to all

defaults in borrowed and loaned securities.

Sec. 13. ^Vhen money is loaned "on call," by one member of .the exchange to

another, the lender shall have the right to demand the payment of the loan any day
before 12 o'clock m.; and if the same be not paid at or before half past 1 o'clock p. m.
on that day, then the borrower shall be considered in default, and the lender shall have
the right to sell the securities, or so much thereof as may be necessary to pay the
loan, "under the rule," in the manner prescribed in the foregoing sections of this

article.

The same rule shall apply to the payment of time loans when due.

Article XXV.

—

Comparisons; liability on contracts.

Section 1. It shall be the duty of every member to report each of his transactions

as promptly as possible at his office, where he shall furnish opportunity for prompt
comparison.

Sec. 2. It shall be the duty of the seller to compare or to endeavor to compare
each transaction at the ofHce of the buyer, not later than one hour after the closing of

the exchange. Nothing in this article shall be construed to justify a refusal to com-
pare before the closing of the exchange.
Sec. 3. It shall be the duty of the buyer to investigate, before 10 o'clock a. m. of

the day after the purchase, each transaction which has not been compared by the
seller.

Sec 4. Neglect of a member to comply with the provisions of sections 1 or 2 hereof
shall render him liable lo a fine not exceeding $50, to be imposed by the committee
of arrangements.
Sec 5. Comparison shall be made bj- an exchange of an original and a duplicate

comparison ticket; the party to whom the comparison ticket is presented shall retain
the original, if it be correct, and immediately return the duplicate duly signed.
An exchange of clearing-house tickets shall constitute a comparison.

_
Sec. 6. Should a difference be discovered in an attempt to compare, the exact

liability of the disputants shall be promptly established by purchase, sale, or mutual
agreement.

Sec. 7. If an original party to a transaction gives up his principal, the latter shall
have the same duties in the matter of comparison as the original party.
Sec S. No comparison or failure to compare, and no notification or acceptance of

notification, shall have the effect of creating or of canceling a contract, or of changing
the terms thereof, or of releasing the original parties from liability.
Sec 9. No party to a contract shall be compelled to accept a substitute principal,

unless the name proposed to be substituted shall be declare<l in makir^ the offer and
as a part thereof.

Orders for the receipt or delivery of securities, issued by the clearinghouse, shall,
however, be binding and enforceable upon members or firms using the facilities of

the clearing house.
Sec 10. When written contracts shall have been exchanged the signers thereof

only are liable.

Article XXYI.—Payments for and delireries of stoch; transfers; bonds.

Section 1. In the delivery of stocks of corporations formed under the laws of Mas-
sachusetts or New York a certificate and iixevocable assignment, in the name of
satisfactory parties guaranteed by a member of the exchange, shall be considered a
good delivery; and of stocks incorporated elsewhere, certificates in the name of
satisfactory parties, with powers of attorney or other necessary documents. In case
the transaction exceeds 100 .'ihare,^. the purchaser shall not be required to receive
certificates of over 100 shares each. Detached powers of attorney or substitution
must be attested by a notary public under seal.
Sec 2. Wlien stocks are sold here in lots of less than 50 shares, and tliere is a transfer

office here and elsewhere, such stocks may be transferred here unless otherwise stipu-
lated at the time of sale; and no delivery of 8ti.)ck shall be deemed valid when the
transfer of said stock is made out of Boston, unless a satisfactory power of attorney or
certificate is furnished. In all transactions exceeding 100 shares, where the delivery
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is by certificate and power of attorney, the purchaser shall ha-\e the right to require

the delivery in lots of not more than ]00 shares each, and the seller shall have the

right to raake delivery in 1 00-share lots. This same rule shall apply to loan transactions

and to bonds in sums of $10,000 and multiples thereof.

Seo. 3. .Stocks and other securities offered for sale at the exchange must be of such a

description as are generally current in the market, and in the case of bonds, of not

more than $1,000 and jiot less than |500 eacli; it otherwise, it shall be so stated by the

seller when offering such securities for sale.

Sec. 4. Stocks or securities not included in either the listed or unlisted department

of the Boston or New York Stock Exchanges shall not be traded in on the floor of the

exchange.
Srx. 5. "Where parties have neglected to transfer stock before the books are closed

for a dividend, they may, on presentation of the certificate, demand of the party in

whose name it stands a duebill for such di-\'idend, f(.r which a charge may be exacted

of 1 per cent on the amount to be collected.

Sec. 0. Where stock has been loaned, and pending tVie loan a dividend has been
declared, the party borrowing the stock shall give a duebill for the dividend on the

day the books close, the same to be payable on the day the dividend, as declared, is

paid by the company.
Where odd lots of stock have been loaned or borrowed they can not be demanded

or returned while the books are closed, unless otherwise agreed upon, and the carry-

ing rate shall remain the same as that originally agreed upon.
Sec, 7. In sales of bonds or similar securities bearing interest, while payment of

either principal or interest, in cash, is refused by the company issuing said bonds or

securities, interest shall not lie computed in the settlement, but shall be charged
simply at the price agreed upon at the time of sale.

Sec. 8. All bonds upon which the interest is in default, and an^' of which the
coupons have been funded, either by an issue of scrip, preferred stock, or otherwise,

shall have all unpaid coupons attached, to constitute a good delivery, unless so stated

at time of sale.

Sec. 9, Borrowers of stocks shall be entitled to one day's notice, said notice being
given before 3 o'clock of the day previous to delivery, and lenders shall be entitled to

the same notice for the return of stocks; and any failure to respond to such notice shall

be considered a violation of contract.

Sec. 10. In all sales or contracts for delivery of securities between members of the
exchange, the party who is to receive the same shall not be bound to take them after

half past 1 o'clock p. m., but may postpone the payment, without being charged
interest, to the following day.

Sec. 11. Sales made when the transfer books are closed, in any but lots of 50 or 100
shares (which shall be delivered by certificate), shall be settled at the opening, unless
otherwise agreed upon, except when the opening occurs on Saturday or a holiday, when
they shall be settled the following business day, and shall carry interest at the rate of

6 per cent per annum, unless otherwise agreed upon. Any sales of odd lots, as above,
made on the business day next preceding the opening of the books, shall be considered
as regular sales and shall not carry interest.

Sec. 12. Reclamations for irregularities in deliveries of securities, when such irregu-
larities do not affect their validity, but only currency in market, will not be considered
valid unless made within 10 days from day of delivery.
When a proper reclamation is made for irregularity in delivery of stock, the claimant

may require from the seller the immediate delivery of a good certificate for the irregular
one.
The same rule applies to bonds and also to loaned securities.

Article XXVII.

—

Assessments; dividends; interest an^ rights.

Section 1. On the day of closing of the transfer books of a corporation for a dividend
upon its shares all transactions therein for "Cash" shall be "dividend on" up to the
time oflttcially designated for the closing of transfers; all transactions on that day other
than for "Cash " shall be "exdividend.^' •

Should the closing of transfers occur upon a holiday or half-holiday observed by the
exchange, transactions on the preceding business day, other than for "Cash," shall
be "exdividend."
Sec 2. The buyer shall be entitled to receive all interest, dividends, rights, and

privileges, except voting power, which may pertain to the securities contracted for,
and for which the transfer books shall close during the pendency of the contract.

^Vhen such contract shall mature before the official date for payment of such interest,
dividend, right, or privilege, the seller shall deliver a duebill therefor signed or in-
dorsed by him.
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When any assessment shall become due on stocks sold on time, the seller shall be
bound to pay such assessment; and the purchaser shall pay the amount, with inter-

est, when the contract becomes due.

Article XXVIII.—Clearing house.

Section 1. There shall be a clearing house for the purpose of acting as the common
agent of the members of the exchange in receiving and delivering such securitiea

as may from time to time be designated by the clearmg-house committee.

Sec. 2. Nothing in the conduct of the business of clearing shall attach any liability

to the exchange or to any member of the clearing-house committee, and delays on the

part of the clearing house shall not attach any liability to members who are clearing.

Sec. 3. The clearing-house committee shall designate from time to time the securi-

ties which shall be cleared, and, in all transactions in such securities, the deliveries

shall be made through the clearing house, unless otherwise specially stipulated in the

bid or offer or otherwise agreed upon.
Sec. 4. The "Rules for clearing" and the "Rules for dealing" adopted by the

governing committee, and all amendments thereto, shall be binding upon the members
of the exchange equally with the laws included in the constitution.

Amendments to "Rules for clearing" or to "Rules for dealing" may be adopted

by a vote of two-thirds of all the existing members of the governing committee, and

need not be submitted to the members of the exchange for approval.

Article XXIX.

—

Commissions.

Section 1. Commissions shall be charged and paid under all circumstances and

upon all transactions, both purchases and sales of securities dealt in upon the exchange.

Such commissions shall be at the rates hereinafter named, and such rates shall be in

each case the lowest commission that may be charged by any member of the exchange,
and shall be absolutely net and free from all or any rebatement, return, discount, or

allowance in any shape or manner whatsoever, or by any method or arrangement,
direct or indirect; and no bonus, percentage, or portion of the commission so estab-

lished shall be given, paid, or allowed, directly or indirectly, to any member, clerk,

or person for business sought or procured for any member of the exchange.
Sec 2. On all business for parties not members of the exchange, including joint-

account transactions in which a nonmember is interested, transactions for partners not
members of the exchange, and for firms of which the exchange member or members
are special partners only, the commission charge shall be at the rates hereinafter
named. Upon the death of a member, the governing committee may, for a period of

60 days, allow other members to execute orders on the floor of the exchange for the
firm of which the deceased was a partner at the time of his death, for the usual clearing
comm ission—namely

:

Bonds, on the par value, one-ei9;hth per cent (Government bonds are exempt from
the regular rates); bank stocks and trust company stocks, per share, 25 cents; insurance
stocks, per share, 25 cents; textile manufacturing stocks and real estate trust stocks,

one-fourth per cent on par value (when the above stocks are selling at double their

par value, the commission on them shall be doubled); mining stocks, selling at $300
or over per share, 25 cents; selling below $300 and at .§10 or more per share, 12J cents;

^ selling below $10 and at $1 or more per share, 6} cents; selling below $1 per share, $1
per 100 shares or any part thereof; all other stocks, selling at $300 or over per share,

25 cents; selling below $300 or at $5 or more per share, 12J cents; selling below $5 and
at $1 or more, 6i cents; selling below 51 per share, $1 per 100 shares or any part thereof.
On all business for members of the exchange, not less than one-fourth the above

rates, excepting only such transactions in which one member or firm merely buys or
sells for another, giving up his principal before 3.30 o'clock p. m. on the day of the
transactions, in which cases the commission charge shall be not less than at the rate
of $2 per 193 shares for stocks other than mining, selling at $5 or over; $1 per 100 for
stocks selling below $5, and at $1 or more; 50 cents per 100 when selling below $1;
and on all bonds one-fiftieth of 1 per cent on the par value. On mining stocks, above
rates are the same, except for stocks selling below $10 and at $1 or more, when the
rate is $1 per 100 shares.

The charge for clearing stocks selling under $1 per share, 50 cents per hundred.
On all business for members of the exchange, not less than one-fourth the above

rates, excepting only such transactions in which one member or firm merely buys or
sells for another, giving up his principal before 3.30 o'clock p. m. on the day of the
transactions, in which cases the commission charge shall be not less than at the rate
of %2 per 100 shares for stocks, selling at $5 or over; $1 per 100 for stocks selling below
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$5, and at $1 or more; 50 cents per hundred when selling below $1; and on all bonds
one-flftieth of 1 per cent on the par value. On mining stocks, above rates are the
same, except for stocks selling below $10 and at $1 or more, when the rate is $1 per
100 shares.

The charge for clearing stocks selling under $1 per share, 50 cents per hundred.
Sec. 3. Any firm having for one of its general partners a member of the exchange

shall be entitled to have its business transacted at the reduced rates of commission
hereinbefore prescribed for members. But nothing in this article shall be construed
to allow or permit a niember of this exchange to confer this privilege upon more than
one firm at any one time.

Sec. 4. A proposition for the transaction of business at less than the minimum rates
of commiasion herein provided shall constitute a violation of this article.

Sec. 5. A member suspended by the governing committee shall not, during the
time of his suspension, be entitled to have his business transacted at member's rates
of commission.
A member who is in suspension by reason of insolvency may have his business

transacted at member's rates.

Sec. 6. If the governing committee shall, by a majority vote of all their existing
members, determine that a member of the exchange has violated the provisions of
this article, they shall suspend such member for the first offense for such period, not
less than one year nor more than five years, as a majority of the members of said com-
mittee present may determine. A member adjudged guilty of a second offense by a
majority vote of all the existing members of the governing committee shall be expelled
by a like vote.

Article XXX.

—

Office address; partnerships; branch offices; deceased members leaving
no partner.

Section 1. Every member shall register with the secretary an address, and sub-
sequent changes thereof, where notices may be served. The registered address of

every member transacting business upon the exchange must be in its vicinity.

Sec 2. When a member shall form a partnership he shall immediately register the
same with the secretary; ofHcial announcement thereof shall be made to the exchange
and notice posted upon the bulletin for 10 days. Notice of dissolution of partnership
must be given in like manner.

Sec. 3. No person shall be eligible to either general or special partnership in more
than one registered firm at the same time.
Sec 4. No member of the exchange shall be allowed to take as partner any sus-

pended member thereof, during the period of his suspension, or to form a partnership

with any insolvent person, or with any person who has previously been a member of

the exchange against whom any member holds a claim arising out of transactions

made during the time of such membership, and which has not been settled or released

in accordance with the laws of the exchange, nor with any person whose connection

with the exchange may have been severed by reason of violation of the constitutiDU.

Sec 5. A member of the exchange who is a general partner in a firm represented

thereon is liable to the same discipline and penalties for any act or omission of said

firm as if the same were committed by him personally; but the governing committee
may, in their discretion, by a vote of not less than 12 members, relieve him from the

penalty therefor.

Sec 6. Members may, by the consent and approval of the committee of arrange-

ments, establish branch offices. Such oflfices must be in charge of either a partner or

of a manager or clerk acceptable to said committee.
The member or firm establishing a branch office shall register it with the secretary

of the exchange, and shall be directly responsible for the conduct of its business.

This privilege, however, can only be conferred upon a branch house when estabhshed

under the same name as the parent firm and in which the partners and their respec-

tive interests are identical with those of the parent firm.

The managing clerk and all other employees must be paid fixed salaries, not varying

with the business.
No agents for the solicitation of business shall be employed on any other than the

foregoing basis.
Sec. 7. Whenever it shall appear to the governing committee that a member has

formed a partnership, or estabhshed a branch office, whereby the interest or good

repute of the exchange may suffer, the committee may require the dissolution of

such partnership, or the discontinuance of such branch office, as the case may be.

Sec. 8. Any member failing to comply with any requirement of this article or with

any requirement of the governing committee in regard thereto, shall be liable to

suspension fpr a period not exceeding one year.
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Sec. 9. If a member, with contracts outstanding, dies leaving no partner, any
demand, call, requirement, or other notice at any time relating thereto maybe delivered
at his registered address or to the presiding chairman of the exchange, with the same
effect as against his estate, as though he had not deceased and it had been delivered
to him.

Article XXXI.

—

Disorderly conduct.

Section 1. Indecorous language, or an act subversive of good order and decorum,
or serious interference with the personal comfort or safety of another person is forbidden.
Any member who shall violate this rule within the limits of any department of the
exchange may be fined by the chairman, or by the committee of arrangements, in
a sum not exceeding |50; or upon complaint made may be summoned before the
governing committee and suspended for a period not exceeding 60 days.

Sec. 2. Betting, or offering to bet, upon the floor of the exchange is forbidden. A
member violating this rule shall be subject to the penalties prescribed in the pre-
ceding section of this article.

Sec. 3. If any member injures or destroys property of the exchange it shall be
repaired or replaced under the direction of the committee of arrangements, and the
expense charged to such member in addition to any fines which may be imposed for

the offense.

Sec. 4. Members will be held responsible for the conduct of their employees in

the rooms of the exchange, and anyone offending against good order and propriety
shall be permanently expelled from the room.

Article XXXII.

—

Meetings.

Section 1. When any special meeting of the exchange shall be appointed, a fine

of $5 for uonattendance may be imposed on the resident members by the presiding
officer.

Sec. 2. No member shall speak more than twice on any question under discussion
by the exchange without permission from the presiding ofiicer, nor shall any member
interrupt another while speaking.
Sec 3. The presiding oflBcer shall not participate in any discussion arising in the

exchange while occupying the chair. '

Sec 4. When the exchange shall be assembled for the transaction of business other
than dealing in securities, 50 members shall be necessary to a quorum except when
the question is the overruling a decision of the governing committee or an alteration
of the constitution. In these cases 75 members shall be necessary for a quorum.

Article XXXIII.—Boohs for constitution anArules.

The constitution and rules of the exchange shall be recorded in books to be pro-
vided therefor.

Article XXXIV.

—

Alterations of the constitution.

All alterations of the constitution of the exchange shall be made by a vote of two-
thirds of the members present at a special meeting held for the purpose, and, if ap-
proved by two-thirds of the members present, they shall stand as the law of the asso-
ciation. In this case 75 members shall be necessary for a quorum, but no alteration
of the article about the gratuity fund shall ever be made Which shall impair in any
essential particular the obligation of each member to contribute to the provision for
the families of deceased members to the amount of 133-^ apiece in case of each death

Clearing house.—kt the close of business the clearing house committee will establish
the settling prices for the day. These will be sent over the tickers, and also posted in
the exchange.

It shall be the duty of the seller to send to the buyer before 4 p. m. , and on Saturday
before 1 p. m ,

a white thicket according to prepared form, which shall state that the
seller has sold and will deliver certain securities at stated prices to the buyer through
the clearing house. The buyer shall return a blue ticket making a corresponding
statement. This renders further comparison unnecessary. Parties to a loan of securi-
ties -nail exchange tickets m time for delivery to the clearing house. These tickets
are to be delivered, with the statements hereafter described, to the clearing house
At or before 11 a. m. on each business day, except Saturday, every member having

business with the clearing house must send in a statement on the prescribed blanks



REGULATION OF THE STOCK EXCHANGE. 859

properly tilled out and balanced, showing the securities to be received and delivered
whether bought, borrowed, sold, or loaned. This will show the names of parties to
each transaction and price of same. All entries of one kind of security should be put
imder each other for the convenience of the clearing house. The balance of stock
which each statement calls for must be carried out at the settling price.
With this statement must be sent the bills or check (certified check for all sums of

5500 and over) for any difference shown by the statement as due the clearing house
At 12.30 p. m. the clearing house will pay all differences due to members. At the
same hour, at the clearing house, it will notify each member to whom securities are
to be delivered, and of whom to be received.

Should a check of any member be returned not good the treasurer of the exchange
will give his check for it, and hold the amount as a first lien against the membership
of said party.

The clerk of the clearing house shall report to the clearing house committee all cases
of errors or delay in preseuting statements.
The clerk, under the direction of the clearing house committee, shall impose a fine

of $1 for each error in calculation or nonverification by ticket, and of $5 for each error
in the number of shares of stock on the statements, or for putting shares on the wrong
side of the statement. Where statements or differences are presented after the hours
specified, fines shall be imposed as follows: On payments due and on each statement,
$5 for each 10 minutes' or part of 10 minutes' delay, up to the expiration of one hour,
when the statement shall be tlirown out and notice given to the parties interested.
A charge of 2 cents will be made on each side of the statement on each 50 or 100

shares of stock, and on each lot of 5,000 or 10,000 bonds or part thereof cleared (exclu-
sive of balances).

It is imderstood that statements will be presented at the clearing house as early as
possible to facilitate its business. At the discretion of the clearing house committee,
a fine may be imposed, not exceeding $250 on firms constantly taking advantage of
the time limit.

When one of the parties to a clearing house transaction refuses to exchange com-
parison forms and make settlement according to contract, the other party may enter
such transaction on their "Clearing statement," and send to the clearing house their
own comparison form with a notice as to the action taken.
The party first named above will be notified, and must accept the allotments as

arrived at by the clearing house and will be subject to a fine of not exceeding $500
for not conforming to the rules of the stock exchange.
The clerk shall account to the treasurer monthly for all receipts from charges and

fines.

No member of the exchange who is a partner in a firm shall clear stock through the
clearing house except in the name of the firm.

When parties are respectively either to pay for or deliver securities on clearing
house orders, said payment or delivery must be made not later than 1.30 p. m. If

said payment or delivery be not made at that hour, then the party who has failed

respectively to receive his securities, or to receive payment for securities, shall notify
the delinquent in writing, after which the presiding officer shall be authorized on
request in writing to buy in or sell out far cash said securities, and the net loss must
be paid by delinquent before 2.30 p. m. under penalty of being declared insolvent.

If the delinquent shall prove to be insolvent, then the net loss shall be paid by those

parties having original transactions on the insolvent's statement, whose transactions

would show a loss had their settlements been made ex clearing house at the average
of sale or purchase by the presiding officer; said loss must be divided pro rata, pro-

vided, however, all claims for loss must be made to the clearing house committee on
the same day the loss was made. Any balance which may have been paid by the
clearing house to an insolvent on his statement for that day shall be refunded by the
treasurer of the stock exchange to the clearing house, and shall constitute a prior lien

on the membership of said member.
Nothing in the above shall be held to attach any liability to members for delays

arising in the clearing house.
Charges and fines may be changed by a two-thirds vote of the governing committee,

and they shall have power to determine and establish any changes necessary in the
conduct of the clearing-house department.
Blank statements and tickets will be furnished by the clearing house, the former

at 1 cent each, the latter at about cost. This will provide uniform blanks for all,

will furnish a slight revenue to the clearing house, and yet the charge will be suffi-

cient to prevent waste.
Only lots of 50 and 100 shares shall be entered at the clearing house, and the former

only when the seller is prepared to deliver 50's, or has bought stock in that denomi-
nation .
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Transactions in the securities of any company for settlement at
'

' opening of trans-

fer books" or in securities "when issued" must be considered for "clearing" unless
otherwise specified at time of sale, as a "clearing" will take place when in the judg-
ment of the clearing-house committee the number of transactions warrants such action.

It is provided that all balances of stock are carried out on the statements at the
settling prices; it follows that all deliveries will be at these uniform prices. These
prices do not change any values, but are necessary that the account can be balanced
and the cash difference ascertained. If there is no balance of stock, both sides being
equal, the statement is cleared by a simple payment of the cash difference, as shown
by the account.

It is evident that a member puttin" a statement into the clearing house on which
the stock balances, and having settled his cash differences though he afterwards fail,

his deliveries are all practically made.
The clearing house has no effect on contracts—merely makes the deliveries of the

stocks.

The clearing house at the end of the day has no balance in bank of any account.
The cash entries of differences must balance, and if any check given for differences

is returned not good, the treasurer of the exchange gives his check for it, and charges
it against the member's membership as a first lieu. The only balance in bank to

the credit of the clearing house is from the fines that are made.
No person can sign or indorse a clearing-house check except the clerk and the

chairman of the clearing-house committee.
Charges and fines must be paid on Monday of each week according to bills rendered.

Members only.—Except as approved by the committee of arrangements, none but
members shall be allowed on the floor of the exchange.

Advertising.—In future the publication of an advertisement of other than a strictly

legitimate business character by a member of the exchange shall be deemed an act
detrimental to the interest and welfare of the exchange.

Violations of the commission law.—Transacting or offering to transact business in

grain, produce, cotton, or other commodities, without commission or for a nominal
commission, by any member of this exchange or firm represented therein, for a cus-
tomer dealing in securities dealt in at the exchange, is a method or arrangement for

rebatement of commissions, and is a violation of the commission law.
Giving or offering to give reciprocal business in grain, produce, cotton, or other com-

modities dependent upon the amount of stock exchange business received is a method
or arrangement for rebatement of commissions, and is a violation of the commission
law.

Any agreement or arrangement entered into between a member or his firm and his
or their customer whereby special and unusual rates of interest are stipulated for, or
money advances upon unusual terms are made a condition, in connection with the
conducting of an account, with intent thereby to give special or unusual advantages
to such customer for the purpose of securing his business, shall be deemed to be a viola-
tion of Article XXIX of the constitution, commonly known as the "commission law."

Dealings for employees.—The taking of orders, negotiating of loans, or carrying an
account of an employee of a member of the exchange by a member or firm, members
of the exchange, without the written consent of his employer, is an act detrimental to
the interest and welfare of the exchange.

Stock list.—Whenever it shall appear to the committee on stock list that the out-
standing amount of any security listed upon the stock exchange has become so reduced
as to make inadvisable further dealings therein upon the exchange the said committee
may direct that such security shall be taken from the list and further dealings therein
prohibited.

The employment of elerhs.—The employment of a clerk or clerks in a nominal posi-
tion because of the business obtained by such clerk or clerks for their employer is a
violation of the rules—Articles XXIX and XXX.
Final comparisons of insolvent accounts.—For verification of accounts rendered

under Article XV, sections 5 and 6, it shall be the duty of members having accounts
with an insolvent member to send to the treasurer and secretary each on the day
such membership- is posted for transfer or application is made for reinstatement the
amount of the balances as originally rendered, whether debit or credit.

'

RESOLUTIONS ADOPTED BY THE GOVERNING COMMITTEE.

[Wire connections, to take effect on May 1, 1902.]

April 17, 1902.
First. That hereafter no member of the stock exchange, and no firm of which suchmember is a partner, shall establish telephonic or telegraphic wire connection between

the office of such member or firm and the office of any firm or individual not a mem-
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ber of the stock exchange transacting a banking or brokerage business, unless appli-
cation therefor shall first be made to the comnuttee of arrangements, and shall have
been approved by them.
Second. Every such telephonic or telegraphic wire connection which shall be so

authorized b)f the committee of arrangements, as well as all existing telephonic or
telegraphic wire connections of the same character, shall be registered with the com-
mittee of arrangements, who shall make such regulations governing the matter as
they shall deem necessary.

Third. That the committee of arrange.ments shall have power, at any time, in their
discretion, to order any connection of the character described in these resolutions to
be discontinued.

Fourth. While the members of the stock exchange may connect their offices by
wire with the offices of nonmembers, in accordance with the provisions of these reso-
lutions, and pay for such wire connection, nevertheless no such member shall directly
or indirectly, by himself or through his firm, pay the cost of telegraph operators or
any other expense pertaining to nonmembers' offices.

Fifth. No office in the city of Boston of any member of the stock exchange, or of
any firm of which such member i^ a partner, shall be connected by telegraphic or
telephonic wire with any point outside of the city of Boston, unless such wire shall
be fiu-nished by a telegraph or telephone company approved by the committee of
arrangements.

Sixth. Any member violating any provision of these resolutions, or any regulation
made by the committee of arrangements in pursuance thereof, shall be deemed to be
guilty of an act detrimental to the interest and welfare of the exchange, and may be
proceeded against under, and shall be subject to, the provisions of Article IX of the
constitution.

March 2, 1910.

On and after this date bids for and offers of stock in lots greater than 100 shares,
if not made with the specified condition of "any part" or "in SO's or lOO's," shall
always mean "in 100-share lots.'

[Adopted Apr. 6, 19 10.]

April 7, 1910.

1. No quotation on stocks that have been "stopped" will be permitted under any
circumstances.

2. Any conditional offer to buy or sell two lots of the same security at a combined
price which would be at lees variation than the commission rates shall be considered
a violation of the second paragraph of section 4, Article XX of the constitution.

3. In considering sections 2 and 3, Article XXV of the constitution, "comparisons,"
it was the sense of the committee that the failure of the seller to compare promptly
does not relieve the buyer fi-om his duly to make comparisons after a reasonable
time has elapsed..

4. "A member offering to buy or sell any part of 100 shares or 10,000 bonds shall

be understood to have offered to trade in 100 shares or 10,000 bonds or any part, thereof.

An odd-lot transaction between others shall cut off hia bid or offer for odd lots only.

A purchase or sale of any part of his stock necessitates the renewal of his bid or offer."

5. "Yes" shall be construed as constituting a purchase only.

6. Eveiy acceptance of a bid or offer made too late to secure the trade shall be
construed as a bid or offer.

[Adopted May 4, 1910.)

May 7, 1910.

That in future all advertising in the public press, or by circular, offering to buy or

sell bonds or stocks which are listed on the exchange must be first refen-ed to the

committee on commissions for approval. This does not apply to letters.

Terms used in this order shall be construed as follows

:

"Circular" shall include all offerings or bids for securities listed on the Boston

Stock Exchange where the communication in regard to the same is made by impress

by a printer, or by a multigraph or similar device.

"Letter" shall include all offerings or bids for securities listed on the Boston Stock

Exchange, and the communication in regard to the same may be written longhand, or

individual typewriter, and signed by a member of the firm issuing same, or by a duly

authorized agent.
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[Adopted June 1, 1910.]

Junk 2, 1910,

The resolution adopted by the governing committee on May 4, 1910, making it

necessary for members to submit for approval to the committee on commissions all

advertisements and circulars is this day suspended. It is felt that the above rule has

fulfilled its purpose in emphasizing what the committee believes to be for the best

interest of the exchange, and that hereafter the matter can be left to members subject

to rule "Advertising,'" page 73, of the constitution.

In future a copy must be sent to the secretary of the exchange of all circulars offering

to buy or sell securities listed on this exchange sent out by members.

[Adopted June 1, 1910.]

June 2, 1910.

That the taking or carrying of a speculative account, or the making of speculative

transactions in which a clerk of a bank, trust company, or insurance company is

directly or indirectly interested without the consent in writing of the employer shall

be deemed an act detrimental to the interest of the exchange.

April 5, 1911.

The committee on commiasions are instructed to recommend the rate of interest

upon sales made when the transfer books are closed, and publicly post the same.

[Adopted Mar. 5, 1913.]

March 6, 1913.

That no stock-exchange member, or member of a stock-exchange firm, shall give, or

with knowledge execute, orders for the purchase or sale of securities which would
involve no change of ownership.
The punishment for this offense shall be as prescribed in section 6 of Article XX of

the constitution.

[Adopted July a, 1913.J

July 3, 1913.

That the acceptance and carrying of an account for a customer, either a member or a

nonmember, without proper and adequate margin may constitute an act detrimental
to the interest and welfare of the exchange, and the offending member may be pro-

.

ceeded against under section 8 of Article XVII of the constitution.

[Adopted Jan. 7, 1914.]

January 8, 1914.

That in future a copy of all general circulars relative to securities or methods of deal-
ing in securities shall be sent to the secretary of the exchange at the time of issue.

EXHIBIT S.

APPLICATION TO LIST BONDS, BOSTON (MASS.) STOCK EXCHANGE.

STATEMENT OF COMPANY.

1. Name of company,
2. Purpose for which organized, .-

3. Date of incorporation,
4. Under what State laws incorporated? If under special legislative act give date

of the same; also give references to any special legislation affecting the corporation.
5. Amount of bonds authorized (of issue to be listed),

.
6. Amount of bonds issued (of issue to be listed, denomination, and numbers),
7. Amount of bonds to be listed under this application (state issue, denomination,

and numbers),
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8. Amount or these bonds unissued for what purpose reserved (state denomination
and numbers) i lerms of issue of additional amounts?

9. For what purpose were these bonds issued?
10 What consideration was received for bonds to be listed under this applica-

tion? ^^

11. Are any of these bonds pooled or held under any agreement as to sale'
12. If bonds are convertible into stock, file certified copy of the action of stock-

holders and directors authorizing issue and reservation of stock to be held specifically
for such conversion. t j

13. Amount of authorized capital stock:
Common
Preferred,

14. Amount of capital issued;
Common,
Preferred ,

15. Amount listed, or whicli it is intended to list;

Common, shares.
Preferred, shares.

16. Amount unissued for what purpose reserved;
Common, shares.
Preferred, shares.

17. Par value of shares,
18. Amount paid in on each share, and in what manner paid (stating amount paid

for the property),
19. Is stock assessable?
20. Dividend record,
21. Location of principal office,

22. Name and address of trustees,
23. Location of transfer office for registered bonds,
24. Names of officers,

25. Names of directors and tenure of office
26. Date and place of annual meeting (end of fiscal year),
27. Remarks to cover any other point not specified above,

PAPERS WANTED.

[Each exhibit shall be separately made up and marlied with the proper letter and be inclosed in envelope
marked with corresponding letter: all copies of deeds must be certified by register of deeds where recorded;
copy of charter must be certified by secretary of state where incorporated; all other certifications must
be made by a notary public (whose commission shall be certified by the secretary of state), who must
state that he has compared the copy with original and that it is correct.)

Exhibits.

A. Description and location of property, with map, if any.
B. Last report of company's treasurer or directors.

C. Copy charter, certified by secretary of state; copy of by-laws, certified by notary
public.

D. Copy of court records, if any, certified by a notary public.
E. Copjr of deeds, if any, when required, certified by register of deeds.
F. Detailed statement of present financial condition of company (showing debts

and resources), certified by a duly authorized public accountant.
G. Letter from transfer agent of bonds accepting office.

H. Letter from counsel (not an officer or director of the corporation) in re legality
of incorporation; also legality of mortgage or other document securing bonds to be
listed, and statement that the same has been properly recorded; also opinion on
guaranty, if any.

I. Copy of bond {cancelled).
J. Copy of authority for issuing bonds to be listed, certified by a notary public.

K. Copy of mortgage or instrument securing bonds to be listed, certified to by the
proper recording officer.

L. If bonds replace a prior issue, proper evidence of the satisfacton of such prior
lien.

M. Detailed statement of all bonded indebtedness and full description of bonds
to be listed, stating whether issued in coupon form, amount of issue, date of issue,

the maturity, denomination, numbers, whether payable in gold or currency, rate of
interest, when payable, place of payment, provisions for registering, whether bonds
are subject to earlier redemption by sinking fund or otherwise, terms of converti-

bility, full statement of any guaranty or other agreement affecting bonds.



864 REGULATION OP THE STOCK EXCHANGE.

Trust organizatione must also send a copy of the deed of trust.

In making this application it is hereby agreed as a condition precedent to the list-

ing of bonds that the company or association shall

—

(1) Furnish to this committee at any time, on demand, such reasonable imforma-
tion of its general condition as may be required, and that a failure to give such infor-

mation of its general condition as may be required, and that a failure to give such
information shall subject the company to the penalty of having its bonds stricken

from the list.

(2) Publish at least once every year, on or before the date of the annual meeting,

a detailed statement of its physical and financial condition, together with an account
of its income and expenditures and a balance sheet, and also include an income
account and balance sheet of subsidiary companies.

(3) Give the Boston Stock Exchange reasonable notice, satisfactory to the listing

committee, of any intended increase of the funded debt of such corporation or asso-

ciation.

The Boston Stock Exchange reserves the right to strike any security from the list

at any time.
To each of the foregoing and following sheets and to the exhibits inclosed in the

envelopes the secretary has affixed his signature for the purpose of identification.

The above-named Co. hereby applies to have the bonds mentioned
in question "7" above listed on the Boston Stock Exchange, and the undersigned
hereby certify that the answers given by them above and in the papers hereto annexed
or referred to are true, to the best of theix knowledge and belief.

, President.

, Secretary.

State of

191-.

Then personally appeared and and made oath that they
are respectively president and secretary of the above-named company and that the
foregoing statement subscribed by them is true, before me,

, Notary Public.

We, the undersigned, members of the Boston Stock Exchange, recommend the
listing of the within-mentioned bonds.

(To be signed by two members in good standing.)

ENGRAVED CERTIFICATES REQUIRED.

The face of every bond, coupon, or certificate of stock must be printed from steel
plates which have been engraved in the best manner, with such varieties of work as
will afford the greatest security against counterfeiting.

_
For each document or instrument there must be at least two steel plates, viz: A

tint plate, from which will be priiited an antiphotographic color, so arranged as to
underlie important portions of the face printing, and a face plate containing the
vignettes and lettering of the descriptive or promissory portion of the document, to
be printed in black, or in black mixed with a color.
These two printings must be so made upon the paper that the combined effect of

the whole, if photographed, would be a confused mass of lines and forms, and to effec-
tually secure against counterfeiting by scientific or other processes, and the imprint of
each denomination of bonds shall be of such distinctive appearance and color as to
make it readily distinguishable from other denominations and issues.
This above rule includes certificates of deposit.
In certificates for 100 shares, the figures must be engraved upon their face, and cer-

tificates for less than 100 shares must be printed in a different color and the words
Certificate for less than 100 shares" must be engraved upon the face

tion,

[Indorsement on back.]

Boston Stock Exchange. Bonds. Statement of Co Date of awnlica-
an, ' ^

The listing committee will meet on the first Tuesday in every month at 3 15 p mAn application signed by the president and the secretary of the corporation must
be filed with the secretary of the stock exchange on or before the Tuesday prior to
the date set for consideration.
Every original application for listing securities must be accompanied by a check for

the amount of $250 for $5,000,000, or any portion thereof, of the par value of securities
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presented for listing; $50 more for each additional $1,000,000 or portion thereof up to
$10,000,000, inclusive. For listing additional amounts $25 for each additional
$1,000,000 or portion thereof. Said check should be drawn to the order of the treas-
urer of the Boston Stock Exchange and will immediately become the property of the
exchange.

It is required that a sample of each issue of stocks or bonds sought to be listed
shall be referred to the committee for acceptance as to form, character, and work-
manship prior to application for their listing. No form of stock certificate or bond
will be accepted unless it has been carefully en^aved by some bank-note engraving
company, whose work the committee on stock list has been authorized by the gov-
erning committee to accept for admission to the list.

EXHIBIT T.

APPLICATION TO LIST STOCKS, BOSTON (MASS.) STOCK EXCHANGE

STATEMENT OF COMPANY.

1. Name of company,
2. Purpose for which organized,
3. Date of incorporation,
4. Under what State laws incorporated? If under special legislative act give date

of the same; also give references to any special legislation affecting the corporation.
5. Amount of authorized capital stock:

Common,
Preferred,

6. Amount of capital issued:

Common,
Preferred,

7. Amount to be listed under this application:

Common, shares.

Preferred, shares.

8. Amount unissued for what purpose reserved, and options or contracts on such

Common, shares.

Preferred, shares.

9. Par value of shares,

10. Amount paid in on each share, and in what manner paid (stating amount of

stock paid for the property); if an additional issue state application of proceeds.

11. Is stock assessable?
12. Dividend record,
13. Is any of this stock pooled or held in trust or in escrow? Full particulars

required. Voting power? Whether personal liability attaches to ownership? Cumu-
lative or noncumulative, preferences as to dividends, distribution of assets and retire-

ment?
14. Location of principal office,

15. Location of transfer office and name of transfer agent,

16. Place of registration,

17. Names of officers,

18. Names of directors and tenure of office,

19. Date and place of annual meeting (end of fiscal year),

20. If mining company state location and proximity to railway or other common
carrier; what amount has been expended on surface and what amount has been
expended underground; what is the capacity of mining, milling, and all other

machinery.
21. Remarks to cover any other point not specified above,

30578—14 55
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PAPERS WANTED.

[Each exhibit shall be separately made up and marked with the proper letter, and be inclosed in envelope
marked with corresponding letter; all certifications made by a notary public (whose commission shall
be certified by the Secretary of State) must state that he has compared the copy with original and that
it is correct; all mining companies must furnish deeds or certified copies thereof; also original or certified
copy of expert's report as to present value and development of property.]

Exhibit.

A. Description and location of property, with map, if any.
B. Last report of company's treasurer or directors.

C. Copy of charter, or articles of incorporation, certified by secretary of state where
incorporated.

D. Copy of by-laws attested by secretary or clerk of corporation, sealed with seal of

company.
E. Certified copy of court records, if any, and when required copies of deeds, certi-

fied by register of deeds.

F. Detailed statement of present financial condition of company (showing debts
and resources), certified by a duly authorized public accountant.
G. Number of shareholders in each class of stock, classified as per inclosed schedule.
H. Letter from transfer agent accepting office.

I. Letter from registrar accepting office.

J. Letter from counsel (not an officer or director of the corporation), in re legality of

incorporation and authorization and issue of securities.

K. Copy of stock certificate (canceled).

L. Detailed statement of bonded indebtedness stating prior liens, if any, certified

by treasurer of company and sealed with seal of company.
M. Contract with registrar.

Trust organizations must also send a copy of the deed of trust.

In making this application it is hereby agreed, as a condition precedent to the list-

ing of stock, that the company or association shall

—

(1) Furnish to this committee at any time, on demand, such reasonable information
of its general condition as may be required, and that a failure to give such information
shall subject the company to the penalty of having its stock stricken from the list.

(2) Publish at least once every year, on or before the date of the annual meeting, a
detailed statement of its. physical and financial ccnditicn, together with an account
of its income and expenditures and a balance sheet, and also include an income
account and balance sheet of subsidiary companies.

(3) Give the Boston Stock Exchange reasonable notice, satisfactory to the listing
committee, of any intended increase of the stock or funded debt of such corporation
or association, and of the closing of transfer books for any purpose; and to give the
holders of listed securities a reasonable period within which to avail themselves of
any rights to subscribe to shares or securities, or of any allotments of the same.
The Boston Stock Exchange reserves the right to strike any security from the list

at any time.
To each of the foregoing and following sheets and to the exhibits inclosed in the

envelopes the secretary has affixed his signature for the purpose of identification.
The above-named Co. hereby applies to have the stocks mentioned

in question "7" above listed on the Boston Stock Exchange, and the undersigned
hereby certify that the answers given by them above and in the papers hereto annexed
or referred to are true, to the best of their knowledge and belief.

, President.

c , Secretary.
State of ,

ss.

191...
Then personally appeared and and made oath that

they are, respectively, president and secretary of the above-named company and
that the foregoing statement subscribed by them is true, before me,

, Notary Public.

We, the undersigned, members of the Boston Stock Exchange, recommend the
listing of the within-mentioned stock.

(To be signed by two members in good standing.)
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ENGRAVED CERTIFICATES REQUIRED.

The face of every bond, coupon, or certificate of stock must be printed from steel
plates which have been engraved in the best manner, with such varieties of work as
will afford the greatest security against counterfeiting.

For each document or instrument there must be at least two steel plates, viz: A tint

plate from which will be printed an antiphotographic color, so arranged as to underlie
important portions of the face printing, and a face plate containing the vignettes
and lettering of the descriptive or promissory portion of the document, to be printed
in black, or in black mixed with a color.

These two printings must be so made upon the paper that the combined effect of

the whole, if photographed, would be a confused mass of lines and forms, and to
effectually secure against counterfeiting by scientific or other processes; and the
imprint of each denomination of bonds shall be of such distinctive appearance and
cowr as to make it readily distinguisliable from other denominations and issues.

This above rule includes certificates of deposit.
In certificates for 100 shares, the figures must be engraved upon their face, and

certificates for less than 100 shares must be printed in a different color and the words
"Certificate for less than 100 shares" must be engraved upon the face.

Boston Stock Exchange, Stocks. Statement of Co. Date of applica-
tion,

The listing committee will meet on the first Tuesday in every month at 3.15 p. m.
An application signed by the president and the secretary of the corporation must

be filed with the secretary of the stock exchange on or before the Tuesday prior to the
date set for consideration.

Every original application for listing secmitiea must be accompanied by a check
for the amount of |250 for 15,000,000 or any portion thereof, of the par value of securi-

ties presented for listing; $50 more for each additional $1,000,000 or portion thereof

up to $10,000,000, inclusive. For listing additional amounts $25 for each additional

$1,000,000 or portion thereof. Said check should be drawn to the order or the treasurer

of the Boston Stock Exchange and will immediately become the property of the
exchange.

It is required that a sample of each issue of stocks or bonds sought to be listed shall

be referred to the committee for acceptance as to form, character, and workmanship,
prior to application for their listing; no form of stock certificate or bond will be accepted
unless it has been carefully engraved by some bank-note engraving company whose
work the committee on stock list has been authorized by the governing committee to

accept for admission to the list.

EXHIBIT U.

APPLICATION FOB MEMBERSHIP IN THE BOSTON (MASS.) STOCK
EXCHANGE.

Sworn statement of applicant for membership in the Boston Stock

Exchange.
First. What is your legal address? Answer
Second. What is your office address? Answer
Third. What is your age? Answer
Fourth. Have you any insurance on your life? Answer
Fifth. Have you ever made application for insurance on your life which was refused?

Answer
Sixth. Have you any reason to presume you would be refased insurance on your

hfe? Answer
i j i

Seventh. State your present business arrangements and your contemplated plans.

Answer
/-,- j -i *

Eighth. Have you ever been engaged in any other business? Give details. An-

swer

Ninth. Are there any outstanding debts or judgments against you? Answer

Tenth. Are you engaged in any lawsuits? Answer
Eleventh. Have you ever failed in business? Answer
Twelfth. Do you pay for the membership with your own means? If not, give all

particulars. Answer
t tv.

Thirteenth. Please state a minimum amount of your means after paying tor the

membership. Answer
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Fourteenth. Have you ever been a member of any other exchange? Answer
Fifteenth. Do you understand that your seat must not be pledged in any way?

Answer

[Sec. 3 of Art. XVII, constitution of the Boston Stock Exchange.]

"Whenever it shall appear that a misstatement upon a material point has been
made by a member, upon his application either for membership or reinstatement or

extension of time, the same shall be considered by the governing committee, and
they, by a two-thirds vote of all the existing members of the committee, may expel
the member."

I have read the above article from the constitution of the Boston Stock Exchange,
and fully understand the same, and agree to abide by any action of the governing

committee under said article, and do hereby declare that my answers and statements

herein are the truth.

Boston, Mass., , 19. .

.

Signature

Then personally appeared before me, the above-named , and made
oath that the foregoing statements are true to the best of his knowledge and belief.

EXHIBIT V.

QUOTATIONS AT THE NEW YORK STOCK EXCHANGE, MONDAY,
FEBRUARY 2, 1914.

[Quotations for Interest Paying Bonds are at a price, to wMch interest must be added. Quotations for

Income Bonds are "flat. " Income Coupon Bonds will have designation "X" on date of interest pay-
ment. Registered Bonds will have designation "X" FROM date of closing of books for interest pay-
ment UNTIL DUE date of payment, "ex" indicates ex-dividend or ex-rights. Quotations marked*
are for less than SIO.OOO in Bonds or less than 100 shares in Stock. | Coupon and Registered Bonds inter-

changeable. § These issues have S500 Bonds, t These issues have SlOO Bonds. # in Interest Column
indicates month of maturity.]

The listed issue of any security given herein is not necessarily the total authorized

issue. Also, large amounts of some listed issues are not immediately available for

delivery, having been retired from circulation by collateral trust loans, corporate
purchase for control, or otherwise.

Bid, Asked. Interest.
Amount
listed.

RAILROAD BONDS.

Alabama Cent. See Southern Ry.
Alabama Midld. See Atl Coast Line.
Albany & Susq. See Del & Hudson
Allegheny Valley. See Penn R R
Allegheny & West. See Bufl R & Pitts
Am Dock & Imp. See Central of N J
Ann Arbor 1st g 4s 1995

i
Atch Top & Santa Fe Ry gen g 4s 1995

do registered

§ do adjustment g 4s 1995
do do registered
do do stamped
do do registered

X do fifty-year cony g 4s 1955
do do registered

% do conv 4s issue of 1909 1955
do do registered

t do 4% cnv bds issue of 1910 due 196^
do do registered

X do ten-year 5s 1917
do do registered
do debenture 4s series L 1914
do do do registered

t do Eastn Oklah Div 1st g 4s 1928
do do do registered

X do Trans Shrt Line Ist 50-yr 4s 1958
do do do registered

tCal-Ariz 1st & ref mge 4§s ser A 1962
do do registered
do do Series B

Santa Fe Pres & Phinx Ry 1st g 5s 1942

*71

94J

87J

'87J'

lOlf

*93

97|

'*i65"

'

*73

96i

88J
*87
88}

*87i

102i

*91i

"98J'

*109

$7,000,000

152,171,000

24,079,500

27,648,500

14,320,000

2,344,000

28,220,000

8,747,000

2,500,000

9,603,000

17,000,000

9,394,000

£1,830,000
$4,940,000
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Bid. Asked. Interest.
Amount
listed.

RAILROAD BONDS—continued.

Atch T & S F R R Cliic & St L 1st 6s 1916

Atlan-Birm. See Seaboard Air Line
Atlanta Knoxv & Nor. See Lo & Nas
Atlantic City R R. See Reading Co
Allan Coast Line R p Co Xst g 4s 1962

do registered

J do 50-yr unified mtge 4s 1959

do do registered
Alabama Midland 1st gtd g 6s 1928

SBrunswick & Wn 1st gtd g 4s 1938

Charlestn & Savarmah 1st g 7s 1936

f'L'ville & Nash collateral" g 4s 1952
(\o TGffistcrG(i

Savnli Florida & Wn ist g es!
.'.'.".'.'.'.'.'.'.'.".'.'''.'.'.'.'.'.;.'!.'

."i934

do 1st g 5s 1934

,Sil Sps Oc & G R R & Id g gtd g 4s 1918

Atlantic & Danville. See Southern Ry
Atlantic & Yadkin. See Southern Ry
Austin & Northwestern. See So Pac
Battle Creek & S. See Mich Cent.
§Balt & Ohio prior lien g 3Js 1925

do registered

§ do 1st mtge 60-yr g 4s 1948

do registered

§ do 20-yrconv4is 1933

lOlJ

94

102}

88i
126J
93i

*117

1041
95

91i

do
do
do
do
do
do
do
do
do
do

94

'94J

Pitts Junction 1st g 6s 1922

Pitts Jnc &Mdiv 1st g 3is 1925

do registered

Pitts L E & West Va System refunding g 4s. .1941

Southwn div 1st g 3is 1925

do registered

Cent Ohio Reorg 1st con g 4is 1930

Cleve Lorain & Wn con 1st g 6s 1933

Monongahela River 1st gtd g 5s 1919

Ohio River Railroad 1st gtd g 5s 1936

do gen g 5s 1937

Pitts Cleve & Toledo 1st g 6s 1922

Pittsburg & West 1st g 4s 1917

StatenlSdRyN Ylstgtdg4Js 1943

Beech Creek. Sec N Y C & H
Beech Creek ext. See N Y C & H
Belle & Corondelet. See Illmois Cent
Bdvidere Delaware. See Penn Co
Bolivia Ey 1st mge 6s 1927

Boonville St L & S. See Mo Paoiflo

Brunswick & Wn. See Atl Coast Line
Buffalo New York & Brie. See Erie
Buffalo Roch & Pitts gen g 6s 1937

do cons mtge 4Js 1957

do do registered ---
Allegheny & Wn 1st gtd g 4s 1998

Clearfield & Mah 1st gtd g 6s 1943

Rochester & Pittsburg 1st g 6s l^l
do con 1st g 6s 1922

Jurl Ced Rap & Nor. Sec Chio R I & P
JCanada Southern con gtd 50-yr 5s ser A 1962

do registered
Carb & Shawneetn. See Illinois Cent
Carolina Centl. See Seaboard Air Line
{Carolina Clinchfleld & Ohio 1st mtge 30-yr 5s 1938

do do registered

Carthage & Adiron. Sec N Y C & H
Ced Rap la F & N. See Bur C R & N
Centl Branch Ry. See Missouri Pac
Centl Branch Union Pac. See Mo Pac
Centl New England. See N Y N H & H
Central Ohio. See Baltimore & Ohio
Central of Georgia Ry 1st g 6s 1945

do registered $1,000 and S6,000 - - - -

do con g 5s 1946

do do regstd $1,000 and 85,000 --
do Chattnga div pur my g 4s 1951

do Macon & Nor div 1st g 6s 1946

do Middle Ga & Atl div purchase money 5s 1947

do Mobile div 1st g 5s 19|6

Cent R R & Bkg Co of Ga col g 5s 1937

Central of New .Jersey gen gSs 1987

§ do do registered •---

Am Dock & Improvt Co gtd g 5s 1921

Lehigh & Hud Riv gen gtd g 6s 1920

jN Y & Long Branch gen g 4s 1941

106
*89}

*87}

90i

95

*104J
lOOf

*104i
lOOi
106

95J

101

99
87
lOlf
109|
110

*1053

*106i

103i

85i
102
102
102
100
1155

114i
103i
lOOf
93}

*94i

92J

*93

94}

*91

*87J
91i

*106

106

*99i

*104
*103

90

102i
117

*105

#M&S

J&J#
QJan
A &0
QJan
liM&S
#M&S
J&Jjt
M&N#
QFeb
M&N#
J&J#,
QJan
M&Sjt
A&OJt
KF&A
ttJ&D
#A&0
A&0#
J&J#
#J&D

r& J

M&S#
#M&N
#M&N
A&0#
J&J#
#F&A
J&D#

A & 0#
A &Olt

#J&D
#J&D

F&A
F&A
M&Nlt
M&Ntf
#J&D
tjJ&J
|j&J
jij& J
#M&N
J&J#
QJ
J&J»
J&J#
M&S«

$1,500,000

49,524,000

9,067,000

2,800,000
1,407,000
1,500,000

36,000,000

4,056,000
2,444,000

492,000

} 74,823,000

I
79,977,000

62,907,000

959, 000

6,048,500

43,260,000

44,996,000

1, 009, 000
4,158,000
700,000

2,000,000
2,428,000
441,000
663,000
600,000

£1,168,200

14,427,000

7,312,000

2,000,000
660,000

1,300,000
3,920,000

22,600.000

13,500,000

7,000,000

18,500,000

2,087,000
840,000
413,000

1,000,000
4,880,000

43, 924, 000

4,987,000
1,062,000
1,500,000
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Bid. Aaked. Interest.
A mount
listed.

EAiLUOAD BONDS—continued.

Central Pacific See Southern Pac Co
ICenlrl Vermont 1st mtggtd g4s 1920
Charl & Savannah See All Coast Line
JChe5& O Rygenfnd & ImmtgSs 1929

do do registered
do 1st con g 5s 1939

§ do do registered
do gen g 4Js 1992
do do registered

t do 20-year conv 4Js 1930
do do registered
do Big Sandy Ry Co 1st 4s 1944
do CoalEivRy 1st mg gt 4s 1945
do Craig Valley 1st g5s 1940
do Potts Creek br 1st mge 4s 1946
do R & A divlstcong4s 1989
do do 2dcong4s 1989
do Warm Sprgs Val 1st g 5s 1941

Greenbrier Rv 1st gtd g4s 1940
JChioA -Uton'RRrefdggSs 1949

do registered
}Ctiic& Alton Ry 1st lien g3l5 1950

do do registered
IChicBur & Q Denver div 4s 1922

do Illinois div SJs 1949
do do registered
do Illinois div 4s 1949
do do registered

Iowa div sinkg fd 5s 1919
Iowa div sinkg fd 4s 1919
Nebraska Extension 4s 1927
do registered

Southwestern div 4s 1921
4s coll joint bonds 1921
do registered

gen 4s 1958
do registered

Chic & East III 4% ref & Imp g 1965
do registered

1st con g 6s 1934
gen con 1st 5s 1937
do registered

pur mny 1st lnS%ooalbds 1942
do registered

IChic & Indiana Coal Rv 1st 5s ig36
Chicago & Erie. See Erie.
JChic Great Westn 1st mtg50yr 4s 1959
Chic Ind & Louisv refunding g 6s 1947

J
do refundingg5s 1947

-jt do refimding g 4s Series "C" 1947
I do Ind & Louisville 1st gtd 4s 1966
:tChicInd& SoR R Co 50-year 4s 1956

do registered
Chic Lake Shre & Estn 1st mg 4Js i969
Chicago Mil & St Paul ter g 6s 1914
' do gen g 4s series A 1989

do do registered
do gen g3Js series B 1989
do do registered
do Gen Mtge Coupon 4Js Series "C" due i989

t do 25-year 4% bonds 1934
do do registered

Ittdo conv 4is i932'
do Sub rets full paid for cnv 4Js due 1932 "and int"

from July 1

do Chic & Lake Sup div g 5s '. !i92i
do Chic & Mo Iviver div 6s 1926
do Chic & Pac Wn 1st g 5s 1921

t do Chic Mil & Puget Sound Ry 1st mtg gtd 4C^year

igr ; 1949
do registered
do Dakota & Gt Southn g5s igie
do Dubuque div 1st s f 6s 1920
do Fargo & So assumed g 6s 1924
do La C & Dav 1st 6s 1919
do Wi scon & Minn div g 6s 1921
do Wis Val div 1st mge s f 6s 1920

Mllw & Nor R R 1st extd 4is \ 1934
do do Consextd4Js 1934

Chic & Northwestern con 7s !.'!.!!.!!l915

83i

107
103

97i
92
84

S4

97}

*100
83|

*64

84',

SR
94,'.

do
do
do
do
do
do
do
do
do

do
do
do
do
do

102J
*97J

97^

92|

•Mi

110
*9Bi

73J
*118

1021

100
95

103i
89?

1025

*973

""84i

S.5

*86i
*104

*66

56'

*95t

98i
'97i

97

"93i

'665

*95

100

74i

*91

"*S7"

*96

'"83J'

103J

90J

103

QF
J& J#
J&J#
#M & N
#M &N
#M& S
#M& S
#F & A
SF* A
ttJ&D
BJ&D
'J<fe J
J&J#
SJ&J
#J&J
#M & S
M & Nt
A & OS
A&OS

• J & J#
J&J#
jiF& A
J& J#
J&J#
J&JS
J& JJf

A & 0#
A & oi
#M &N
#M & N
M &S#
J&JS
Q Jan
#M &S
#M&S
J& J#
J& JS
A &OJf
M&N#
M&NJt
#F & A
#F & A
P&J
M&S#
j&jI
J&jl
j&j!
#J&J
#J&J
#J&D
J&J#
J&J
Q Jan
J&J
Q Jan
J&J
J& J#
J&J#
#J&D

$10, 654, 500

11,000,000

29,868,000

48, 129, 000

31,390,000

4,659,000
2,22,5,000

650,000
600,000

6,000,000
1,000,000
400,000

1,841,000

45,350,000

22,000,000

2,249,000

50,835,000

34,148,000

2,188,000
5,488,000

22,262,000

952,000

216,227,000

61,000,000,

15,926,000

2,653,000

21,343,000

5,031,000

4,626,000

25,080,000
4,700,000

5,000,000

6,300,0(i0

1,172,000

15,150,000

9,000,000
4,748,000

48,841,000

8,950,000

29,430,000

28,050,000

48,620,300

102|
1038
102}

92

lOOi
108}
1101

*102

*102S
107}
100

99}
1021

112}

'i62}'

1,360,000
3,083,000
26,340,000

26,096,000

2,856,000
5,049,000
1,260,000
2,600,000
4,755,000
1,928,000
2,130,000
4,962,000
12,832,000
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Bid. Interest.
Amount
Hated.

RAILROAD BONDS—Continued.

Chicago & Northwestern extension 4s 1886-1926
do do registered
do gengSis 1987
do do registered
do gen mge 4s 1987
do do registered
do sinlcing fund 6s 1879-1929
do do registered
do sinking fund 5s 1879-1929
do do registered
do debenture 5s 1921
do do registered
do sinking fund deben 5s 1933
do do registered

Fre Elk & Mo Val 1st mge 6s 1933
MonitowcG By &Nwlstgt3is 1941

do registered
Mil & State Line 1st mge gtd 3is 1941

do registered.'

Mil L Shore & \,estn 1st g 6s 1921
do ext & Imp sink fund g 6s 1929
do Ashland div 1st g 6s 1925
do Michigan dlv 1st g 6s 1924

tMil Sprta & Northwn 1st mtg gt 4s 1947
§Northwn Un Ry 1st mge s f 7s 1917

,§t y\ in & St P mge 1st gtd ext s f 7s 1916
Chic Rock Island & Pao By mtg 6s 1917

do registered
Chicago Rock Island & Pacific Ry Co.

do geng4s 1988
do do registered

t do retundingg4s 1934

do do registered

J do 20-yeardeb6s 1832
do registered
do coll trust 4s ser L 1914
do do do M 1915

do do do N 1916

do do do 1917

do do do P 1918

tChicR Island & PaoR R Co 4s 2002

do do registered

§t1IE I Ark & Louis 1st mge 4is 1934

do do registered
Burlington Ced Rapids & Northern con 1st & col trust

g5s 1934

do do registered
Ced Rap la Fls & Nw l.st gtd g 6s 1921

SMinneapolis & Bt L 1st gtd g 7s 1927

Choc Oklahoma & Gulf gen g 5s 1919

do con B 5s 1952

§Keokuk & Des Moines 1st 5s 1923

1[ do small
§nst Paul & Kansas City Short Line 1st mtge 4is 1941

do do registered
Chic & St Louis. See Atch Top & S Fe
ChioSt. L&NO. See Illinois Central
Chic St L & Pitts. See Peon Co
Chic St Paul Minn & Om con 6s 1930

do con 6s reduced to 318 1930

t do debSs 1930

do registered
fChicSt Paul& Minn 1st g 6s 1918

North Wisconsin 1st 6s 1930

St Paul & Sioux City 1st g 6s 1919

Superior Short Line 1st mge 5s 1930

JChic Tere Haute & Southestn Ry lst& refmtge 60-year 5s . 1960

do registered
Chic & West Indiana gen 6s 1932

ido con 50-year 4s 1952

do do registered "

hie & West Mich. See Per Marqte
Choct Okla & Gulf. See Chic R I & P
Cin Ham & Dayton 2d g 4is 1937

do 1st & ref mge 4s 1959

t do registered •-
do do gtd 1959

do registered • -

Jin Day & Ironton 1st gtd g 5s 1941

Cin Finlay & Ft W 1st gtd g 4s 1923

Cin Ind & Wn 1st & ref gtd g 4s 1953

Day & Mich 1st con mtge 4is 1931

Indiana Decatur & Wn 1st g 5s 1935

do 1st gtd g 6s 1935

Cin Finlay & Ft W. See Cin Ham & D

93
93

95}
92

106i

105J
103

102i
101

98

102i

*120

109i
105}
113

112J
*93

107i

106J
104}
1035

*86

"76J

73}

102

'ioo'

*94

90

116i
115}

*107

*107

84

*93

99i

*95

83}

*96}

*102|

94}

*105

106

87J
86i
77}

73*

*93
*92}
47}

84

*104

"ioo"

"*97'

*118

102}

*107}

"'*85"

84}

90

'*i66'

F & A#15
F & A415
M&NS
QFeb
M&N#
QFeb
A&0#
A&Oi
A&oii
A & 0#
#A & O 16

«A & O 15
#M&N
JtM&N
A&0#
#J&I

#J& J

Sm&n
#F & A
#M&S
J&J#
#M & 8
M&S
J&D«
J&J»

#A& O
j!A&0
A&0#
J&D
J&I
SM&N
A&0#
A&0#
#F& A
#F & A

#J& D
#J&D
#M&S
SM&S
#M&N
|J&J
BA & O
'M&N
J&D#
J ADS
QM
J&JS
J& JS

#J&J
J&J#
J&J#
J&J#

#M&:
M&NS
J& J
&I

JtJ& J

SJ& J

i?

118,632,000

31,316,000

22,600,000

6,431,000

6,484,000

10,000,000

9,800,000

7,725,000

3,750,000

2,500,000

6,000,000
4,148,000
1,000,000
1,281,000
15,000,000
3,366,000
4,038,500

12,500,000

} 61,581,000

\ 94,942,000

I
19,972,000

1,494,000
1,494,000
1,494,000
1,494,000
1,494,000

71,363.000

11,000,000

11,000,000

1,906,000
150,000

5,500,000
5,411,000

2,750,000

6,037,000
£992,600

16,871,000
3,734,000

7,600,000

937,000
685,000

6,070,000
1,600,000

3,950,000

6,167,000

9,034,000

2,000,000

2,000,000

7,500,000

.3,500,000

1,160,000
4,672,000
2,701,000
1,824,000
933,000
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RAiLKOAD BONDS—continued.

Cin Ind St L & Chic. See C C C cSi St L
Cin Indianp & Wn. See Cin Ham & D
Cin Labanon & Northn. See Penn Co
Cin San & Clev. See C C C & St L
Clearfield & Mahoning. SeeBB.&F
Clev Cin Chic & St L gen g 4s 1993

X do 20-year deb 4is 1931

do registered :

do Cairo div 1st g 4s 1939

CinWab & Mich div 1st g 4s 1991

St Louis div 1st ooll trust g 4s 1990

do registered
Springfield & Col div 1st g 4s 1940

VhlteW Val div 1st g 4s 1940

Cin Ind St Louis & Chic con 6s 1920

do do lstg4s 1936

do do registered
Cin San & Clev con 1st g 6s 1928

CleveCC & Ind con 7s 1914

do consinlring fund*7s 1914

do gen Cong 6s 1934

do do registered '.

Hind Bloomingtn &Wnlstpfd4s 1940

Ohio Indiana & West 1st pfd 5s 1938

Peoria & Eastern 1st con 4s 1940

do income 4s 1990

Cleve Lorain & Wheeling See B & O
Cleve & Marietta See Perm Co
Cleve & Mahoning Valley See Brie
Cleveland & Pittsburg See Perm Co
Colorado Midland Ry 1st g 4s 1947

do Cent Trust Co ctis of Dep
Colorado & Southern 1st g 4s 1929

(tHdo ref & ext mge 4is 1935
i do do registered

(Fort Worth & Denv City 1st g 6s 1921
Columbia & Greenville See Southn Ry
Col & Hock'g Valley See Hocking Val
Col Connect & Terml See Norl & Wn
Conn & Passumpsic Rivers 1st g 4s 1943
CubaEBColstmtge50-yrg5s 1952
Dakota & Gt So See Chic M & St P
Dallas & Waco See Mo Kan & Tex
Delaware Lackawanna & Western
Morris & Essex 1st 7s 1914

do 1st con gtd 7s 1916
do do registered

do 1st refunding gtd g SJs 2000
NY Lackawanna & Wn 1st 6s.'. 1921

do construction 5s 1923"

do terml &imp 4s 1923
Warren Ed 1st ref gtd g 3 Js 2000
Delaware & Hud 1st Perm div 7s 1917

do registered
,

do lO-yr deb coupon 4s 1916
do 1st lien equip 15-yr g 4is 1922
tdo 1st & ref mtge 4s 1943
do do registered

Alb & Sus cnv con 40-yr gtd gSJs 1946
do registered

Eensr & Saratoga 1st 7s 1921
: )el Eiv R R & Bee Co See Penn R R
I Den & Rio Grande 1st con g 4s 1936

do cong4is 1936
§ do improvement g 5s 1928

It do 1st & refunding 5s 1955
do registered
do Sub rets lull paid for adj mge cum 7s

Rio Grande Junction 1st gtd g 5s 1939
/Rio Grande Southn 1st mge 4s 1940
I do guaranteed 1940
Eio Grande Western 1st g4s 1939
I do 1st cons mge & col tr g 4s ser A 1949
\tJtah Central 1st gtd g 4s 1917
)es Moin & Ft Dge See Minn & St L
Des Moines Union Ry 1st g 5s 1917
Detroit & Mack 1st lien g 4s .1995

do g4s 1995
JDet Riv Tunnel Det Trm Tunnel 1st mge 50-yr 4is. . . 1961

do registered
Dul Missabe & Nor Ry gen mge 5s i94i
Duluth & Iron Range 1st 5s 1937

do registered
do 2das ."igie"

Bid.

85

81i
*83i

84

82i
*105#

*90i
*90i
lOlJ
1001

83 J
95

16
17

92i

1061

1001

*103i

*84
*108}

*102i
94i
70

108i

95

85i

'ii4|'

*90i
92i
73

83J
71

84
83

* 03

1028

Asked.

*86i

'86'

94i

205
22
93

*93i

'i67J'

1011

*88

'*ibh'

1001
95}

88}

85
*91|
*93

74

771

"88"

*74i

*96J-

*105

Interest.

#J&D
#J&J
#J&J
#J& J
J&J#
M&N#
M&N#
M&SS
J&J#
M &NQF
QF

#J & J
#J&D
#J&D
#J&J
#J& J
#A&0
QJ
#A&0
Apr

J&J#

ftF &ABM&N
#M &N
j&Dij

#A&0
J&J#

#M&N
jtJ&D
#J&D
J&D#
#J&D
F&AJt
jtM&N
F&A#
M&S#
M&si

#J & D 15
J&J#
#M&N
#M&N
#A&0
Ja&o
#M&N
#J& J

Sj&j
#J&D
F&Aa
f&a#

Amount
listed.

$26,243,000

5,000,000

5,000,000
4,000,000

9,750,000

. 1,035,500
650,000
617,000

7,087,000

2,571,000

4,029,000

3,205,000

981,500

500,000

8,103,000
4,000,000

4,552,000
4,394,000
19,402,000

30,795,000

8,176,000

1,900,000
13,030,000

5,000,000

11,677,000

17,594,000
12,000,000
5,000,000
5,000,000

905,000

5,000,000

13,973,000
9,643,000

I
27,704,800

} 6,444,000

1,000,000

33,817,000
6,382,000
8,318,600

I
33,944,000

2,000,000
2,233,000
2,277,000
16,200,000
13,974,000

650,000

628,000
1,050,000
1,250,000

14,000,000

9,274,000

6,732,000

1,000,000
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Bid. Asked. Interest.
Amount
listed.

BAILBOAD BONDS—continued

.

Duluth Shrt Line 1st 63 1916 See N Pac
Duluth So Shore & Atlantic g 5s 1937
Eastern Ry of Minn See St P M & M
East Tenn reorg lien See Southn Ry
East Tenn Va & Ga See Southn Ry
Elgin Joliet & Eastern 1st g 5s 1941
Elmira Cortid & Nor See Lehigh Val
Erie 1st con g 7s 1920

N Y & Erie 1st oxt g 4s 1947

do 2dextg5s 1919

do 3dextg4is 1923
do 4thextg5s 1920

8 do 5thextg4s 1928

N Y L E & W 1st con g funded 7s 1920
!rie R. R. 1st con g 4s prior tads 1996
. do registered
do 1st con gen lien g4s 1996

i do do registered

{ do Perm oolltrustg4s 1951

do do registered

do 50-yr convg4sserA 1953

t do do do serB... 1963

do do registered
Bufl'aloN Y & Erie 1st 7s 1916

Chicago & Erie 1st g 5s 1982

Cleve & Mahoning Valley g 5s 1938

do registered

Long Dock con 8 g 6s 1935

NY LE & WnCoal & R R Co 1st currency gtd 6s 1922

N Y L E & Wn Doek&Implst mge ext coupon 5s 1943

NY& Greenwd Lake gtd g 5s 1946

H do small
NYSusq & Wn 1st refdg g 53 1937

do 2dg4is 1937

do gen g 5s 1940

do terminal 1st g 6s 1943

do do registered 15,000 each
fMidland of N J 1st mge ext at 5% 1940

Wilkesb& Eastern 1st gtd g 6s 1942

Erie & Pittsburg See Penn Co
Evansville & Ind 1st con gtd g 6s 1926

ETansville & TerreH 1st con g 6s 1921

do 1st gen g 5s 1942

do Mount Vernon lstg6s 1923

do Sullivan Co Brch 1st g 5s 1930

& So See Ohio M & St Paul
Flint & Pere Marq See Pere Marq
Fla Cent & Peninsular See Seab A L
IFla East Coast Ry 1st mtge 4is 1959

F»rt St Union Depot Co 1st g 41s 1941

Ft Wth & Den City See Col & Southn
Ft Worth & Rio Grande 1st g 4s 1928

Qal Harrish & S A See So Pao Co
Ga & Ala See Seaboard Air Line
Ga Car & Northern See Seab Air Line
Georgia Pacific See Southern Railway
Gila Valley G & Northern See So Pac
Gouv & Oswegatohie See N Y & H
Grand Rapids & Ind See Penn Co
Grand Riv C & C Co See Coal & I Bds
Gt Nthn Ey C B & Q jt bds See C B & Q
t do 1st & ref mtge 4is ser A 1961

do registered • • •

St Paul MiniuSc Man con mtge 4s 1933

do registered - -

.

do 1st con g 6s 1933

do registered - - -

.

do g 6s reduced to 4Js
1933

do registered - - - -

.

do Montana exten 1st g4s 1937

do registered , - - - -

511 do Pacific ext sterlg gtd 4s x--'^*"
Five Dollars shall be considered the equivalent of One
Found Sterling
Estn Ry Minn North div 1st g 43 1948

do do registered •--•

Minneapolis Union 1st g 6s 1922

Montana Central 1st gtd g 6s 1937

do do registered •••
do 1st gtd g 5s 1937

do do registered --•.

Wilmar & Sioux falls 1st g 6s 1928

do
"

*104

lllj

92i
lOOJ

97J
*100}
92

*86i

"75}'

'*96"

76i
74i

*103
107

*101i
*98

121}
*99

*1004
*100
*99
*74
*70
*102

101

•95}

*100

104i

*100i

93
9i}
120|
116

*102}
99
*94}
92

85}

109}
119}

*1064

'ioei'

*112

*102

*86i
86}
76

*91

77

76

$105}
*103}
109}

*107}

98}

*108
*108

99

100}

*9^

*102}

*95J
*94i

#J& J

#M&N
M&sa
#M&N
M&SB
JtM&S
A & 0#
flJ&D
M&S#
#J&J
P&3
#J&J
#r& A
#F&A
#A& O
#A&0
#A & O
aj&D
8m&n

A & 0#
#m&m
#M& M
#M&M
#J&J
#F& A
F&AJt
#M&M
:M & M
A& O
&D

fJ&J

«A& O
Ia&o
Sa&o

#J&D

a& 0#
«A&0

J&Jit
J& J#
J&Jft
#J&D
JfJ&D

19,816,000

10,000,00»

16,890,000
2,482,000-

2,149,000
4,617,000
2,926,000
709,500

3,699,600

35,000,000

85, 885, 000'

27,779,000

10,000,000

11,015,000

2,380,000
12,000,000

2,936,000

7,600,000'

1,100,000'

3,396,000

1,452,000

3,745,000
147, 000

2,546,000

2,000,000

3,500,000'

3,000,000

1,856,000
3,000,000
3,145,000
375,000
450,000

11,000,000
1,000,000

2,863,000

20,000,000

8,388,000

13,344,000

21,166,000

10,186,000

£4,000,000

I
$9,696,000

2,160,000

I
6,000,000

I 4,000,000

II
3,625,000
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Bid. Asked. Interest.
Amount
listed.

BAiLBOAD BONDS—continued.

Greenbrier Ry See Ches & Ohio
•Gray's Point Terml See St L Southn
Green Bay & W Deb See R R Stoclcs

5JGulf & Slrip Isl 1st ref & trm g 6s

do registered
Henderson Bridge Co See Louis & N
Hocking Valley Ry 1st cong 4^3

J do registered
-{§Col & Hocking Vallst ext g 4s
(Colum & Tol R R Co 1st mg ext 4s
Housatonic RR SeeNYNHiSiH
Houston & Tex Centl See So Pac Co
Houston Belt & Ter Ry 1st mge 5s
Illinois Central 1st g 4s

do registered
do 1st g 3Js
do do registered
do extended 1st g 3Js
do do registered
do 1st g 33 sterling £500,000 .

do do registered
do coUat trust g 4s
do do registered

X do refdg mtg 4s

do do registered
do purchased lines 1st 3Js
do do registered

§ do col trustg4sLN O &T
do do registered
do Cairo Bridge g 4s

do do registered
do Litchfield div 1st g 3s

§ do Louisv div & term g SJs
§ do do registered

do Middle div registered 5s

do Omaha div 1st g 3s

§ do St Louis div & term g 3s
do do registered

§ do do div&termg3is
§ do do registered .'.

do Springfield div 1st g 3Js
do do registered
do Western Line 1st g 43

do do registered
Belleville & Carondelet 1st 6s
Carbondale & Shawntn 1st g 4s
Chic St L & New Orleans g 5s

do do registered
Chic St L & New Or:eans g 3§s

do do registered ....'.

do Memphis div 1st g 4s
do do registered

St L Southern 1st gtd g 4s
Ind Bloom & Wn. See C C C & St L
Ind Dec & Wn. See Cin Ham & Day
Indiana Illinois & Iowa 1st g 4s
|Intematl cSi Gt Northern 1st g 6s
Iowa Cent 1st 5s. See Minn & St Louis
Jack Lans & Sag ^s. See Mich Cent
Jmstn Fk & Clf 50 yr 1st mg 4s gtd

do registered
Kalamazoo All & G R. Sec L S & M S
Kanawha & Mich. See Tol & O Cent
Kan Cy F S & M R R. See St L & S F
Kan Cy Ft S & M Ry. See St L & S F
Kan Cy & M R R Co. See St L & S F Ry
Kansas City & Pac. See Mo K & Tex
Kansas City Southern 1st g 3s

do registered
do ref & Imp mge 5s
do registered

Kan City Terml 1st mge 4s
do registered

Kentucky Central. See Louis & Nash
Keokuk & Des Moin. See C R I & Pac
Knoxville & Ohio. See Southern Ry
Lake Erie & Western 1st g 5s

do 2d g.'is

Northern Ohio 1st gtd g 5s
Lake Shore & M So. See N Y C & H R
Lehigh Valley N Y 1st gtd g 4is

do registered ;

Lehigh Val (Penn) gen cong 4s
do registered

.1948

.1955

.1937
-1951

.1951

.1951

;i952

.1955

!i952

.1953

iigso

.1931

.1953

.1921

.1951

.1951

.1951

'.igsi

.1923

.1932

.1951

-1951

!i93i

.19.50

.1919

.1959

-.1950

!i956

!i966'

.1937

.1941

.1945

.1940

'.iobz

*m *m

*99i
96|

*86i
*86i

*100i

95-1

*82J

81i

*91

*93
*91

*79i

67i
*75

lOOJ

*70i

*79i

*78i'

90

*105

*87J
107

*102J
77

*83i

'*89'

*87

*102i

103i

*100i
*100

*86i

*92

*83i

"'95i'

*84

*72i
*77

*82

*95

*88

*103i

*69i

"*97"

'*94J'

*99

J&.T
J& J

J&Jj*
J&4
A& 0#
F & A#

J& J#
#J& J

P&J
#J& J
#J&J
jJA & O
#A& O
fiM & S
#M&S
#A & O
BM &S
M&N#
M&N#
J&J#
J&J#
M&N#
M&N#
J&D#
J&D#
#J& J
J&J#
J&J#
F & AS
F& A#
J&J#
J&J#
J& J#
J&J#
#J&J
#J&J
F &A#
f&aS
#J&D
Sm&s
#J & D 15
#J & D 15
#J & D 15
#J&D15
J&Dfi
J&D#
M&S#

J & Jjf

M&N#

#J&D
#J&D

#A & O
#A&0
J&J
J& J

itJ&J
itJ&J

ifJ&J
J&J#
A &0#

J&JS
J&J#
#M&N
#M&N

} $4,602,000

} 16,037,000

1,401,000
2,441,000

4,808,000

1,500,000

- 2,499,000

3,000,000

2,500,000

15,000,000

35,740,000

12,000,000

24,679,000

3,000,000

3,148,000

22,788,000

600,000

5,000,000

4,939,000

6,321,000

2,000,000

5,425,000

470,000
241,000

16,555,000

1,352,000

3,500,000

538,000

4,850,000
11,291,000

} 11,000,000

} 30,000,000

16,000,000

30,094,000

7,250,000
3,625,000
2,500,000

I
15,000,000

\ 26,539,000
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Birl. Interest.
Amount
listed.

RAILROAD BONDS—Continued.

Lehigh Val Ter Ry 1st gtd g 5s 1941
(To registered

Lehigh Val Coal Co 1st gtd g 5s 1933
do registered
do 1st 40-yr gtd int red to 4% 1933

' do registered
Lehigh & N Y 1st gtd g 4s 1945

ido
registered

Elmira Cort & Nor 1st pfd 6s 1914
do gtd g 5s 1914

,ehigh & Hudson R. See Cent of N J

Leroy & Caney Valley. Sec Mo Pac
Long Dock. See Erie
Long Island 1st con g 5s 1931

108J

*106J
102

*84i

So
do
do
do
do
do

§t do
do
do

do
do
do
do
do
do
do
do
do
do

1st con g 4s 1931
gen g 4s 1938
Ferry g 4is 1922
g4s 1932
unified g 4s 1949
deb g 5s 1934
gtd refunding g 4s 1949
do registered

(tax exempt N. Y.)
N YBklyn & Man B 1st con g 5s 1935
N Y & Rookaway Bch 1st g 5s 1927
L I R R N So Bch 1st con gtd 6s 1932
jouisiana & Arkan Ry 1st 6s 1927
Louisiana Western R R Co See So Pac
LouiSTille & Nashville gen g 6s 1930
' do g63 1937

unified g 4s 1940
do registered
collateral trust g 5s 1931
E H & Nashville 1st g 6s 1919
LouisvCin& Lex g4is 1931
NO & Mobile 1st g 6s 1930
do 2nd g 6s 1930

Paducah & M div 50-yr 4s 1946
St Louis div 1st g 6s 1921
do 2nd e 3s 1980

{Atlanta Knox & Cin div 4s 1955
do do registered

Atlanta Knox & Nor R 1st g 5s 1946
Henderson Bridge 1st sk fd g6s 1931

Kentucky Central g 4s 1987

L & N & Mob & Montg 1st g 4is 1946

JL & Nash Southn Mon joint 4s «. 1952

do registered
Nash Flor & Shef Ist gtd g 6s 1937

Nwp & Cin Bge Co gen gtd g 4i3 1945

Pens & Atlantic 1st gtd g 6s 1921

So & Nth Ala con gtd g^s 1936

: .10 & Jeflerville Bge Co gtd g 4s 1946

Mahoning Coal See L S & M So
Manitoba SW Colonization 5s 1934

JManilaR R Soutn lines lstmge4s 1939

do registered
McKeepst & B Verdon See N Y C & H
§Mexican Intematl 1st con g 4s 1977

do stamped guaranteed
Michigan Central See N Y C & H
Midland Terml Ry 1st g s 1 5s 1926

Mil Lake Shore &W See Chic & NW
Mil & Northern See Chic Mil & St P
Mil Sparta & Northwn See C & N W

1 Minneapolis & St Louis 1st g 7s 1927

do Pacific extension 1st g 6s 1921

do 1st con g 5s 1934

do 1st & refunding g 4s 1949

DesMoin &FtDge 1st gtd g4s 1935

Iowa Central 1st g 6s 1938

do 1st & refunding g 4s 1951

Minn & St L gtd See Bur C Rap & N
Minn SP&SSteM 1st cong4s 1938

stamped payment of int gtd
JMinn St P & S SteM & Cent Term Ry Co 1st mg Chic Term
sf4s 1941

do registered • - •

Minn S Ste Mar & Atl 1st g 4s 1926

stamped payment of int gtd
ilinneapolis TJnion See St P M & M

{Mississippi Central 1st mge 5s 1949

100
100

X104J
*89i
90

*83

*87i

*96

*90i

90
lOOi

*91i

*102J
*100

*101i

*llli

107J
*96J
*93
*105

*108i
lOQJ

114i
*109
*89

*106J
*68

*89J

*104i

*91i

114i

*108f

"96"

*106

*105i
*89i
lOOi

*83i

*91
•1031

*85i

*104
*10Qg
*1098
*104
*82

*109ii

*75

*108

*100i
*93|
56

*68
*93
*65

92f

60
*72

95
*58

*100

A &0#
A&0#
#J&J
P &3
#J&J
#J&J
M&SB
M&S#
«A &0
Ia&o

QJ
#J&D
#M&S
SJ&D
8m&s
#J(tD
ItM&S
#M&S
4tM&S
A&oa
M&sB
QJ
M&S#
#J&D
#M&N
J&Jjt
J&J#
M&N#
J&D#
M&N#
#J&J
#J& J
SF&A
#M&S
#M&S
aM&N
Bm&n
J&D#
M&Sjf
J&J|
M&S#
J&Jif
Q Jan
F&A#
J&J#
F&Aff
F&AJt
#M&S

P &D
iJM&N
#M&N
M&S#
M&S#

J&DJt

J&D
«A&0
M&Njt
#M&S
P&J
#J&D
#M&S

J&J#

M&N#
M&N#
#J&J

J&Jtf

\ »10,000.000

\ 10.114,000

\ 1,400,000

} 2,000,000

750, 000
1,2.50,000

3,610,000
1,121,000
3,000,000
1,494,000

325, 000
5,660,000
1,135,000

24,008,000

1,601,000
883, 000

1,425,000
3,390,000

4,153,000
1,764,000

64,788,000

5,129,000
860,000

3,268,000
5,000,000
1,000,000
4,619,000
3,500,000
3,000,000

24,745,000

1,000,000
1,007,000
6,742,000
4,000,000

11,827,000

2, 096, 000
1,400,000
1,762,000
9,792,000
4,500,000

2,544,000

2,996,000

706,000
6,277,000

355,000

950,000
1,382,000
6,000,000
12,410,000
3,072,000
7,650,000
6,580,000

62,226,000

I
6, 000, 000

8,204,000

3,992,500
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KAiLROAD BONDS—Continued.

Mo Kan & Oklah See Mo Kan & Tex
!
Missouri Kans & Texas 1st g 4s 1990

§ do 2dg4s , 1990
do 1st extension g Ss 1944

§11 do 1st & refunding mge 4s 2004
do gen mge skg fund g 4is 1936
do St L dlv 1st refund g 4s 2001

Dallas & Waco 1st gtd g 5s 1940
Kansas City & Pacific 1st g 4s 1990
Mo Kan & Eastern 1st gtd g 5s 1942
Mo Kan & Ok 40-yr 1st gtd 6s 1942
Mo K & Tex of Tex 1st gtd g 5s 1942
Sher Shreve & So 1st gtd g 5s 1943
Tex & Ok 40-yr 1st gtd g 5s 1943
Missouri Pacific 1st con g 6s 1920

do trust g 6s stamped 1917
do do registered
do 1st collateral g 6s 1920
do do registered
do coUforty-yr 4s gold loan 1945

§t do 1st & ref conv 6s ser A 1959

§ do do registered
do 3d mge 7s extended at 4% 1938

BonvleStL & S 1st mg 40-yr 5s gd 1951
Central Branch Ry 1st gtd g 4s 1919
Centl Branch Union Pac 1st g4s 1948
Leroy & Caney Val A L 1st g 5s 1926
Pacific B of Mo 1st ext g 4s 1938

do 2d extended g 6s 1938
StLIM &Sgen cnry &lgtg6s 1931

do gen con stamped gtd g 6s 1931
do unifying & refunding g4s 1929
do do registered
do Riv& Gulf div 1st g 4s 1933

Verdigris VaJ Ind & W 1st g 5s 1926
Mobile & Birmingham See Southn Ry
I Mobile & Ohio new g 6s 1927

do 1st extension g 6s 1927
I

do geng4s 1938
do Montgomery div 1st g 6s 1947
do Mob & Ohio-St Louis div 6% Mtge Coupon Bonds

due 1927
do St Louis & Cairo gtd g 4s : 1931

ob & Ohio coUat 4s See Southn Ry
Mohawk & Malone Sec N Y C cSi H R
Monongahela River See Bait & Ohio
Montana Centl See St P Minn & Man
Morgan's La & Tex See So Pac Co
Morris & Essex See Del Lack & Wn
Nashville Chat & StL 1st con g 6s 1928

do Jasper Branch 1st g 6s 1923
do McM M W & Al 1st 6s 1917
do Tenn & Pac Branch 1st 6s 1917

§Nash Flor & Sher See Louisv & Nash
llJNat Rys of Mex pr in SOyr s f 4is 1957

January 1914 Coupon On
January 1914 Coupon Off
td mtge 70-yr skg fd 4s 1977

Bid.

91i
*75
*97

*68J
83i

I II
do

§Nat R ] of Mex prior lien g 4Js 1926
January 1914 Coupon On
January 1914 Coupon Off

§do 1st con g 4s 1951
New Haven & Derbv Sec N Y N H & H
N J Junction R R See N Y C & H
Newport & Cin Bge Co See Lo & Nash
New Orlns Mob & Chic 1st ref 5s I960
N O &N Eastern prior lien g6s 1915
New Orlns Ter 1st mge 4s ser A (gtd) 1963
N Y Bklyn & Man Bch See Long Is
N Y Cent & Hudson R mtge3is 1997

do do registered
do deb g 4s '.'.'.'.'.mi'
do do registered
do 30-yr deb 4s of 1912 tax ex i942'

Lake Shore ooUat g SJs 1998
do registered

Mich Cent col g 3is iggs
do registered

Battle C & Sturgis 1st gtd g 3s iosia'

Beech Creek 1st gtd 4s
do do registered
do 2d gtd g 5s !!!!!!!!; igse'
do do registered

*100

102i
*100
*95
*96

*100

*103J
*96i

Asked.

92|
77

*97i
*71

84

Interest.

*94

*64
*76

*78J

*76?

lOOi

*103J

*80i

114f

*82

*106i

*93
*89i

*106

108}
103}

*103i

63

X

do
do
do
do

.1936

67
101

83}
*83

*81

x80
70

*90

'*i66"

106
*1G2
*100
*104
*101
*1045

99}

*99
'

'*66i
*76i

'*i6i'

*90

'iMJ

*81i

'*8i'

*106J

*83

*70

*69
*1015

*84

85

8SJ
*90

*81J
84
75
75

#J&D
F&A
M&N
M&SS
tJ&J
jiA &
M&N#
F & Ajf
#A &0
#M&N
M&SS
#J&D
M&S#
M&N#
M&S
M&S
F & A#
F&Ajj
#M&S
M&S#
M&S#

..M&N
F& A#
#F&A
#J&D
J&J#
F&A#
J&J|
#A&0
jfA &0
J&ja
j&jS#M&N
#M&S
#J&D

M&S»
#F & A'

J &Dtt
#J&J

#A&0
#J&J
flJ&J
Sj&j

J&Jt

A & Oji

J&J

A& 0#

#J&J
A&O
J & Jit

J&J#
J&JS
#M&N
#M&N
ttJ&J
#F& A
#F& A
#F& A
#r& A
J&D#
J&J#
J& j!
J& Jfl

J& jB

Amount
listed.

$40,000,000
20,000,000
3.254,000
9,992,000
13,170,000
1,924,000
1,340.000
2,500,000
4,000,000
5,468,000
4,506,000
1,689, 00>

2,347,000
14,904,000

14,376,000

9,636,000

37,255,000

29,805,500

3,819,000
500,000.

3,459,000
2,500,000

520,000

7,000,000
2,573,000

36,937,000
5,855,O0lB.

} 30,656,000

33,048,000
760,000

7,000,000
974,000

1,354,000
4,000,000

2, .WO, 000
4,000.000

7,608,000
371,000
750,000
300,000

92,361,600

64,421,500
23,000,000

24,749,000

10,175,000
1,320,000
14,000,000

85,000,000

48,000,000

8,995,000

90,578,000

19,336,000

476,000

5,000,000

500,000



BEGULATION OF THE STOCK EXCHANGE. 877

Bid. Asked. Amount
listed.

BAILBOAD BONDS—continued.

Beeoli Creelc Ext 1st gtd g SJs 1951
do do registered

Carthage & Adiron 1st gtd g 4s 1981
Gouv & Oswegatch 1st gtd g5s 1942
Moliawli & Malone 1st gtd g4s 1991

N Jersey Junction E gtd 1st 4s 1986
do do registered certificates

N Y&Harlemg3is, 2000
do do registered

N Y & Northern 1st g 5s 1927
N Y & Putnam 1st con gtd g 4s 1993
^or & Montreal 1st gtd iSs 1916
Pine Creek registered gtd 6s 1932
Borne W & Og con 1st ext 5s coupon bond currency 1922
Oswego & Rome 2d gtd g 5s 1915
lEomeW & O Ter R 1st gtd g 5s 1918
Rutland R R 1st con g l^s 1941

fOgdb & Ctom Ey 1st gtd g 4s 1948
\Rutd Canadian 1st gtd g 4s 1949

St Law & Adirondack Ry 1st g 5s 1996
do 2dg63 1996

Utica & Black River gtd g 4s 1922
Lake Shore & Mich So g Sjs 1997

do do registered

X do debenture g 4s 1928

do do registered
do 25-yr g 4s 1931

do do registered
Kal Allegan & G R 1st- gtd g 5s 1938
Mahoning Coal R R Co 1 st 5s 1934
Pitts &L E 2d g 5s series A & B 1928
Pitts McKeespt & Y 1st gtd 6s 1932

do 2d gtd 6s 1934
McKeespt & B Verlst g6s 1918
Michigan Central 5s 1931

do do registered
do 4s 1940
do do registered
do g 3is sec by 1st m on J L & S 1961

do 1st g 31s 1962

I do 20-yrdeb4s 1929

do do registered
N Y Chicago & St Louis 1st g 4s 1937

do do registered

t do 25-yeardeb4s 1931

West Shore 1st 4s gtd 2361

.§ do do registered
Guaranty Tr Co of N Y 6% ctfs for N Y Cent Lines Eqtiip.

Trust of 1907
due November 1, 1914

*85J
102J
*90

831

*lDli

*112

*102J
*994

*101J

*100
*105
*96

84
*91

*91i

*103i
*104

lOOJ
115

*110

*100i
*102i
1004
*87

*82

do
do
do
do
do
do
do
do

do
do
do
do
do
do
do
do

do
do
do
do
do
do
do
do

1,1916
1,1916
1,1917
1,1918
1,1919
1,1920
1,1921

. -, „„ _„ 1,1922
Guaranty Tr Co of N. Y 4J% Ctfs for N Y Cent Lines Equip
Trust of 1910
do series E due Jan 1, 1915

do 1,1916
do 1,1917
do 1,1918
do 1,1919
do 1,1920
do 1,1921
do 1,1922
do 1,1923
do 1,1924
do 1, 1925,

do
do
do
do
do
do
do
do
do
do

do F do
do G do
do H do
do J do
do K do
do L do
do M do
do N do
do P do
do Q do

^ Y & Greenwood Lake iee Erie
NY& Harlem a'eeNYC&H
N Y Lack & Westn See D L & W
N Y Lake Erie & Western See Erie
N Y L E & Westn Coal R R See Erie .

N Y L R & Western D & Im Co See Erie
N Y & Long-Branch See Cent of N J

*85
93

x*91

99J
99?

99J
99f
99J
99i
99f
99J
99i

98J
98i
97i
965

96i
96

95i
95§
95

94i

*91

*108
*96

*81

87

87i
91J

*9U

*110i

*96J

'*96'

'*9ii

#A&0
#A&0
J&D#
#J&D
M&S#
F&A#
F& a|
#M &N
jiM &N
A&Ott
A&of
#A&0
J&D#
A & 0#
F& Aft

#M&N
J&.T#
J&Jfl
j&jI
j&j|
A &0#
J& Jjt

#J&D
jfJ&D
M&SS
M&SS
#M&lir
JtM&N
J& J#
J& jS
A&6#
J& J#

J & Jfl

#M&S
QM
#J&J
P&J
M&St
SM &N
itA & O
#A&0
A&0#
A&Ofl:
SM&N
jiJ& J

#J&J

M&:N#
M&N#
M&N#
M&NB
McSiN#
M&N#
M&NS
m&nJ
M&N#
M&N#
#J&J
#J&J

iJ&

J
J&J
J& J
J&J
J&J
J&J
|J&J
P&J
«J&J
1j& J

J.3,500,000

1,100,000
300,000

2,500,000

1,650,000

12,000,000

• 1,200,000
4,000,000

130,000
3,500,000
9,076,000
400,000
375,000

2,440,000
4,400,000
1,350,000
800,000
400,000

1,800,000

I
50,000,000

50,000,000

60,000,000

840,000
1,600,000
2,000,000
2,250,000

900, 000
600,000

3,676,000

2, COO, 000

1,740,000
14,000,000

7, 634, 000

18,956,000

10,000,000

50,000,000

2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000

2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
2,000,000
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Aslred. Interest.
Amount
listed.

EAILK0.4D BONDS—continued.

New York New Haven & Hartford
I do non-conv deb 4s ..1914

do do registered

do non-conv deb 4s 1947

do do registered

do non-conv deb 3Js 1947

do do registered

do non-conv deb 3§s 1954

do do registered

do non-conv deb 4s 1955

do do registered
do non-conv deb 4s 1956

do do registered

§1Itdo conv deb ctfs 3Js ; 1956

do do registered

t do convdebGs 1948

do do registered
do Cons Ey non-conv 3, 3i & 4% 1930

do do registered

do do non-conv deb 4s 1954

do do do registered

do do non-conv deb 4s 1955

do do do registered

do do non- conv deb 4s 1955

do do do registered

do do non-conv deb 4s 1956

do do do registered

do Hrlm Ev-Port Clist 1st 4s 1954

do do registered

do B & N Y Air Line 1st 4s 1955

do do registered

do CentNE 1st mg gt 50-yr 4s 1961

do Harttord Street i^y 1st 4s 1930

do Housatonic E con g5s 1937

do NaugatuckE K Co 1st 4s 1954

do do registered:
do NY Prov & Boston gen 4s 1942

do do registered
do N "i Wesiohester & boston 1st mge 4j3 ser I gtd (tax

* 73i

' 80J

* 74

"*ii6J

* 81

'i'r's"

"im

783

82J 84i

*107

'"87"

ex NY) 1946
do N H & Derby con ev 5s 1918

do NY &N E Boston I'er 1st 4s 1939
do New EnglandR R con 5s 1945

do do con 4s 1945
do Prov Secur 60-vr deb 4s 1957
do Prov* Springfield 1st .5s 1922
do Providence Terml 1st 4s 1956
do do registered
do W & Con Eastn Ev 1st 4Js 1943

li Y & Northern N Y C & H
N Y Ont & W refunding 1st g 4s 1992

do registered S5,000 only
do gen mtge 4s 1955

N Y & Putnam S« N Y C & H
N Y & Rockaway Bch See Long Isl

N Y Susq & West See Erie
JNorfolk Southern 1st & Ref 50-yr mge 5s Series A 1961
Norfolk & Southern 1st g 5s 1941
Norfolk* Western R E genges 1931

do improvement & ext g 6s 1934
do New Eiver 1st g 6s 1932

INorfolk & \Vn Ey 1st con g 43 1996
do do retri'stered

do small bonds
t do divisnl 1st lien & gen g 4s 1944

do do registered

t do 10—25-year conv 4s.. i 19.32

do do registered
,

t do 10-20-year conv 4s 1932
do registered

,

t do 10-25-year conv 4*s 1938
do PocahonC & Ob joint 4s 1941

5Col Conn & Ter 1st gtd g 5s 1922
.Scioto Val & N E 1st gtd g 4s 1989
Northern Ohio See Lake Erie & W
N Pao Ry prior lien ry & Idgt g4s 1997

do do registered
do gen lien ry & Id gt g 3s 2047
do do registered
do St. Paul-Duluth div g 4s 1996
do do registered

Duluth Short Line 1st gtd 5s 1916
,N Po & Gt N joint bds See C B & Q

*80

lOOJ
*117
*118
*118

94i

965

*1198

104

"ioi"

*91

"ioe'

*104i
89}
*102

92

95i

106

'ios'

*]05
94

*68

x65J
*m

*6e

j}F& A
«F& A
#M&S
#M&S
#M&S
#M&S
#A&0
#A & O
J&J#
J&J#
#M&N
SM&N
#J&J
#J&J
SJ & J15
#J& J15
ttF & A
BE&A
#J&J
«J& J
BJ& J

P&J
Sa&o
eA& O
«J& J

Sj& J
Sm&n
Sm&n
F&A#
F&A#
BJ& J
M&SS
M&N#
ttM&N
Sm&n
«A& O
#A&0
Ji-J#

ttM &N
fiA& O
J&J#
J&J#

JiM it N

SM &S
iM&S
#J& J

M &SS
M & S#
#.TAD

«F & A
Sm&n
ttM&N
SF & A
Sa&o
A&0#
A&0#
A & oa
j& j«'

j&jSBT&D
Sj&d
M &S#
M &SS
M&sS
J&D«
#J&J
M&N#
Q .Tan"

QJan
QFeb
QFeb
#J&D
#J&D
M&S#

35,000,000

5,000,000

5,000,000

10,000,000

15,000,000

15,000,000

9,765,450

38,544,300

1,000,000

4,354,00a

2,350,000

1,341,000

2,108,000

15,000,000

3,777,000

11,967,000
2,500,000
2,838,000

2,500,000

1,000,000

20,100,000
576,000

1,500,000
7,500,000
10,000,000
8,880,000

750,000

4,000,000

1,992,000

20,000,000

6,650,000

12,367,000
1,590,000
7,283,000
5,000,000
2,000,000

40,400,500

22,980,000

3, 661, 000

924,100

14,060,000
18,284,000

600,000
6,000,000

109, 152, 50O

56,000,000

7,616,000

500,000
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RAILROAD BONDS—continued.

St Paul& N I'gengOs 1923

do registered ctfs

St Paul & Dulutli 1st .5s 1931

do 2nd 5s 1917

do 1st con g 4s ; 1968
jWashington Central R y 1st 4s 1948

^or Pao Tennl Co 1st g 6.s 1933

North \\'isconsin See C ,«t P M & O
Nor & Montreal See'NYC&H
Ogdenst) & L Cham See Rutland Ry
OEio Ind & Wn See C C C & St L
Ohio River R R See Bait & Ohio
Oregon & California See So Pac Co
Oregon R R & Nav See Union Pao
Oregon Short Line See TJnion Pac
tSOregon-Wash R R & Nav 1st & ref mtge 4s series A . . . 1961

Oswego & Rome See N Y C & H
Pacific Coast Co 1st g 5s 1946

Pacific of Missouri See Mo Pao
Penii R R Co 1st real estate g 4s 1923

do con g 5s 1919

do do registered

do con g 4s 1943

J§ do ten-year oonv g 3Js 1915

do do registered

t do consmtgeg4s 1948

do do registered

Allegh Valley gen gtd g 4s 1942

Belvidere Delaw con gtd g 3is 1943

Del Riv R R & Bge 1st gtd g 4s 1936

tPhllaBalto & Wash lstg4s 1943

do do registered
Pitts Va & Charl Ry 1st gtd g 4s 1943

Sodus Bay & Southern 1st g 5s 1924

Sunbury & Lewistown 1st g4s 1936

.UnltedN JRR & CnlCogeng4s 1944

Pennsylvania Co gtd 1st g4Js 1921

do registered
gtd 3^8 col tr rg cts ser A 1937do

do
do
do
do
do
do

gtd 3is col tr certs ser B 1941

Trust Co oerts gtd g 3is 1916

gtd g 3Js trst ctfs ser C 1942

gtd g 3Js trst ctfs ser D 1944

4% 15-25-yr gtd gl loan of. 1906

— 4D-yr guar 4% tr ctfs ser E IHSJ

Cin Leb & Nor 1st con gtd g 4s 1942

Clev & Marietta 1st gtd g 4is 1935

Clev & Pitts gen gtd g 4}s ser A 1942

do do series B 1942

do do do int reduo to 3i% ----

do do SisseriesC 1948

do do SJsseriesD I960

Erie & Pitts gen gtd g3is ser B 1940

do do seriesC J94U
arEap&Indextlstgtdg4is 1941

Ohio Connecting Ry 1st gtd s f 4s 1943

Pitts Ygstn & Ash 1st con 5s - 1927

To! Walhoning Vy & O 1st gtd bds 4is series A 1931

do 4is series B 1933

do 4s series C ,™
PCC&StLcongtdg4isserA 1940

do
do
do
do
do
do

series B gtd 1942

series C gtd 1942

series D gtd 4s J™
1949

series E gtd 3is J™
series F con gtd g 4s |=m

>•<- series Gcongtdg4s ,^™'

Chic St L & Pitts con g 5s ^^
do registered --

: 'ensacola & Atl See Louis & Nash
Peoria & Eastern See C C C & St L
Peoria & Pekin Union 1st g 6s

do 2dg4is
Pere Marquette ref mtg 4s

do registered ,„;;
do ret mtg gtd 4s Jx,?

Chic & West Michigan By 5s '";/:

Flint & Pere Marquette g 6s {"|"
do 1st con g 5s , „,„
do Pt Huron div 1st g 5s |™°

Saginaw Tuso & Hur 1st gtd g 4s ^"'^

Phil Bait & Wash See Penn K R

1921
1921

1955

Bid.

Ill

1041
101

86i

113

*89

*100

*96J
*1D1

*99}
99
*96

85i
875

83J

*92J
85
96
lOOJ
lOOi

84J
85

84

95i
*898
*1033
*96
96

92i
*101J
*10l|

92i
92i

*105i

*101
*88

*90J

*104

"'*99'

*100i
'

'*96i'

*101i

"*85"

86

'*96i'

*96}

*60

*102J
*92

Interest.

SF & A
QF
F & A#
A & Ojf
.I&D#
QMar

#.T & J

SJ &D
BM&N
M&SJtQM
#M&N
J&D
J&D
#M&N
#M&N
fiM& S
5j&j
F & Aft
M&Nft
M&Nfl
M&Nj(
J&J#
J& Jft

#M&S
J& J#
J& JS
M&S#
ttF& AM&N#
J&DJt
J&D#
BA&O
Bm&n
M&N#
#m&n
A&0#
A&OS
M&N#
F&Ajf
J&J#
J&J»
J&J#
M&S#
M&N#
J&J#
j&ja
M&S#
A&0#
#A&0
M&NB
M&N#
F&AB
J&Dft
M&N#
A&0#
A&0#

QF
M&N
#J& J«& J
jtJ&J
J&D#
A &0#
#M&N
#A & O
F&A#

Amount
listed.

$7,985,000

1 , 000, 000
2,000,000
1,000,000
1,538,000
><. 195,000

5,000,000

1,675,000

4,998,000-

2,584,000

86,835,000

I
20, 000, 000

20, 000, 000
972, 000

l,293,00a

I
15,070,000

6, 000, OOO
500, 000
500, OOO

•), 646, 000

I
19,467,000

4, 383, 000
8,816,000
3,992,000
4,506,000
9,435,000
20,000,000
10,000,000

818,000
1,239,000
3,000,000
1,556,000
429,000

2,738,000
1,457,000
2,066,000
2,013,000
4,466,000
1,989,000
1,562,000
1,500,000
978,000

1,362,000
10,000,000
8,781,000
1,379,000
4,976,000
4,520,000
10,000,000
9,742,000

1,506,000

1,495,000
1,499,000

3,023,000

9,207,000
5, 753, 000
3, 999, 000

2,850,000
3,325,000
1,000,000



880 EEGXILATION OF THE STOCK EXCHANGE.

Bid. Asked. Interest.
Amount
listed.

RAILROAD BONDS—continued.

Philippine Ey Co 1st mg 30yr si 4s 1937
do registered

Pine Creek See N Y Cent
Pitts Cin Chic & St L See Penn Co
Pitts Clev & Tol See Bait & Ohio
Pittsburg Junction See Bait & Ohio
Pitts & Lake Erie See N Y Cent
Pitts McKeespt & Y See N Y C & H
Pitts Shenango & h Erie 1st g 5s 1940

do 1st con g 5s 1943
Pitts Va & Char Ry See Penn B E
Pitts & Western See Bait & Ohio
Pitts Youngs & Ashtab See Penn Co
Eeading Co (Phila & Reading Co C & I) gen g 4s 1997

|§ do registered

JX do Jersey Cent collat g 4s 1951

I
do do registered

{Atlantic City 1st con gtd g 4s 1951
Rensselaer & Sar See Del & Hudson
Richmond & Danv See Southn Ry
Eichmd & Mecklenbg See Southn Ry
Rio Grande Junction See Den & R G
Rio Grande Southern See Den & E G
Eio Grande Western See Den & E G
Eoch & Pitts See Bufl Eoch & Pitts
Rck Is Ark & Louisiana See C R I & P
Rome Watern & Og See N Y C & H
Rome W&OTEE SeeNYC&H
Rutland Canadian Set Rutland R E
Rutland R R See N Y Cent
Sag Tus & Hur See Pere Marq
St Jos & Grand Island 1st g 4s 1947
St Lawrence & Adiron See N Y Cent
St Louis & Cairo See Mobile & Ohio
St L Iron Mt & So See Missouri Pac
St L Merc See Term R R of St L
St L & San Fr Ry gen g 6s 1931

do gen g 5s 1931
St L &SanFr R R con g 4s 1996

tU do gen lien 15-20-year 53 1927
do do registered
do do Bankers Tr Co Ctfs of Dep
do Southwestern div g 5s 1947

t do refundingg4s 1951
do do registered

KanCy Ft S & Mem R E con g 6s 1928
JKanCy Ft S & M Ey ref gtd g 4s 1936

do registered
,KyCy &MR iB Co 1st gtd g 5s 1929
St Louis Southern See Illinois Centl
St L Southwulst g4sbdscertfs 1989

(§ do 2d g 4s inc bond certfs 1989
< do Cong 4s 1932
(Gray's Point Terml 1st gtd g 5s 1947
St P & K City Short Line See C R I & P
St Paul & Duluth See Northern Pac
St Paul Min & Man See Gt Nor Ry
St Paul & Nor Pac See Northn Pac
St Paul & Sioux Cy See C St P M & O
San A & Aran Pass 1st gtd g 4s 1943
San Fe Pres & Px See Atch T & S Fe
San Fran & Nor Pac 1st sk fd g5s 1919
SavFIa&Wn See A tl Coast Line
Scioto Val & N E See Norfolk & W
Seaboard Air Line Ey g 4s 1950

do do stamped
do registered
do adjustment mtge 5s 1949

t do refdg4s 1959
Atlanta Birmhm 30-yr 1st g 4s 1933
Carolina Central 1st con g 4s 1949
FlaCent & Peninsula 1st g 5s 1918

do 1st land grant extg 5s 1930
do cons g 5s 1943

Georgia & Alabama 1st con 5s 1946
Ga Car & Nthn 1st gtd g 6s 1929
Seaboard & Eoanoake 1st 5s 1926
Sherman Shrevpt & So See Mo K & T
Silver Spgs O & G See Atl Coast Line
Sodus Bay & Southern See Peon R K
South Carolina'& Ga See Southn Ey
South & Nor Ala See Louisv & Nasa

108

106i

*94J

*95

*95'

J&J#
J&J#

A& Ofl

#J&J

SJ&J
#J& J
#A & O
#A&0
J&J#

76}

lOlJ
*78
*52

*80
*53

#J& J

J&J#
J& Jlf

J&j}f
jiM &N

51

92}
53

'*76i'

*110

*73i *76

*90

*76
*77

*874

*77i
77i

A&0#
J&J#
J& JS
#M&N
A&0#
A&0#
A&0*f

M&N#
J&J
#J&D
J&DJf

16,000,000

3,000,000
408,000

99,122,000

23,000,000

1,850,000

3,500,000

3,681,000
5,803,000
1,658,000

23,979,300

21,886,700
829,000

68,557,000

13,736,000

25,835,000

3,000,000

20,000,000
3,042,500

22,261,000
339,000

83 *83i

*85
*85

X76i
*76i
*855
844
lOOl
lOli

*101i
*104i
*102|
lOli

77J
*77
*86

*104i
*106

#J&J
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Bid. Asked. Inttrest.
Amount
listed.

KAiLROAD BONDS—Continued.

jSo Pac Co g is (Cent Pao collat)

do 00 registered
§Centl Pac 1st roiunds gtd 4s . .

.

do
; do
do

1^ t

registered.
mtgegSis
do registered

Through S L 1st gtd g 4s
do registered

al H & S A Mex & Pc div 1st g 5s.

.

GilaValG & Nthn 1st gtd g 6s

Houstn East & West Tex 1st g 5s
do 1st gtd g 5s redeemable

Houston & T C 1st g 5s int gtd
do gen 4s interest gtd
do Waco & Nwn div 1st g 6s

Austin & Northwn 1st gtd g 5s

Louisiana Western 1st 6s

Morgan's La & Tex 1st 7s

do gtd g 6s

Northern Ry ol Cal gtd g 5s

Oregon & California 1st gtd 5s

SSo Pac of Cal 1st con gtd g 5s

South Pac Coast 1st gtd g 4s

SJlSan Francisco Termnl 1st 4s

Tex & N Oris con g 5s

{So Pac R E Co 1st ref mg gt s 1 4s. ..

: JSo Pacific Co 20-yr conv 4s

1
Southern Railway 1st con g 6s

do registered ."

do dev & gen mtg 4s series A—
do registered

Mob & Ohio col trust g 4s . .

.

do registered

So Ry Memphis div 1st g 4is-5s
do do registered

do St Louis div 1st g 4s

do do registered
Alabama Central R 1st g 6s

Atlantic & Danville 1st g 4s

do 2dmtge
Atlantic & Yadkin 1st gtd g 4s

Colum & Greenville 1st g 6s

East Term V & Ga divisnl g 5s

do conlstgSs
Hast Term reorganiztn lien g 6s

do registered
Georgia Midland Ry Co 1st 3s

-Georgia Paciflo Ry 1st g 6s

EnoxviUe & Ohio 1st g 6s

IjO & Nash-Southn Mon See L & N
'a.db & Birmham prior lien g 6s

do small
do mtgeg4s
do, do small

Richmond & Danville con g 6s

do deb 6s stamped
Bichmd & Mecklenburg 1st g 4s

South Carolina & Galst g5s
IViiginia Mid series mtg C 6s

.1949

'.i949

!i929

!i954

90J

.1931

.1924

.1933

.1933

.1937

.1921

.1930

.1941

.1921

.1918

.1920

.1938

.1927

.1937

.1937

.1950

.1943

.1956

.1929

.1994

*91J

'

'*85i

iioi"

102
lOli

*93i
*10Si
*100
103

*106i
*105
106
lOOJ
103
*91

*92J
*91|
106

do
do
do

.1956

.1938

.'i996

*76J

'*82J

*104i

.1951

.1918

.1948

.1948

.1949

.1916

.1930

.1956

*83i
*x

*103i
*87J

*76

*101J
*104i
*107i
*100i

.1946

.1922

.1925

.1945

107i
*109i

*100i

.1945 *70

.1915

.1927

.1948

.1919

.1916

*101 .

*103i
*70

*101i
lOli

T do
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Asked. Interest.
Amount
listed.

RAILROAD BONDS—Continued.

Texas & Pacific Railway 1st g 5s 2000
do 2d g income 6s 2000
do Louisiana div B L 1st g 5s 1931

Weathrfd MW & Nw Ey 1st g 5s 1930
Toledo & Ohio Central 1st g 6s 1935

do Western div lstg6s 1936

do gen g 6s 1936
Kanawha & Mich 1st gtd 4s 1990

do 2d mtge 20-yr 6s 1927
Kanaw & Hoc C & C See Coal & I Bds
Toledo Peoria & Westn 1st g 4s 1917
Toledo St L & Wn prior lien g 3is 1925

do registered
do fifty-year g 4s 1950
do do registered

do coll trust series A 4s 1917
Tol WaUionding Vy & O See Penn Co
Toronto Hamilton & Buflt 1st g 4s 1946

Ulster & Delaware 1st con g 6s 1928

do 1st ret g 4s 1952
Union Pac 1st R E & Id gt g 4s 1947
" do registered

do 20-yearconv 4s 1927

do do registered

§t do 1st &refdg4s 2008
do do registered

Oregon EE & Nav Co con g 4s 1946
Oregon Short Line E E 1st g 6s 1922
S do lstcong5s 1946

jt do gtd refunding 4s 1929
do do registered

Utah & Northern g 5s 1926
do 1st mtge extd at 4% 1933

Jnited N J E R & Canal See Perm E E
Utah Central see Rio Grande Wn
Ut£di Northern See Union Pac
Utica & Black Elv See N Y C & H E
JVandaUa R R con g 4s series A 1955

do registered
t- do con 4s series B 1967
Vera Cruz & Pac 1st mtg gtd 4is 1934
Verdigris Val Ind & W See Mo Pac
Virginia Midland See Southern Ry
Virginia & Sowestem See Southn Ry
tSUVirgn Ry Co 1st mg 50yr 6s ser A 1962
Wabash Railroad Co 1st g 5s 1939

do 2d gSs 1939
do debenture series B 6s 1939
do 1st Uen equlpmt s fd g 5s 1921

t do 1st lien fltty-yr g trmr4s 1964
do do regfetered

t do 1st ref & ext fifty-yr 4s 1956
do do registered
do do Cent Trst Co cfs of dep
do do do stamped
do do Equitable Trust Co otfs of deposit stamped...
do do do do unstamped
do Det & Chic Bxten 1st g 5s 1941
do Des Moines div 1st g 4s 1939

S do Omaha div 1st g 3is 1941
. do Tol & Chic div 1st g 4s 1941
Wabash-Pitts Terml Ry 1st g 4s 1964

do CenTrctsA Old Colony cts
do Columbia Trust Ctfs of Dep
do Columbia Trust Ctfs of Dep for Central Trust Ctfs

of Dep
do 2d g4s 1954
do Guaranty Trust Ctfs of Dep

Warren R R see Del Lack & Wn
Wash Ohio & Wn See Southn Ry
Washington Central See Northern Pac
Washington Terml 1st gtd g 3is 1946

do registered
do Isf mtge 40-yr gtd 4s i945

Weatherfd MinW & N See Tex & Pac
Western Maryland 1st g 4s 1952
Western N Y & Penn 1st g 5s.; 1937

do gen g 4s 1943
do meg 5s 1943

Westn North Carolina See Southn Ry
West Shore See N Y C & H R

*101i
*20
*90

*40

104J
*102|

*100i
86i

*101J

81i

*91
86.

*56
50

*85

*101i
*76

97i

93
X
92

93i

'93"

93
110}

107i
92i

*102
*87|

#J&D
Mar
p&:
F&A#
J& JS
A&0#W&D
#A&0
J&J#

J&J#
J& J#
J& JB
#A&0
#A&0
F&A#
P&D
JtJ&D
A&0#
J& J#
J&Jfl
J&jB
J&J#
M&S
M&S
Sf&a

J&D#
J&D#
J&jl

JtF&A
#F&A
M&N#

104

*97i

104*

*9i

*70

"60

*99

61

106i

63i
*69

13
12

83J

'*93"'

14
14

14
3

li

*84

A&0#
#M&S
iJ&D

#J&D

791
103

*80}

'*82i

$25,000,000
963,000

4,241,000
660,000

3,000,000
2,600,000
2,000,000
2,469,000
2,500,000

4,800,000

9,000,000

6,500,000

6,480,000

3,280,000
2,000,000

700,000

100,000,000

36,262,125

38,402,000

23,380,000
14,931,000
12,328,000

45,000,000

1,802,000
4,991,000

9,890,000

7,467,000
7,000,000

26,000,000
33,900,000
14,000,000
1,104,000
1,900,000

3,923,000

16,012,000

4,000,000

12,068,000
4,022,000
3,031,000
1,600,000
3,173,000
3,000,000

30,236,000

I
20,000,000

10,000,000

2,000,000

46,633,000
9,990,000
9,789,000
10,000,000
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BAILKOAD BONDS—contmued.

Wheeling & Lake EricEy 1st g 5s 1926
do Wheeling div 1st g 6s '.

1928
do extension & imp g 5s I930

Wheel &L ErieR E Istoon g4s I949
do 20-yr equip sk fd g5s .'.".'.'.'

1922
Wilkesbarre & Eastern See Erie RE
Wilmar & Sioux P See St P M & M
JVvinstn-SalmSoBndRy lstmg4s.. . i960
\Viscon Cen Ry 50-yr 1st gen g 4s 1949
-Sup & Duluth div & terml 1st 4s '.'.'.'.'.'.'.'.'.1936

STREET RAILWAY BOMDS.

Broadway & Seventh Av See Met Ey
BHyn Rapid Trans 50-yr mge g 6s 1945
t do 1st ret oonv g 4s "!'"2002

do do registered
do 6;jr 5% Secur.ed Coupon NoteVdiie.'.'

!

igis
IBklyn City E E 1st con 5s 1916-1941
BklynQns Co & SubcongtdgSs. . 1941
BkIynQnsCo& SublstmtgSs ""l941
Brooklyn Union Elev 1st g 4-5s

'

"i960
do stamped guaranteed

Kings Co Elevated E R 1st g 4s
"

'

." '1949'

do stamped guaranteed
Nassau EleoR E consgtdg4s i.igsi'

: :Chioago Railways 1st mtge 20yr 5s 1927
do registered

City & Surb R R Bait 1st g Ss i922'
Columbus & 9th Ave See Met St Ey
Conn Ry & Ltgtg 1st & ret g 4Js 1951

do stamped guaranteed
Benver Cons Tramway Co 1st g 5s i933
Detroit United Ey 1st con g 4*s 1932
sport Smith Let & Trao 1st m'g 5s 1936
Grand Rapids Ey 1st g 5s 1916
Hartford Street Ry See N Y N H & H
Havana Electric Railway con g 5s 1952
Hudson & Manhattan 1st lien & ret mtge 6s ser A 1957

kdo adjust income mtge 6s 1957
Y & Jersey 1st mtge 30yr g 5s 1932

.
terborough Met olt trst g 4Js 1956
do registered

iUutarbgh Eap Tr 1st & refd mtge 6s (tax exempt N Y) .1966
I do do registered
Lex Av & Pav Ferry See Met St Ry
Louisville Railway Co 1st con g 6s 1930
JManhattan Ry of N Y con g 4s 1990
!do registered

t do stamped (tax exempt N. Y.)
do registered

Manila El Ry & Ltg 1st in & cl ts s f 5s 1953
Metropolitan Street Railway
Bway & 7th Ave 1st con g 5s .1943

do registered
Colum & 9th Ave 1st gtd g 5s 1993

do registered
LexAv & Pav Ferry 1st gtd g 6s 1993

Met West Side Elev'Chio'is't g 4s."
'

1938
do do registered

Mil Eleo Ry & Light con 30-yr g 6s 1926
do refunding & ext 4is 1931
do gen & ret mge 6s ser A 1951

Minn St Ry (ML & M) 1st con g 5s 1919
{Montreal Tramways 1st & ret mtge 30-yr 5s Ser A Col Tr
Coupon Bds 1941

Nassau ElecRR Sec BklynEap Tr
New Orl Ey & Lgt gen mtge 4Js 1935
{New York Railways 30yT 1st E E & ret 4s (tax exempt N.

Y.) 1942
do registered

t do 30-yr adj mtge income 5s (tax exempt N. Y.) . . . 1942
do registered

tN Y State Rys 50-yr 1st con -(is 1962
do registered

Portland Ry Co 1st & ref skg fd 6s 1930
§t^Portland Ey Light & Power Co 1st & ref s f mtge conv
/ 5s ser A 1942
\Portland Gen Elec Co 1st mge 6s 1936
St Jos Ry Light Heat & P 1st g 5s 1937

Bid.

*101i
*97
*90
*78
*90

*102

99i
*10l|

95.

lOlJ
lOll

Asked.

75J

* 37
100

785

* 91

'91i

101

99

'*i66'

*102

78i
X
60

* 97

*102

1031

911

*102J
97J

*101i
*101J

77J

* 76

* 95
90

781

* 92

' 93

102
100

*102J
94

*100i

* 85

78|

""m

*92i

Interest.

A&0#
J&JjtP&A
M&S#
#J& J

J&J|
J&J#
#M&N

#J&J
#J&-J
A&0#
|J&J
|m"'& s
#J&D

#F&A
#F& A

#J&J
#J& J
A&O
A&O
MAN*
M&Ng.
M&N#
#P&A
J&J#
M&NJt

Amount
listed.

$2,000,000
894,000
343,000

11,697,000
2,152,000

5,000,000
23,585,000
7,600,000

7,000,000

20,771,000

39,699,000
6,000,000
2,884,000
3,500,000

16,000,000

7, 000, 000

10,347,000

46,796,000

2,430,090

12,303,000

730,000
14,586,000
2,646,000
3,308,000

9,384,00Di

36,662,000
33,102,000.
6,000,000

67,825,000

} 44,172,000

4,600,000

39,777,000

6,000,00a

7,650,000

3,000,000

6,000,000

9,808,000

6, 500, 000
6,467,000
4,000,000
4,000,000

13,335,000

17,509,000

15,946,000

30,411,000

6, 915, 000

8,523,000

16, 000, 000
8,000,000
4,718,000
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Bid. Interest.
Amount
listed.

STREET RAILWAY BONDS—Continued.

St Paul City Ry Cable con g 5s 1937
do gtd g 6s 1937

J§Third Av Ey 1st ref mg 4s (tax exmpt NY) 1980
do do registered

t§ do do adj mtg Income 5s (tax exempt NY) 1960
do do registered

Tliird AveR R 1st 5s 1937

tTri City Ry & L 1st coll tst s f 5s 1923
Undergo Elec Eys Co of London Ltd

do 4J % bonds ol 1933
do 6% income bonds 1948

S5 shall be considered the eqvt of £1
Union Elevated Ry Chic 1st g 5s 1945
United Rys Inv Co 1st lien coll tr s f 5s Pittsburgh Issue. 1926
United Railways ol St L 1st g 4s 1934

{do St L Tran C<) gtd Imp 20-yr 5s 1924
United Raiboads of San Fr s fd 4s 1927
Va Ry & Power 1st & ref mge 6s 1934

UNITED STATES GOVERNMENT SECUKITIES.

United States eon 2s registered 1930
do con 2s coupon 1930
do con 2sregistd small bds 1930
do con 2s coupon small bds 1930
do 3s registered 1908-1918
do 3s coupon 1908-1918
do 3s registd small bds 1908-1918
do 3s coupon small bds 1908-1918
do 4s registered 1925
do 4s coupon 1925
do Pan Cnl 10-30-yr 2s registd 1936
do do registered small 1936
do do couponsmall 1936
do do 10-30-yT 2s regstd -. 1938
do 3% Panama Canal In regst 1961
do 3% Panama Canal In due 1961

§District of Columbia 3-66s 1924
do small bonds
do registered

Philippine Island land pur 4s 1914-34
do pub works &impreg4s 1936

Philippine Islands 4% Public works & Irap.Ten-Thirty-yr
Reg Bonds 1936

FOREIGN GOVERNMENT SECURITIES.

$5 shall be equivalent of £1 Sterling Regular delivery £100
and £200 Other denominations must be specified in selling

Four Marks equal One Dollar
Two Rubles equal One Dollar
Argentine Rep 5s inter loan of 1909
Imperial Chinese Govt 5% Hu-Kuang Rys. loan of 1911 .

.

tJCuba Republic of. g 5s extr debt 1904
do registered
do g4JsextmIoan i949"

UIDominican Rep Cus Adm s f 5s 1958
Fiankfort-on-the-Main (Germany) bd loan SJs ser 1, 1901 in
the denomination of Marks

Japanese Gov 4i% Sterling loan ."!!!!!i925'
do do second series 1925
do do 4% Sterling loan 1931

Mex., U S of. Extern loan of 1899 s 1 6s in denomination of £
Sterling
do 4s gold debt 1904 !

igji'
Russian Govt 4% Rente in denomination of Rubles
City of Tokyo (Japan) 5% loan of 1912

83i 84

'si'

*106i
*97J

94^

92t

*107i

72J

STATE SECURITIES.

SAlabama currency funding 4s 1920
District of Columbia See U S Govt
^r^ ^'S*?

Canal Improvement Bonds (Erie, Oswego &
Champlain Canals) *

do 4%. due July 1, 1960
do registered
do 4% !;;!;;du6 janiiVmi'
do registered.
do 4% .'."."!.';."!.'.due JulylVigei
do registered. ' '

do 4s.. ."."idue'jan." lVi962'
do registered.
<^" *is !!!;;!!;!due Jan.'lVi964

605
94

98J 99i
98S 99.i

102

102i

lUi
112

101

lOOJ

*80

*66J

99i
.. X
108}

103

112J

101

J

*98}
*90
*100

*94J

90

*83
*70

*101

108i

J&ja
#A&0

fJ&J
Sj&j

A&0#
#M&N
J& ja
A & o#
#A&0
J & JS

Q Jan
QJan
QJan
Q Jan
QF
QF
QF
QF
QF
QF
QF
QF
QF
Q Nov
QMar
QMar
F & AS
F & Ajt
F&Aji
QF
Q Mar

Q Feb

H&S
#J & D15
#M&S
Im&s
F&A#
#F&A
M&S
#F & A16
J & J#10
#J&J

QJ
J&D#
Q Mar 14
M&S#

jtJ& J

J&J#
J& J#
#J&J
#J&J
J& J#
j&jB
|j&j
#J& J
#j&j

$2,480,000
1,138,000

15,576,500

22,333,000

6,000,000
8,039,000

£1,911,300
£5,200,000

14.387,000
18,160,000
30,769,000
10,000,000
2.5,081,000
11,503,000

642,909,950

77,135,360

I
118,489,900

54,631,980

.30,000,000

60,000,000

14,224,100

7,000,000
2,500,000

1,000,000

£2,000,000
£6,000,000

$31,868,500

$16,500,000
$13,566,000

M12,930,000
£28,500,000
£28,600,000
£26,000,000

£21,180,720
$37,037,500

R2,310,000,000

£5,175,000

$954,000

I
10,000,000

} 10,000,000

10,000,000

10,000,000

30,000,000
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STATE SECURITIES—continued.

(Cayuga & Seneca Canals)
do i% due July 1, 1960
do registered
do 4s due Jan. 1, 1962
do registered

Barge Canal Term 4% due Jan. 1, 1942
do registered

Hghwl'y Imp 4% Ends due Mar 1, 1958
do registered
do 4s due Sept 1, 1958
do registered
do 4s due Mar 1, 1960
do registered
do 4s due Mar 1, 1961

do registered

do 4s due Mar 1, 1962
do registered
do 4is due Sep 1 1, 1963

Palisades Intrste Pk 4s due Mcli 1, 1961

do registered
North Carolina construction 6s 1919

do do Special Tax Class 1

do do do do 2

, do do Westem&NCKE
do do do R H
do do Wil Char & Ethid li H
do do "Williamston & T R E

SSouth Carolina 4is 20-40 1933

fVirginia funded debt 2-3s of. 1991

0.0 registered

do 6s deferred ctfs Issue of 1871

, do do Brown Bros & Co ctfs do
|Va State "K iddleberger" bonds 1932

GAS AND ELECTRIC IIGIIT BONDS.

Atlanta Gas Ligbt Co 1st g 5s 1947

Bklyn Union Gas Co 1st con g 5s 1945

Buffalo Gas Co 1st g 5s 1947

do Oct. 1913 Coupon on
do Oct. 1913 Coupon oil

Cal Gas & El Cor See Pac Gas & Elec
Chic Gas L & C Co See Feo G & C Co
Columbus Gas Co 1st g 5s 1932

Conn Ry & Lighting See Street Rys
Consumers Gas Co See Peo G cSi C Co
Detroit City Gas Cog 6s }923

Detroit Gas Co 1st con g 5s 1918

Det Edison Co 1st mg col tr 30-yr 5s 1933

Edison El 111 Bkn See Kings Co El I. & P
Edison El 111 N Y SfeNYGELH&P
Eq Gas Light Co N Y 1st con g 6s 1932

Gas & Elec of Bergen Co con g 5s 1949

Grand Eap Gas Light Co 1st g 5s 1915

fSHudson County Gas Co 1st g 5s 1949

Kansas City Mo Gas Co g 5s 19^J
Kings Co Elec Light & Power g 6s 1937

' do Purchase Money 6s 1997

KS do conv deb 6s 19^^

lido oonvdeb6s 1925

Edisn Elec 111 Bklyn 1st con g 4s 1939

tLao Gas L C of St Louis 1st g 5s 1919

as ref & ext 1st g 5s 1934

Milwaukee Gas Light Co 1st 4s 1927

Mutual Fuel Gas Co See Peo G & C
Newark Cons Gas con g 5s 194»

NY<}asELH&PColstcoltrg5s 1948

I do purchase mny col tr g 4s 194J

\Edsn Elec 111 N Y l.st con g 5s 1996

N Y Qns Elec Lg & P 1st con g 5s.

*100

*97i

'*i66'

*100

'*i66'

81J

58J
81J

*101

1033 *105

J&J#
j&jS
*J&J
#J&J
#J&J
Ij&J
Sm&s
iM&S
M&S#
M&S#

IM&SM&S
M&S
M&S
M&S
#M&S
M&S#

IM&SM&S
A&O
A&O
A&O
A&O
#A& O
#A&0
!a&o
Sj& J
J&J#
J&J#
A&O
A&O
J& J

.1 & D
SM & N
A i 0#

»1, 000, 000

2,000,000

5,000,000

5,000,000

5,000,000

5,000,000

10,000,000

8,000,000

21,000,000

2,500,000

2,720,000

3,213,000

16,986,162

1,574,966
11,116,565
5, 862, 800

1,1.50,000

14,698,000
5, 900, 000

*100

*101J *102J

*101

*101i
*91

*102i
113

1930
1921

*110i
84}

101
100

102i
103}
86}

107i
100

*103J
118
1241
111

193C

N Y & Richmond Gas Co 1st g 5s .........--.-.-

tPac Gas & El Co, Cal Gas & El Cor unilymg & ref mge
30-vr 5s

tPaciflc Piwe'r&Light Is't&ref 20-yr 5s Interna-

tional Series . .,
;....- „

Patterson & Passaic G & Elec eon g 5s
J"*^

Peo G & Coke C6 Chic 1st con g 6s ™^
do refundifig g 6s

do do registered ;„;;
Chic Gm Lt & Coke 1st gtd g 6s }°5'

Con Gas Co of Chic 1st gtd g 5s '1'°

Ind Nat Gas & Oil 30-yr ref 5s |~°
Mutual Fuel Gas Co 1st gtd g 5s

'""

do registered

94i

98i
112}
99|

102
99

87J

101

95

*92

9fli

J&J#

J&J#
#F & A
#J&J

#M &S
Jj&D
«F & A
M&Njf
#A&0
A& 0#
A &0#
#M &S
#M &S

QF
JfA & O
SM&N
J&D#
j&dI
#F & A
J&J«
F& A#
#M &N
M&N#
r&A#
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Bid. Asked. Interest.
Amount
listed.

GAS AND ELECTRIC LIGHT BONDS—Continued.

Philadelphia Co conv deb Ss 1919
do eonv deb 5s ol 1912 1922

§Stand Gas & Elec cm- s f 6s 1926
Syracuse Lighting Co 1st g 5s 1951

St do Lgt & Pwr Co ooltr s f 5s 1954
Trenton Gas & Electric 1st g 5s 1949
.'Union Elec Lgt & Pwr Co 1st 5s 1932

do ref & ext 25-yr 5s 1933
Utioa Elec L & Power 1st s f g 5s 1950
Utica Gas & El Co r ef & ext nige 5s 1957
"Westchstr Lightg Co g 5s stpd gtd 1950

MISCELLANEOUS BONDS.

5Adams Express Co col trust g 4s 1948

Am Dock & Imp 5s See Cent of N J
Am Steamship Co ofW Va 1st 5s 1920
1Armour & Co E E 1st mtg 30 yr 4Js 1939
Bklyn Perry Co of N Y Enickbckr Tr Co Cfs of Dep for 1st

cons mge 5s 1948

do do stamped
Bush Terminal Co 1st -mtge 48 1952

do do con 5s 1955
do do Bldgs 5s gtd tax exmpt 1960

tChic City & Conn Kys Col Tr s f 5s 1927
Chic JoncBy & Stock Yds Col g 5s 1915
§Chino Copper 1st mtg conv 63 1921
fComstock Tunl Co 1st 30-yr 4s Inc 1919
Granby Con Mining Smelting & Power 1st mtge conv 6s ser

A 1928
Hackensack Water Co 1st 4s 1952
Henderson Bridge Co See Lo & Nash
JInspiration Cons Cop 1st mge 10-yr 63 conv coupon bonds due

1922,

*95i

"'iooi'
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Bid. Asked. Interest.
Amount
listed.

MANDPACTUKING AND INDU3TKIAL COftPOBATION BONDS—OOn.

JAm Tobacco Co 40-yr g 6s 1944

§ Udo registered
do Guaranty Tr Ck) cfsof dep

t do g4s 1961

f ^do do registered

Am Writing Paper 1st s f 5s 1919

tBaldwin Loco Works 1st mge st Ss 1940

Bethlehem Steel 1 st ext gtd s 1 6s 1926

IJ lido 30-yr 1st In & ret m gtd 5s ser A 1942

do registered

tCentral Leather Co 20-yr g 5s 1925

JConsol Tobacco Co 50-yr g 4s 1961

do registered

Corn Products Ref 26-yr 6% skg fd 1931

do 1st mtg 2.'!-yr skg fd 6s 1934

Cuban-Am Sugar Co 10-yr col tr 6s 1918

Distillers Secur Cor 1st mtge 25-yr 5% conv Coupon Bonds
due.-. 1927

JE I du Pont P'wder Co 30-yr 4}s 1936

SCenl Baking Co 1st mtge 25-yr 6s 1936

IHGeneral Electric Co deb g 3is 1942

I do deb 6s (tax exempt NY) 1952

General Motors 6s 1st In 6-yr Notes 1915

till Steel deb 4is 1940

tindiana Steel 1st mge gtd 5s 19,52

Ingersoll-Rand 1st mtge g 6s 1935

til do registered

Intematnl Paper Co 1st con g 6s 1918

do conv sinkg fund g 5s 1936

§tfInt Stm Pump 1st In 20-yr s f 5s 1929

do do registered
Lackawanna Steel Co 1st cnv g 5s 1923

1 do 1st con mge 6s ser A 1950

do 5-yr conv .5s 1915

SLiggett & Myers Tobacco Co 7s 1944

il do reaistered

t do do 5s 1951

§5 do registered •-
ftorillard Co (P.) 7s 1944

|f do registered --••

! do do .5s
1951

n do registered - - - • -—
iMexican Petroleum Co Ltd of Delaw 1st hen & ref conv 10-yr

sf 6s ser A 1921

t do registered - --•
t§ do 1st In & ret 10-yr s f 6s ser C 1921

do registered • - - •

NatEn&Sreflstmgrlesf20-yr5s 1929

Nat Starch 20-yr deb 5s 1930

tNational Tube Co )st mge gtd 5s 1952

flSN Y Air Brake 1st mge cv 20-yr 6s 1928

Ry Steel Spg 1st 6s Latrobe P s f 1921

do Inter-Ocean P 1st mge sf 6s I93i

Eep Ir & Steel 1st mg & clt tst s f 5s 1934

do 10-30-year sk fd mtge 6s 194U

t do registered ••-•

Standard Milling 1st mge 5s 1930

The Texas Co conv deb 6s i9di

• Union Bag & P Co Ist 2S-yr s f 5s 193U

do stamped :--

V S Realty & Imp con deb g 5s 19^4

U S Reduction & Ref 1st skg fd 6s 1931

tr S Rubber 10-yr coll tr skg fd 6s 191»

do registered - - -

UV S Steel Cor 10-60-yr g sk fd 5s 1963

t do registered
jVa-Car Chem 1st mtge 16-yr 5s

do registered
--••

Western Electric 1st mge 5s J9//
Westnghse Elcc & Mfg cnv s f 5s 1931

do 10-yr 6% coll notes i9i/

COAL AND lEON COMPANY'S BONDS.

Buff & Susq Iron Co 1st skg fd 5s 1932

do 20-yr deb g 6s 1926

CahabaMnCo SeeTennCI&R
Clearfield Bit O allst s f g 4s Ser A 1940

H do small bonds Ser B ---

Col Fuel & Iron Co gen s fd g 5s 1943

Colorado Fuel Co gen g 6s 1919

A&OB
A&0#

71

102i
98i
84i

9Si

x
*94
93
*92

*64}

*77

103J
lOOi

87J
101
100
X

*ioi8
80
66J

97
76

*96J
121J

*120i

95i

94

98^

98i
97i
92

*102J
*91|

103J

.1923

86i

'iosi

102i

'

'95i

102J
93

96i

*90

*78i

75

85

*93i

*92i

*64J
89

*89J
*80
*104

*100i
87?
lOlj

*102-t
83'

68

78

i22'

*100

"m
"ibo

99

84

99J
99i
98
92i

*93

104
*86

*26
104

102S

"96i

93i
97i

97
104 106J

F& A#
F& At
J&Ji
«M&N
|j&J
#M&N
#M&N
BA&O
F&A#
F& AS
M&NB
jSM&N
tJA&O

A &0#
P &D
#J&T)
*F& A
M&S#
A &0#

jJA & O
Bm&n
j&J
j& J
#F& A
#J&J
M&SJt
M&S#
#A &0
iJM&S
#M&S
A&OS
A &0#
F& AS
F& A#
A & 0#
A &0«
F&A#
F&A#
A&0#
A&OS
A&oa
A &0#
#J&D
J&J4
{!M&N
4M&N
J&J#
A& 0#
A&Oft
SA&O
#A & O
M&N#

#.7 A J
J A J*
J&J«
J&J#
J&J#
J&D#
J&DS
M&N
M&N
J&Dtt
J&DS
J&J
JfJ&J
A&Oit

jtJ&D
M&S
itJ&J
J1J&.T
BF& A
IfM&N

t52,877,350

48,032,300

15,429,000
10,000,000
10.553,000

16,200,000

36,744,000

2,644,700

1,347,000
6,628,000
9,369,000

14,090,000
14,462,000
2,900,000
2,047,000
10,000,000
15,000,000
16,614,000
15,000,000

2,000,000

8,621,000
5,010,000

9,486,800

15,000,000
8,214,000
9,991,000

13,594,450

14, 433, .350

9,438,660

9,936,950

1,.300, 000

1,661,000

3, 0.34, 000
5,136,000
10.000,000
3,000.000
3,534,000
3,500,000

964,000

13.305.000

2,926,000
13,976,000

3, 670, 000

13,284,000
1,610,000

17.500,000

187,809,600

• 14, 102, 560

15,000,000
19,374,000
2,720,000

2,300,000
1,600,000

688,000
29,700

5,351,000
240.000
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listed.

COAL AND IRON COMPANY'S BONDS—Continued.

JCol Inds 1st mge & col tr gt .5s 1934

do registered —
Cons Ck)al Md 40yr Ist&ref ni s f 5s 1950

t do registered
Cons Ind Coal Me 1st 30-yr s 1 5s 1935

Continental Coal 1st s fd gtd g 5s 19.52

Grand River Coal & Coke 1st g 6s 1919

Jeffsn & Cleafd Coal & Irn 1st g 5s 1 926

do 2nd mtge g 5s due 1926

Kanaw & Hock C & C 1st gtd s t g 5s 1951

Lehigh Vy Coal See Lehigh Vy R H
Pleasant Valley Coal 1st g sk fd 6s 1928

PocahonC&C joint 4s See Nor & W Ry
UPocahon Con Collieries 1st s 1 6s 1967

Roch & Pitts CI & Iron Co Helvetia purchase money 5s. 1946

St L Rocky Mt & Pac 60-yr 1st 5s 1955

t do registered
do Bankers Trust Co Ctfs of Dep

Sunday Creek Co 39-yr olt tst s f 5s 1944

Term Coal Iron & R R gen 5s 1951

( do Birmingh div 1st con 6s 1917

i do Tennessee div 1st g 6s 1917

ICahaba Coal M Co 1st gtd g 6s 1922

Utah Fuel Co 1st s t g 5s 1931

Victor Fuel Co 1st mge skg fd 5s 1953

Virginia Iron Coal & Coke 1st g 6 5s 1949

TELEGRAPH A TELEPHONE COMPANY'S BONDS.

Amer Telegh & Teleg col trust 4s 1929

do convg4s 1936

:i§ do 20-yrconv4.Vs 1933

do 20-yr cnv4fsdue 1933 full pd rets "and interest"

from Sept. 1 , 1913
tChic Tel 1st mge 15-yr 5s 1923

do registered
Commercial Cable 1st g 4s 2397

§lf do registered

§jCumbnd T & T 25-yr 1st & gn mg 6s 1937

JKeystone Telephone Co 1st 5s 1935

do registered
MetpnTel & Tel 1st sk fd 6s 1918

do registered
SMich State Tel Co 1st 20-yr 5s 1924
N Y & N J Telephone gen g 5s 1920

§tN Y Tel 1st & gen mtge 30-yr 4is (tax exempt N Y)...1939

Northwestern Tel co See Wn U Tel
JPacT ATlstm &cl 30-yr sf 5s 1937

do registered
Southn Bell Tel & Tel 1st s f 30-yr 6s 1941

§± do registered

Western Union coll trust cur 5s 1938
(do fndg & real estate g 4Js 1950
Mut Un gtd 3&-yr bds ext at 6% 1941

§North-wn Tel Co 1st fd g 4is (gtd) 1934

82

'92"

76
91

79

91J

*84J

"is'i *79i

78J

101

*101i
lOU
101"

79i
*68

*102

F& AJ}
F& AS
J&D#
J&Dt
itJ&D
#F& A
#A&0
ifJ&D

J&J#

J& J#

J&J#
#M&N
J&J#

*94A

*84

*94J

100

98i

J&JS
J& JJt

#Jcfej'
A& O
ifJ&D
JfM&S
J & .T#

#M&S

#M&S
#M&S

$34,074,000

16,624,000

2,141,000
2,046,000
907,000
724,000

1,000,000
2,822,000

959,000

4,448,000
933,000

2,452,000

6,164.000
3,738,000
7,082,000
3,603,000
1,008,000
854,000
523,000

1,771,000
4,858,000

78,000,000
4,691,000
63,638,300

*78i
*77t
97i
891

*99J

"

98*

*102

'*i66"

9Si

.T &D#
J &Dfl
QJ
QJ

#.I&J
J&JS
J&TS
aM&N
Sm&n
#F& A
#M&N
M&N#

#J2 & J2

96
*91|

96J
*92|

19,000,000

7,710,000

15,000,000

5,443,000

1,539,000

9,715,000
978,000

£7,487.900
$35,009,600

34,594,000

12,697,500

8, 616, 000
20,000,000
1,877,000
1.600.000

QUOTATIONS AT 11 A. M.

BANKS.

America, Bank of 100
Am Exchange National Bank 100
Butchers & Drovers Natl Bank 25
Chase National Bank 100
Chatham & Phenix Natl Baiik 25
Chemical National Bank 100
Citizens Central National Bank 100
Columbia Bank 100
Commerce, National Bank of 100
Com Exchange Bank 100
East River National Bank 25
Fifth Avenue Bank 100
First National Bank 100
Fourth National Bank 100
German-A merican Bank 75
Germania Bank 100
Greenwich Bank 125
Hanover National Bank 100
Importers & Traders Natl Bank 100
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Bid. Asked, Interest.
Amount
listed.

BANKS—continued.

Irting National Bank New York 100

Lincoln National Bank 100
Uonliattan Co Bank 60
MarketiSi Fulton National Bank 100

Mecbanics & Metals Natl Bank 100

Merchants National Bank 60

Merchants Exchange Natl Bank 60

Metropolis, Bank of the 100

National City Bank 100

Nat. Nassau Bank of New York 100

'National Park Bank 100

New York, NBA Natl Bank of 100

New York County Natl Bank 100

Faoific Bank 60

Peoples Bank 26

Seatoard National Bank 100

Second National Bank 1 00

Security Bank 100

West Side Bank 100

' TRUST COMPANIES.

Farmers Loan & Trust Co 26

National Surety Co 100

N Y Lite Insurance & Tnist Co 100

Union Trust Co 100

United States Trust Co 100

RAILROAD STOCKS.

Albany & Susquehanna 100

Allegheny & western gtd 100

Ann Arbor ' 100

do ptd 100

Atchison Topeka & Santa Fe By 100

do pld 100

Atlantic Coast Line R E Co 100

Baltimore & Ohio loo

do pfd 100

Wfeai Creek R E gtd 4% 50

iBMalo Eochester& Pittsburg 100
• do pfd 100

Eanada Southern 100

Cakiadian Pacific 100

Geatral of New Jersey lou

Caiesapeake& Ohio JO"
GMcago & Alton R E Co 100

' do pfd 100

Chicago BurUngton & Quincy JOU

OUoago& Eastern Illinois pfd lOO

Equitable Tst Co Ofs for C & E I pr. 100

et L & S F Stock Trust otfs for C & E 111 pfd stk lOtt

Equitable Tst Co Cfs do - - . - - - - • • - : : • ^^ipo

Equitable Trust Co Cfs for St L & S F Ctfs for Chi & E 111

com' stock a: •.• i; v.; ; ?
St L & S F $1000 (4 shrs) Stk Tst ctfs lor C & E HIcom stock.

.

Equitable Tst Co Cfs do
Chicago Great Western

do otfs of deposit 3d Assmt Pd
do Trust Certfs for Com Stock
do Trust Certfs tor Pfd Stock

Chic Indianpls & Louisville pfd ijjo

Chicago Milwaukee & St Paul
do ptd

Chicago & Northwestern
do pfd

Chicago Hock Island & PacBy
CShioagoSt Paul Minn* Omaha

(Jo pfd
OinSandusky &Clevpfd
CSeve Cincin Chicago & St Louis JO"

do pfd 100

Cleveland Lorain & Wheeling JJ™
do pfd 100

Cleveland & Pittsburg gtd ™
do special gtd betterment stock -

Colorado & Southern -. 100

do 1st pfd 100

do 2d pfd 100

Cripple Cjreek Central Ey Co (the) 100

do pfd =
100

156

'370'

'367'

*450

"*404'

410

100|
123

95}

80J

99i
102i
126
96
83

107J
116
601

218X
306
67

9J
15

113J
136
65
219
320

67i
Hi
19

.100

.100

.100

.100

.100

.100

.100

.100

50

10

13}
81

50

106i
142
136
173

Xl25i
xl36

27}
60
50

14i
33
80

106i
143i
136
ISli

QF
J& J
QJ
QF
J& J
J&J
QFM&NM&N
QJ
J& J
J& J
QF
J&J
Q J
QJ ^

F & A
J&J

M&N
QJ
J& D
QJ
J&J

J&J
J&J

J&J
F & A
J&J
M&S
M& S
Q Jan
P& A
F & A
F&A
QJ
QF
QMar

Q Jan
Q Jan

Q Jan

J&J

129

28i
62
60

T&D
M&S
M&S
QJ
Q Jan
QM
F&A
F&A
M&N
Q Jan

QM
QM
A&O
A&
QM
QM

S3,978,40»
1,000,000
2,060,000
1,000,000-

6,000,000
2,000,000
600,000

1,000,000
25,000,000
1,000,000
5,000,000
2,000,000
500,000
600,000
200,000

1,900,000
1,000,000
1,000,000
200,000

1,000,000
2, 000, 000
1,000,000
3,000,000
2,000,000

3,600,000
3,200,000
3,260,000
4,000,000

196, 103, 000
14, 199, 500
67,568,000
152,314,800
60,000,000
6,000,000

10,600,000-

6,000,000
16,000,000

269,726,700'
27,436,800
62,793,700
19,637,800
19, 487, 600'

110,138,100
3,689,300
1,199,900
2, 642, 800
6,769,700

1,455,900
4,716,000
9,046,000
1,848,400'

1,384,700
45, 156, 800
43,744,400'
6,000,000-

116,348,200
116,274,900
130,121,700
22,395,100
74, 877, 20O
18,556,200
11,266,800'

428,500
47,056,300'
10,000,000-
8,000,000'
5,000j000-

11,243,700
12,946,100'

31,000,000
8,500,000
8,500,000'

2,500,000
3,000,000
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listed.

BAiLBOAD STOCKS—Continued,

CubaRR Copfd 100
Delaware & Hudson Co 100
Delaware Lackawanna & West 50
Denver & Eio Grande 100

do p£d 100
De Moines & Fort Dodge 100

do jpfd 100
Detroit Hillsdale & Southwstm R 100
Detroit & Mackinac Ry Co 100

do pfd 100
Duluth South Shore & Atlantic 100

do pfd 100
Erie 100

do 1st pfd 100
do 2d pfd 100

Erie & Pittsburg Railway 60
Great Northern pfd 100

do Sub Rets for new pfd stock full paid
Green Bay & Western 100

do Aeh certs A 100
do deb certs B 100

Hocking Valley Ry 100
Illinois Central 1 00

do R R Sec4% Stk trst cfs ser A 1952
Illinois Cent leased line 4% stock 100
Iowa Central 100

do pfd 100
JoUet & Chicago 100
Kan C Ft S &M Ry tr cfs 4% gtd pf 100
Kansas City Southern , 100

do pfd 100
Keokuk & Des Moines R 100

do pfd 100
Lake Erie & Western ,'.' 100

do pfd 100
Lake Shore & Michigan Southern 100
Lehigh Valley Railroad 50
Long Island 50
Louisville ^ Nashville IPO
Mahoning Coal R R Co 50
Mexican Northern ioo
Michigan Central ...".ilOO
Minneapolis & St Louis 100

do pfd 100
Minn St Paul & Sault Ste Marie 100

do pfd 100
do 4% Leased Line Ctfs 100

Missouri Kansas & Texas 100

,„ do pfd.. !.;!;;;;".!ioo
Missouri Pacific lOO
Mobile & Birmingham pfd 100
Morris & Essex 50
Nashville Chat & St Louis .!!!!!!.'! 100
Natl'^ailwaysof Mexlstpfd 100

do do do 2d pfd lOO
New London Northern lOO
New Orleans Mobile & Chic pfd 100
New York Bklyn & Man Bch pfd .!..!lOON Y Central & Hudson "^.iver lOON Y Chicago & St Loui.'s lOO

do Istpld 100
do 2dpfd 100NY&Harlem M
do pfd ".

50N Y Lackawanna & estem 100N Y New Haven & Hartford 100N Y Ontario & estem .'.'."! 100N Y & Rockaway Beach lOO
Norfolk Southern R "Co ^!'!!^! loo
Norfolk* estem'^y "

lOo
do adjustment pfd lOo

Northern Central r y new certfs '.'.'.'..
60

Northern Pacific "^ailway lOO
Oregon Short Line-U P-Ore Short Line See South Pacific
Pacific Coast Co lOo

do Istpfd 100
do 2d pfd. ::!:"":;:::ioo

Pennsylvania R R 50
Peoria & Eastern 100
P ere Marquette lOO

do Istpfd 100
do 2ipfd 100

158
400
19
29
5

85
85
5

11

311
4^
39i

132}
132

*70

*12J
127
114

7J
15

65
27

40

7i
18

*480
165
33

139

15
30

132i
143
84
23

138
31
13

95J
41

92J
53

75

29i

38f
105i
845

117J

80
80
80

xllSi
6

169i
405
21

33
10

7i
12

318

49i
40

132i
134

*83

*13i

116
78

20

70i
271

8i
21

*490

165i
37

141

190
17
40

133i
150

23i
61

28i

141

36
14

"25'

44

"ss'

75i
31

41i
1053

1171

90
95
96

113f
10

F & A
QM
QJ

J& J

QMIO
QF
Feb
Feb
Feb
QM
M&S
J&J
J& J

QJ
QJ

QJ

"Apf'l"

F & A

F & A
F&A
J&J

A0 15
A0 15
A&O
MNIO

J&J
J&J
F&A

Q Jan

QJ

M&S
M&S
QJau
QJ
QJan
QMar
Aug

QJ
QMar
QF
J&J
QF
QFeb
QFeb
QFeb
QF

$10,000,000
42,603,000
30,277,000
38,000,000
49,778,400
4,283,100

763,500
1,350,000
2,000,000
950,000

12,000,000
10,000,000

112,378,900
47,892,400
16,000,000
2,000,000

209,997,700

2,500,000
600,000

7,000,000
11,000,000

109,296,000
8,000,000

10,000,000
3,631,000
2,425,400
1,600,000

13,510,000
30,000,000
31,000,000

2,600,400
1,624,600

11,840,000
11,840,000
49,466,600
60,501,700
12,000,000
73, nno, 000

1,500,000
3,000,000
18,738,000
11,423,800
5,672,700

25,306,800
12,603,400
11,169,000

63,300,300

13,000,000
83,112,500

900,000
15,000,000
16,997,900
28,^31,000
124,655,100

1,500,000
1,269,500

650,000
224,808,700
14,000,000
5,000,000

11,000,000
8,638,650
1,361,350

10,000,000
180,013,200
58,113,900
1,000,000

16,000,000

104,638,100
23,000,000
19,342,600

247,998,400

7,000,000
1,525,000
4,000,000

499,236,900
10,000,000
16,241,200
11,169,800
1,026,700



REGULATION OF THE STOCK EXCHANGE.

QUOTATIONS AT 11 A. M—Continued.
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Bid. Asked. Interest.
Amount
listed.

BAILROAD STOCKS—continued.

Pittsburgh Cin Cliicago & St Louis 100
do pfd...; 100

Pittsburgh Fort Wayne & Cliio gtd 100
do special guaranteed 100

Pitts MoEeesport & Yough gtd 100
Pitts Youngstown & Astab pfd 100
E R Securities Co See 111 Cent R E
Reading Co 50

do Istptd 50
do 2dpfd 50

Eensselaer & Saratoga 100
Ecck Island Company 100

do pfd 100
Eutlandll Epld 100

St Joseph & Grand Island 100
do 1st pfd 100
do 2d pfd 100

St Louis & Ban Francisco Co 100
do Istpld 100

St. Louis & San Franci-sco 2nd pfd 100
- St,L & San F stock ctfs for Chic & E I E E stock See Chic
diEIURR

St Louis Southwestern 100
do pfd 100

Seaboard Air Line Ry 100

do pfd 100
Southern Pacific Co 100

do U P-Ore Short Line Cent Tr Co certfs of Interest
do do Sub rects 1st Instl S35 qd

So Ry votg trst ctfs extended 100

do pfd votg trst ctfs extend ^ 100

do Mob & Ohio stock trust ctfs 100

Texas* Pacific 100
Toledo Peoria & Western 100

Toledo St Louis & Western 100

do pfd 100

TTnion Pacific 100

do pfd 100

IJ. P-Oregon Short Line See So Pac
Vandalia E E 100

Wabash 100

do pfd 100

Western Maryland Ey Co 100

do pfd 100

WheeUng & Lake Erie 100

do 1st pfd 100

do 2d pfd 100

Wisconsin Central Ey 100

MANDFACTUEING AND IITOUSTEIAL COBPOEATION STOCKS.

AUis Chalmers Manfg Co voting trust Ctfs for Common
Stock 100

'

. do vot trst ctfs for pfd stock 100

Amet Agricultural Chemical Co 100

^ do pfd 100

American Beet Sugar Co 100

do pfd •- 100

Am Brake Shoe & Foundry Co 100

do pfd 100

American Can Co 100

do pfd 100

American Car & Foundry Co 100

do -pfd 100

Am Coal Products Co 100

do pfd 100

American Cotton Oil Co 100

do pfd 100

American Hide & Leather Co 100

do pfd 100

American Ice Securities Co lojj

American Linseed Co 100

do pfd 100

American Locomotive Co lou

do pfd 100

American Malt Corporation lou

do pfd 100

American Smelting & Eeflning Co 100

do pfd... 100

American Smelt Seour pr ser B 100

101

m
1698
90

92J

QJ
QJ
QJ
QJ
J&J
QM
QF
QM
QJ
J&J

14J

3i
15

25
61

20i
54i

27

61J
20i
54i

QJ

Q Jan

27i
84
77
17

A&O
A &0

lOJ
20
1631
86

163J Q Jan
86i A&O

n
9
32^
56

5i
18
9

43i

13

48
53

95i
26i
72
93
138

33J
95

51i
Uil
*83
*104

43i
93'

4i
22

25}
lOi
30
36
102}

68
lOli
83

3}

9J
35
60
6

21i
lOi
50

13i
48J
56
97
28
74
97
143

33J
96

51J
iiej

*84i
*105J

44
97
4|

24J

251

Hi

102i
10
62

68i
103i
85

Dec

Q Jan
Q Jan

QJ
QMar
QMar

Q Jan
Q Jan
Q Jan
Q Jan
Q Jan

J&D

QJ

M &N
QMar
QMar
Q Jan

t37,174,000
27,478,400
19,714,285
62,436,300
4,000,000
9,100,000

70,000,000
28,000,000
42,000,000
10,000,000
90,888,200
49,947,400
9,057,600
4,600,000
5,500,000
3,600,000
39,000,000
6,000,000

16, 000, 000

10, 356, 200
19,893,700
33,291,200
22, 564, 500

272,672,400
7,156,500
2,933,300

119, 900, 000
60, OOO, 000
5,670,200

38,76C,000
4,076,900

10, 000, 000
10, 000, 000

216,918,400
99,569,300

14, 649, 500

53, 200, 200

39,200,200
49,429,200
10,000,000
20,000,000
4,986,900
11,993,500
Ifi, 147, 900

24,075,500
15, 131, 200
18,330,900
27, 112, 700

15,000,000
6,000,000
4,600,000
5,000,000
41,233,300
41,233,300
30,000,000
30,000,000
10,639,300
2,600,000
20,237,100
10,198,600
11,274,100
12,648,300
19, 046, 100

16,750,000
16,750,000
25,000,009
25,000,000
6, 739, 200
8,838,900
60,000,000
50,000,000
30,000,000



892 REGULATION OF THE STOCK EXeHANGB.

QUOTATIONS AT 11 A. M.—Ccifltiliued.

Bid. Asked. Interest
Amount
listed.

MANUFACTURING AND INDUSTRIAL CORPORATION STOCKS^
continued.

American Snuff Co.' 100
do pfdnew 100

American Spirits Manfg Co 100
American Stl Fndries Co new stlc 100
American Sugar Eeflning Co 100

do pfd 100
American Tobacco Co 100

do pfd 100
do do pfdnew 100

American Woolen Co 100
do pfd 100

Am Writing Paper pfd 100
Associated Oil Co 100
Baldwin Loco Works (The) 100

do pfd 100
Bethlehem Steel Corporation 100

do pfd 100
Butterick Co 100
Cal Petroleum V T Ctfs 100

do do Tfimpy do do
do do pfd .100
do do Tempy

Case (J. I.) Thresh Mac pfd stk tr cfs 100
Centra] Leather Co 100

do pfd 100
Corn Products Refining Co 100

do pfd 100
Crex Carpet Co 100
Crucible Steel Co of America 100

do pfd 100
Cuban-Am Sugar Co 100

do pfd 100
Deere & Co pfd 100
Diamond Match Co 100
Distillers Securities Corporation 100
Eastman Kodak Co 100

do pfd 100
E. I. du Pont de Nemours pdr pfd 100
Electric Storage Battery Co 100
General Chemical Co 100

do pfd 100
General Electric Co 100
General Motors Co votg Tr Cts 100

do do pfd do do 100
Goodrich Co (B. F.) lOO

do pfd 100
HelmeCo. (G. W.) lOO

do pfd 100
Ingersoll-Rand Co lOO

do pfd 100
Int Agric Corp voting trust ctfs 100

do do pfd do do 100
Internatl Harvester Co of N J lOO

do pfd ;;ioo
Internatl Harvester Corporation 100

do do pfd 100
International Paper Co 100

do pfd
; ; ! ; 100

International Steam Pump Co 100
do pfd ;!;;;.;;;ioo

Kayser & Co. (Julius) 100
do 1st pfd 100

Lackawaima Steel Co 100
Liggett & Myers Tob Co 100
^ do pfd 100
Loose-Wiles Biscuit Co stk Tr Ctfs 100

do 1st pfd 100
do 2nd pfd lOo

Lorillard Co. (P.) ..........100
do pfd !!!!!!! !ioo

Mergenthaler Linotype Co lOO
Mexican Petroleum Co 100

do pfd '.'.'.'.'.'.'.'.'."
100

Moline Plow Co 1st pfd 100
Montgomery Ward & Co Ino pfd 100
National BlscuitCo lOQ

do pfd ;!;."'."ioo
Natl Enameling & Stamping Co 100

do pfd 100

168
101

172 QJan
Q Jan

35

107i
111
249

115

251

104i
19
82
14

105
22
83
17

QMar
QJ
QJ
QMar
QJan
QJan

45

105i
36i
77m

45i

64

'so"

283

96J
12|
71

73

*175

107i
147i
47
85

160
110
120
92

108
1161
108
116
lOi
40
8

22

86i
104
39
224
116
35

101

88

170J
lllj

37
78
29}

95
29
971

12J
72
80

""'gii'
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MANUFACTURING AND INDUSTRIAL CORPOBATION STOCKS—
continued.

National Lead Co 100
do pfd 100

New York Air Brake Co ' "loo
Pabst Brewing Co pfd lOO
Pettihone-Mulliken Co ' loo

do Istpfd 100
Pittsburg Steel Coptd lOo
Pressed Steel Car Co lOO
„ do pid :;::;.ioo
Pullman Co lOo
Railway Steel Spring Co . : lOO

do pfd , /. 100
Eepublio Iron & Steel Co lOO

do pfd 100
Rubber Goods Mfg Co pfd lOO
Eumely Co (M.) 100
- do pfd 100

•s-Roebuclc & Co 100
do pfd 100

gloss-Sheffleld Steel & Iron Co lOO
do pfd ."lOo

South Porto Rico Sugar Co 100
do pfd 100

:Standard Milling Co lOO
, do pfd '

100
Studebaker Corp (The) 100

do pfd '.'.'.'.'.'.'.'.".100

Texas Co (The) lOO
Underwood Typewriter Co '

]lOO
do do pfd 100

Union Bag & Paper Co lOO
do pfd ;;ioo

United Cigar Manfrs Co 100
, do pfd 100
United Fruit Co lOO
U S Cast Iron Pipe & Foundry Co 100

do pfd 100
US Industrial Alcohol Co-. 100

do pfd 100
U S Realty & Improvement Co 100
U S Reduction & Refining Co 100

do pfd 100
US Rubber Co 100

do 1st pfd 100
do 2d pfd 100

U S steel Corporation 100
do pfd 100

Vijgtnia-Carolina Chemical Co 100
do pfd 100

Vulcan Petinning Co lOU
do pfd 100

Westinghouse Air Brake Co (The) 50
Westinghouse Elec & Mfg Co 50

do do do do Istpfd 50
WeymEUi-Bruton Co 100

do pfd 100

STREET RAILWAY STOCKS.

Am Cities Co 100
do pfd 100

Brooklyn Rapid Transit 100
CBnn Ry & Lighting Co 100

do do pfd 100
Detroit United Ry 100
Duluth-Superior Traction Co 100

do pfd 100
Interborough-Met vot tst ofs ext 100

do pfd 100
do pfd voting trust ctfs ext 100

Manhattan Railway Co 100
do do guaranteed stock 100

Manila Elec RR & Lighting Corp 100

Metropolitan West Side Elev Chic . . - lOQ

do pfd stock 100

Milwaukee Elec Ry & Light pfd 100

New Orleans Ey & Light Co 100

do pfd 100

Bid.

50
107
67

104}
26
87

92}
44}
104
165
33}
98
26

Asked.

12

31}
192
123

32
91

34
64

24i
80}

86
110

3
100

12}
46}
21
83
55

102

66t
xllO}

30J
101

9
35

708
116
235
114

36
66}
91}

72

15

61f

52
109
70

107
29
99
94
45
105

157}
34

100

26}
90

Interest.

QMar
QM
QMar
QMar

14

193

124}
36

66
106
36
66
26
85

90
112

34
61

102

QJ
QMar

QFeb
QP
QMar

Q Jan
QM

QFeb
Q Jan

Q Jan
Q Jan
Q Jan
July
A & O

QMar
QMar
Q Jan
Q Jan

13}
49
33
87
57

59i
102}

111

32
104
14
40

71i
119

275
120

91J

75"

16J

61J

QMar
QFeb
QJA16

Q Jan

QJ
QFeb

Q Jan
Q Jan
Q Jan
QMar
QFeb

Q Jan

Q Jan
Q Jan
Q Jan
Q Jan
Q Jan

J& J
QJan
QFeb
QFeb
QMar
QJan
QJan

QApr

Amount
listed.

QJan

J& D

$20,655,400
24,367,600
10,000,000
2,000,000
6,725,900
2,091,700
10,600,000
12,500,000
12,500,000

120, 000, 000
13,500,000
13,500,000

^ 27,352,000
25,000,000
2,656,300
10,908,300
9,750,000

40) 000, 000
8,000,000

10, 000, 000
6,700,000
3,371,000
3,708,500
4,600,000
6,900,000

27,931,600
12,650,000
30, 000, 000
8,500,000
4, 800, 000

16, 000, 000
11,000,000
10, 847, 500
5, 000, 000

86,694,300
12,106,300
12, 106, 300
12,000,000
6,000,000
16,162,800
6,918,800
3,945,800

36, 000, 000
69,343,000

622, 000
608,49.5,200

360,314,100
27,984,400
20, 000, 000
2, 000, 000
1,500,000

19, 638, 450
35, 240, 000
3,998,700
4,000,000
3,940,600

16,264,700
20,563,500
69,281,000
8,977,200
8,142,900
12,500,000
3,600,000
1,600,000

60,419,500
16,955,900
28,784,100
3,272,200

66,727,800
6,000,000
7,500,000
9,000,000
4,600,000

20,000,000
10,000,000



894 BEGULATION OF THE STOCK EXCHANGE.

QtrOTATIONS AT 11 A. M.—Continued.

Bid. Asked. Interest.
Amount
listed.

STKEET EAiLWAY STOCKS—Continued

.

New York State Railways 100
do pM 100

Northern Ohio Traction & Lgt Co ,100
Phil Rap Transit Co 50
Sixth Avenue 100
Third Avenue Ry Co 100
Toledo Railways & Light Co 100
Twin City Rapid Transit Co Minn 100

do pfd 100
United Kys Investment Co 100

do pfd 100
United Railways of St Louis pid : 100
Virginia Ry & Power Co 100

do pfd 100

EXPRESS COMPANIES.

Adams Express
American Express 100
U S Express 100
Wells largo Express 100

MINING STOCKS.

Alaska Gold Mines Co 10
Amalgamated Copper 100
Anaconda Copper Mining Co 25
Batopilas Mining Co 20
Chino Copper Co 5
Federal Mining & Smelting Co 100

do pfd 100
Granby Consol M S & P Co Lim 100
Homestake Mining Co 100
Inspiration Con Copper Co 20
Miami Copper Co 5
Nevada Consolidated Copper Co 5
Ontario Silver Mining Co 100
Phelps, Dodge & Co 100
Quicksilver Mining Co 100

do pfd 100
Ray Consol Copper Co 10
Tennessee Copper Co 25
Utah Copper Co 10

MISCELLANEOUS STOCKS.

Am Water Wks &..GuarCopld 100
Assets Realization Co.' 100
Asso Merchants 1st pfd 100

do do 2d pfd 100
Brunswick Terminal & Ry Sec Co 100
Claflin Co (H. B.) ilOO

do 1st pfd 100
do 2d pfd 100

Comstock Turmel Co 2. 00
Guggenheim Explor Co 25
Hackensack Water Co 25

do pfd !;!.!1!25
Int Mer Mar stk trust ctfs ext to. 1917
Int Mer Mar stk tst ctfs pfd ext to 1917
KresgeCo., (S. S.) 100

do pfd 100
Manhattan Beach Company 100
May Department Stores Co 100

do pXd loo
New York Dock Co 100

do pfd 100
Niagara Falls Power Co 100
North American Co new stock 100
Pacific Mail Steamship Co 100
Public Service Corporation of N . J " *

loo
Tex Pa c Land Trst ctfs of Prop Int '..'.'.'.'.'.'.'.100

United Dry Goods Companies 100
do pfd 100

Woolworth Co (F. W.) 100
do pfd 100

41i

106i
130

20i

52J
95

95
105
63

76im
i

10
40

115

161
238

2J
185

2i
2i
19i
35

55i

22}

.....

49J

3i
144
90
101}

65}
97
5
241

72
27

106

65

QJ
QJ
QMar

42}

108

21J
44

Q Jan
QJ

100
110
57}

23

76J
38
li

42i
17
42

A&O
J&J

QMar
QJan

J&J

QFeb
QJan

QMar

117

23J

QMar
QMar
Mo

QFeb
QMar

3
4

19|
351
55}

QMar

QMar
QMar
QMar

25 QJan
QJan..
QJan

QJan
QF
QF

50i QJan

3i
16
92
102 QJ

67
lOlJ
20
42

QMar
QJan

73

27}

QJan
QJan

102}
95
101
100
116

QMar

QFeb
QMar
QMSr
Q Jan

$19,997,700
3,862,500
9,000,000
30,000,000
1,500,000

16,442,600
13,875,000
20,100,000
3,000,000
20,400,000
15,000,000
16,376,900
11,949,100
7,699,400

12,000,000
18,000,000
10,000,000
23,967,300

7,500,000
153,887,900
108,312,500

8,931,980
4,304,800
6,000,000

12,000,000
15,000,000
25,116,000
14,459,160
3,734,676
9,997,285

15,000,000
45,000,000
5,708,700
4,291,300

14,505,630
5,000,000
15,836,800

10,000,000
9,990,000
4,492,000
5,136,300

7,000,000
3,829,100
2,600,300
2,670,600
4,000,000

20,371,900
3,625,000

376,000
44,098,800
43,034,900
4,974,300
1,833,400
5,000,000
16,000,000
8,250,000
7,000,000

10,000,000
6,757,700

29, 779, 700

20,000,000
25,000,000
3,984,800

14,427,600
10,842,000
60,000,000
16,000,000
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Bid. Asked. Interest.
Amount
listed.

COAL AND IBON COMPANIES.

American Coal Co of Allegheny Co 25
Central Coal & Coke Co 100

do pfd 100
Colorado Fuel & Iron Co 100

do pfd 100
Consolidation Coal of Maryland 100
Gt Nor Ir Ore Prop Tr ctfs of Ben Int
Jeflsond! ClearfdCoal & Iron pfd 100

New Centrl Coal Co of .\' Virginia 20
Pittsburg Coal Co of N J 100

do pfd 100
Virginia Iron Coal & Coke Co 100

GA3 AND ELECTRIC LIQHT STOCKS.

Brooklyn Union Gas Co : 100
Consolidated Gas Co 100

Detroit Edison Co
Grand Eapids Gas Light Co 50

Havana Electric Light & Pwr 100

do pfd 100

Kings Co Eleo Light & Power Co 100

Lacfide Gas Light Co of St Louis 100

do pfd 100

Montreal Light Heat & Power Co 100

N Y MutualGas Light Co 100

Ohio & Ind Con Nat & 111 Gas Co 100

Peoples Gas Lgt & Coke of Chic 100

^0 Sub Kots for Capital Stock 1st instl (25%) Paid
Philadelphia Company 50

do 6% pfd 60

do 6% pfd 50

TELEGRAPH AND TELEPHONES.

American District Telegraph 100

American Tel & Cable Co 100

American Telephone & Telegraph 100

Central & South America Tel 100

Gold & Stock Telegraph Co 100

Uackay Companies JOo

do pfd.:. 100

Mexican Telegraph Co lojj

North Western Telegraph 50

Paoiflc Tel & Tel Co 100

do pfd 100

Western Union Telegraph 100

CITY AND COUNTY STOCKS AND BONDS.

Louisville Ey 4s Park Bonds 1930

§New Orleans City constitutnl 4s 194^

St Louis City g 4s l^J?
do g 3 65-100 /•;--T i„o«
do 20-yr4s ?"®^IJ'V loll
do do do I^S^'jMnnS
do do do dueOctl, 1929

NEW YORK CITY AND CODNTY SECURITIES.

tExempt from City and County
Brooklyn 6s public park loan ;;,;;,X,o

do 7s do 1915-1918

tCon stock parks etc 2Js ^^"^'JmB
do stock 3is i°J°

do stock Sis f";°
do stock Sis oVioTj

Pock bonds ;|1914

3s 1917
3s 1918
3s 1919

t do.
do.
do

t

t

t a° ::::::::::;;::::::;:-3si92o

\ Z -'-'.- ^i=l^^^

tAdditional Water sick sjs ^^^^u
tCorporate Stock Sis JSiJ

I 2 S' ;::;::;:::i964

It do its::::::::::::::::;:::::::::::::::::
^955

100

32i

M&S
QJan
Q Jan

190

37i

QJ

P& A
M&N

22
91
48

126
137

22i
92
55

128i
137i

QJan

Q Jan
QMar
QJan

97 100

MN15
MN15
QMar
QMar
J&D
QF-
J& J

123J QF
86 90

'm

67

122i
105

82

28
87
60

86J

68

122i
*106i

QF
M&SM&N

M&N
QMar
Q, Jan
QJ
QJ
Q Jan
Q Jan
QJan

29i
92
63

QJan
Q J

J& J
J& J
J& J
M&N
A &0
J&J
A & O

J&JM&N
M&N
JM&N
M&N
M&N
M&N
M&NM&N
M&N
M&NM&N
M&N
A &0M&NM&N
M&N
M&N

tl, 600, 000
5,125,000
1,875,000

34,235,500
2,000,000
16,247,000
1,500,000
1,500,000
1,000,000

31,929,500
27,071,800
9,073,600

17,999,000
99,816,500
13,408,600
1,000,000
15,000,000
15,000,000
12,943,900
10,700,000
2,600,000
17,000,000
3,600,000
9,000,000
35,000,000

39,043,000
2,078,250
5,371,750

3,845,000
14,000,000

344,616,300
10,000,000
6,000,000

41,380,400
50, 000, 000
3,750,000
2,500,000
18.000,000
32,000,000
99,760.000

600,000
4,140,000
1, 985, 000
976,000

1,000,000
6,600,000
4,700,000

1,092,000
7,606,000
9,823,000
1,026,008

60,000
1,000,000
355,000
500,000
600.000
500,000

1,000,000
1,060,000
1,160,000

300, 000
22,000,000
32,000,000
26,000,000
12,500,000
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QUOTATIONS AT 11 A. M.—Continued.

NEW YORK cixy AND COUNTY SECURITIES—Continued.

4% Regstd Corporate Stock 1936
do
do

4s registered 1955
do 1956

tt do 4s 1957

t do 4sregistered 1957

-ft do 4Js dueMayl, 1957

t do 4isregstd dueMayl, 1957

it do 4is dueNovl, 1957

-f do 4isregstd dueNovl, 1957

n do 4s dueNovl, 1958

t do 4s regstd due Nov 1, 1958

tt do 4s dueMayl, 1959

t do 4s regstd due May 1, 1959

t do 4s dueMayl, 1959
do 4J% dueMarl, 1960
do do regstd
do 4is Corp Stock due Mar 1, 1963

Assessment Bonds 3^s 1914
do do Bis 1914
do do 4sregstd 1916

t do do 4s 1917
do do 4sregistd 1917

% do 4Js .• dueMayl, 1917
do 4isreg due May 1. 1917

t do 4|s dueNov 1^1917
do 41sreg dueNovl, 1917

't do 4s dueNovl, 1918
do 4sreg dueNovl, 1918

t do 4s dueMayl, 1919
do 4s reg due May 1, 1919

Bid. Asked. Interest.

95i
96i

*97|

1051

ios'

*101

"iosi

*101
*101g
*101
*102

*97

106

'ioe'

97i

'97i

*101|

'ioss

*10]|

'*i62

M&N
M&N
M&N
M&N
M&N
M&NM&N
M&NM&N
M&NM&N
M&NM&N
M&N
M&S
M&S
M&S
M&N
M&NM&N
M&N
M&N
M&N
M&N
M&NM&N
M&N
M&N
M&N
M&N

Amount
listed.

$11,000,000
20,000,000
8,000,000

14,932,000

35,000,000

47,000,000

12,000,000

38,000,000

12,600,000

50,000,000

45,000,000
3,000,000
5,000,000
1,600,000

351,000

5,000,000

3,000,000

500,000

2,000,000

EXHIBIT W.

CONSTITUTIONAND BY-LAWS OF THE PHILADELPHIA STOCK EXCHANGE,
MAY, 1911.

Constitution.

Article I.

—

Title.

The title of this association shall be, "The Philadelphia Stock Exchange."

Aeticlb II.

—

Oovemment of the exchange

.

The whole government of the exchange shall be vested in a governing committee,
composed of the president and the secretary and treasurer of the exchange, and of 21
members elected in the manner hereinafter provided.

Article III.

—

Elections, officers and assistants.

Section 1. The officers of the stock exchange shall consist of a president, secretary
and treasurer (who shall be one), and the 21 other members of the governing com-
mittee; from this committee the vice president shall be chosen.

Sec. 2. There shall also be elected, as hereinafter provided, a chairman, vice chair-
man,.and a clerk and an assistant clerk of the clearing house.

Sec. 3. The president, secretary and treasurer, chairman, and vice chairman shall
be elected by the exchange, by ballot, on the first Monday of March in each year.
There shall also be elected, at the same time, seven members of the governing

committee, to fill the vacancies occasioned by the outgoing class, and to hold office
for the three years ensuing; as well as members to fill any vacancy or vacancies in
the other classes, for the unexpired terms. The candidate or candidates having the
largest number of votes shall be declared elected, and there shall be no voting by
proxy.
In elections for more than seven members of the governing committee, the term of

office shall be regulated by the number of votes cast; the largest vote for the longest
term.
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The term of office of all the above shall commence on the third Monday of March
mstant.
Sec. 4. The governing committee, at its meeting on the third Monday in March of

each year, shall choose, from its own members, the vice president of the exchange.
It shall, at the same time, elect a clerk and an assistant clerk of the clearing house,
and may, at any time, elect any additional clerks which, in its iudement, may be
required.

Sec. 5. In case a vacancy should occur in either of the offices of president, secre-
tary and treasurer, chairman, or vice chairman, the governing committee shall order
an election within 30 days, to fill such vacancy.
All vacancies occurring in the governing committee shall be filled by said com-

mittee until the ensuing annual election.
In case a vacancy shall occur in the office of vice president, clerk, or assistant

clerk of the clearing house, or other clerks, it shall be filled by the governing com-
mittee.

Sec. 6. No person shall be eligible to the office of president, secretary and treas-
urer, or member of the governing committee who shall not have been a member of
the stock exchange for at least three years, and only one partner, representative, or
employee of a firm can be a inember of the governing committee at the same time.

Aeticle IV.

—

Governing committee.

Section 1. All powers necessary for the government of the exchange shall be
vested_ in the governing committee. It diall have power to try all offenses under
or against the laws of the exchange, and all charges and claims by or against the
exchange and its members; and its decision shall be final.

Sec. 2. The governing committee may, at any time during the pendency of a
case before any of the standing committees, ask for such information and give such
instructions as it may deem proper.

Sec. 3. Any member of a standing committee before which a case may be pend-
ing shall have the right, during the consideration of such case or within two days
after a decision has been made thereon, to demand a reference of the same to the
governing committee for final adjudication; and the chairman of the standing com-
mittee shall notify the president of the governing committee of such reference with-
out delay, whereupon the governing committee shall hear and decide the same.
No member of the governing committee shall participate in the adjudication of a
case in which he is personally interested.

Sec. 4. Seven members of the governing committee shall constitute a quorum for

the transaction of the following routine business: Reading of minutes and approv-
ing or correcting them, fixing a date for an election either by the exchange or the

governing committee, and beginning a vote for a candidate for membership.
For all other purposes 12 shall be necessary to constitute a quorum.
Sec. 5. Any member of the governing committee who, unless excused by the

president, shall absent himself from the meetings of the committee during three

consecutive regular meetings may, by a vote of two-thirds of the members of said

committee present at any regular meeting thereafter, be declared no longer a mem-
ber thereof.

Sec 6. The governing committee shall have the right to remove any of its mem-
bers for any good cause, of which it shall be the sole judge, by a vote of two-thirds of

all the members of said committee.

Article V.

—

Standing committees.

Section 1. As speedily as possible after each annual election the president shall

appoint, from the members of the governing committee, subject to its approval,

the following standing committees for the year; and, should special exigencies

require it, the president shall have the power to appoint committees ad interim.

Sec 2. A finance committee, consisting of five members, which shall have charge

of the funds of the exchange, and which shall invest the surplus money in the treas-

urer's hands in such securities as it may think most advisable, having them transferred

to the names of the trustees appointed by the governing committee. It shall also have

power to sell such securities when deemed advisable so to do, and shall report quarterly

to the governing committee.
. . , i_ ^ n i.

Sec 3 A committee on the building, consisting of three members, which shall have

supervision and control of all parts of the building, and shall keep them m good order

and repair, and comfortable for the use of the members. It shall make and have

carried out all contracts, and shall appoint and control all employees necessary for

these purposes. It shall have authority to lease such portions of the buiidmg as ar?

30578—14 57
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not required for the purposes of the exchange. It shall present to the governing com-
mittee, at the first regular meeting in the months of March, June, September, and
December, a report of all its transactions during the preceding three months.

Sec. 4. A committee on admissions, consisting of five members, to which all appli-

cations for membership, transfer of membership, and readmission of suspended mem-
bers shall be referred. It shall be its duty to inquire into the general standing of the
applicant, and make a report thereon to the governing committee within one month of

the presentation of the application. Until the committee makes a report favorable to

the admission of the applicant, he shall not be voted for as a member, unless upon the
written application of seven members of the governing committee to the president,

made within five days after the committee's report has been presented; in which case

the governing committee may, by a two-thirds vote, reverse the report of the committee
and such reversal shall have the same effect as if the committee's report had originally

been favorable. If the report be favorable, the name of the candidate shall be posted
in the stock exchange, and notice given that a ballot will be taken at the next stated
meeting of the governing committee, in order that every member of the exchange may
have an opportunity of objecting to the candidate's election; such objection shall be
in writing, to the president of the governing committee.
The election of candidates for membership shall be held by the governing committee,

but no election shall be valid unless at least 12 ballots be cast; and, if 5 ballots be cast

against a candidate, he shall be declared not elected.

Whenever it shall appear to a majority of the committee on admissions that a willful

misstatement upon a material point has been made to it by an applicant for admission
or readmission, it shall report the case to the governing committee, when, by a two-
thirds vote of the members present, the offending party shall be indefinitely suspended
or declared forever ineligible for admission, as the case may be.

Sec. 5. An arbitration committee, to consist of seven members, whose duty it shall

be to investigate and decide all claims and matters of difierence between members
of the exchange which may be brought before it arising from transactions in bonds,
bullion, stocks, or other securities, or from any transactions in money. It shall also

investigate and decide such claims, arising from differences as aforesaid, as may be
preferred against members by nonmembers, and such nonmember ^;reeing to abide
by the rules of the Philadelphia Stock Exchange; provided, however, that the arbi-
tration committee shall have power to dismiss any case and refer the parties to their
remedies at law, but it shall so refer them upon the joint request of the contestants in
writing. The decision of this committee shall be final in all cases unless an appeal
be taken by a member of the committee, as in these rules provided, or in cases involv-
ing a sum of $500 or over, when either party may appeal within five days to the gov-
erning committee; that upon such appeal the governing committee may finally
adjudicate the case, relegate the parties to their remedies at law, or direct a rehearing
by the arbitration committee.
The nonmember making such a claim shall execute a full release of his claim against

said member, duly signed: and sealed, and shall deliver the same to the chairman of

the arbitration committee, to be held in trust, to abide the event of the suit before
said committee.

[Form of release.]

"Know all men by these presents that I, , for and in consideration
of the sum of $1, to me in hand paid by , the receipt of which is hereby
acknowledged, have remised, released, and forever discharged, and by these presents
I do hereby remise, release, and forever discharge, the said of and from
any and all demands heretofore existing and due and owing to me, and the said

is hereby fully released and discharged from the same.
"Sealed with my seal and dated at Philadelphia this day of , 19. .

."

The chairman of the arbitration committee shall keep the said release in trust to
abide the result of said suit and sEall deliver the same to Hie defendant in any of the
three following cases:

1. In case flie claimant shall not present his claim to the arbitration committee
within such time after executing said release as the committee shall designate.

2. In case judgment shall be rendered for said defendant by the arbitration
committee.

3. In case the defendant shall pay, or offer to pay, to such claimant the amount of
judgment rendered in favor of said claimant.
In case judgment shall be rendered against any member of the exchange which he

is unable or unwilling to pay, then such release shall be canceled and returned to
such claimant.
Any member of the exchange failing to comply with a decision of the arbitration

committee, or of the governing committee where a case may have been appealed as
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hereinbefore provided in this section, shall be suspended from the privileges of the
exchange until he complies with the decision.

Sec. 6. A clearing-house committee, consistii^ of three members, which shall have
the general charge and supervision of the clearing house, and which shall have free
access thereto at all times.

Sec. 7. A committee on stock list, consisting of three members, to which shall be
referred the arrai^ement of the calls of stocks, bonds, etc., and aU appUcations for
placing securities on the list dealt in at the exchange; but all securities placed upon
the list must be with consent of the governing committee, and only after report made
by this committee to the governing committee, with a full statement of capital, mim-
ber of shares, resources, etc.

Sec. 8. A committee on rules, consisting of five members, to which shall be referred
all propositions for the making of new or the alteration of existing rules.

Sec. 9. A committee on commissions, consisting of three members, whose duty it

shall be to see that the rules relating to commissions are complied with and to report
to the governing committee any violation thereof.

Sec. 10. A committee on insolvencies, consisting of three members, to be selected
from the committee on admissions, whose duty it shall be to investigate every case
of insolvency immediately after the announcement thereof to the exchange. Should
it ascertain the same in any case to have been occasioned by reckless or unbusiness-
like dealing, it shall report the result of its examination to the governing committee.
It shall also deliver in every case a copy of its records to the committee on admissions.
Vacancies occurring in this committee shall be filled from the committee on admis^
sions.

Sec. 11. A committee on elections, to consist of five members, whose duty it shall

be to receive and announce to the exchange on or before the first Monday in February
of each year nominations for all the offices or positions which are to be filled at the
ensuii^ annual election. All nominations must be in writing, s%ned by at least

two members of the exchange, who must state that they have consulted the member
or members nominated, and that they are willing to serve if elected, and be filed with
the committee on elections in the office of the secretary of the exchange on or before

the fourth Monday in January of each year.

In case nominations shall not have been made for all the offices or positions to be
filled at said election, the committee on elections shall nominate a candidate or can-

didates for the offices or the positions for which nominations have not been made.
In cases of special elections ordered by the governing committee to fill a vacancy

in the office of president, secretary-treasurer, chairman, or vice chairman, the com-
mittee shall be governed by the provisions contained in the two preceding paragraphs

of this section, receiving nominations up to such time and annoimcing same to the

exchange as directed by resolution of the governing committee.

POWER AND DUTIES OP COMMITTEES.

Sec. 12. Each committee of the exchange shall determine the manner and form by
which its proceedings shall be conducted, and shall make such regulations for its

government as it shall deem proper, subject always to the control and supervision of

the governing committee. . .

Sec 13. The trustees appointed by the governing committee, as mentioned m sec-

tion 2 of this article, shall hold, assign, transfer, and convey as directed by the govern-

ing committee, such securities and other property, real and personal, of the stock ex-

change as shall be vested in them by order of the governing committee.

The said trustees shall hereafter be chosen and elected by the governing committee

on the third Monday of March in each year; they shall be three m number, and one

chosen shall serve for one year, one for two years, and one for three years, and after

the first year one trustee shall be chosen each year to serve for three years.

Article VI.

—

Duties of the president and vice president.

Section 1. It shall be the duty of the president to see that the several provisions

of the constitution and by-laws are enforced, and to have a general care of the interests

°
He^may presfde over the exchange whenever he may elect so to do; he shall be the

president of the governing committee, and ex-officio men^ber of all committees.

Sec. 2. The vice president shall, in the absence of the president, possess all the

powers and discharge all the duties of president. , , , ^, ^, . , t „„ j „Vo
In case of the temporary absence or inability to act of both the president and vice

president, the governing committee shall choose from its own number an acting presi-

dent of the exchange, pro tern.
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Article VII.

—

Duties of the chairman and vice chairman.

Sbction 1. It shall be the duty of the chairman to preside over the exchange
whenever assembled for business; to call securities, maintain order, enforce the rules,

and perform such other duties as the governing committee may decide to properly
pertain to the office.

The chairman shall not be permitted to operate in any securities when presiding at

the calls of the exchange.
Sec. 2. The vice chairman, in the absence of the chairman, shall assume all his

duties and functions.

In the absence of both, the president may appoint—and, if he omit to do so, the
Hiembers present may choose—a chairman pro tem., with full powers.
The presiding officer shall determine all question of order.

Article VIII.

—

Duties of the secretary and treasurer.

It sjiall be the duty of the secretaxy and treasurer to keep the minutes of the pro-

ceedings of the stock exchange, record the fines imposed by the presiding officer and
collect them every three months. He shall also collect all dues from members, the
interests, rents, and income of the exchange, pay out all moneys, whether for account
of current expenses or appropriations, under instructions from the proper authorities,

perform such duties as may be required of him by the trustees of the gratuity fund,

and keep a regular account of funds in his hands, in books provided for the purpose.
On the election of a new member, he shall notify him in writing, without delay. He
shall also be secretary of the governing committee.
He shall not directly or indirectly deal in securities on his own account.

Article IX.

—

Clearing house and duties of the clerk.

Section 1. There shall be a clearing house for the purpose of acting as the common
agent of the members of the stock exchange, in receiving and delivering such securi-
ties as may from time to time be designated by the clearing house committee.
The clearing house committee shall designate, from time to time, the securities

which shall be cleared, and, in all transactions in such securities, the deliveries shall
be made through the clearing house, unless otherwise .specially stipulated in the
bid or offer, or otherwise agreed upon.
Sec 2. The clerk and assistant clerk or clerks of the clearing house shall give satis-

fectory security for the faithful performance of their duties; they shall be present at
the office from 9.30 a. m., to attend to the business of the clearing house, under the
supervision of the clearing house committee. They shall refuse admission into the
office, at all times, to all persons except the clearing house committee and the presi-
dent of the exchange.
They shall not du-ectly or indirectly deal in securities on their own account, nor

in time purchases or sales for account of any other person or firm. If they be mem-
bers of the stock exchange, they shall have the privilege of executing strictly invest-
ment orders.

.Article X.

—

Membership.

Section 1. The number of members shall be limited to 224.
Sec. 2. Every applicant for membership must be at least 21 years of age.
Sec. 3. The initiation fee of members shall be $500. In all cases where initiation

fees shall not be paid within five days after the election and proper notification by the
secretary (unless excused by the committee on admissions), such election shall be
void.

Sec. 4. Any member wishing to sell his membership shall have the right to do so,
provided he has no unsettled contracts with or claims against him by any member
of the stock exchange, for transactions arising in or relating to the business oE banker
or a stock or exchange broker; but, where the arbitration committee shall determine
that any claims or contracts exist, the governing committee may, except in cases of
insolvency, refuse to permit the membership to be sold, until such claims or con-
tracts are, in its opinion, satisfactorily settled.
The proceeds of the membership, if sold, shall, after deducting all charges due to

the exchange—to be determined, in cases of controversy, by the arbitration com-
mittee—belong to Its owner's creditors in the exchange, in proportion to the amount
of their respective claims, determined by the arbitration committee, as hereinbefore
provided in section 5, Article V, and be paid accordingly; and the remainder if any
shall be paid to the owner.

' '
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Sec. 5. When a member dies, his membership may be disposed of at any time by
the committee on admissions; if, however, he be indebted to any member of the stock
exchange then, on the written request of two-thirds of the creditors in interest, said
membership shall be sold at the discretion of the committee on admissions, and the
proceeds thereof after deducting all charges due to the exchange, to be determined,m cases of controversy, by the arbitration committee, shall be paid to its owner's
creditors who are members of the exchange, in proportion to the amount of their
respective claims, determined as hereinbefore provided in section 5, Article V, as to
disputes between living members; and the remainder, if any, shall be paid to the legal
representatives of the deceased.
The membership of a deceased member shall be liable for all dues and assessments

which may be made, by the exchange, from the day of his death until such time as hia
membership is transferred.

Sec. 6. AH expenses incurred by the exchange, in respect to any membership, and
in respect to any right or privilege of any member (including counsel fees and costa
paid, and all disbursements made by the exchange), both before and after the mem-
ber's death, and whether or not any suit shall have been brought, shall constitute a
charge against said membership, and shall in all respects be treated as an ordinary
fine, the collection of which shall be enforced in the same manner as that now pro-
vided for the collection of other fines.

Sec. 7. No member of the exchange shall be allowed to take as partner any sus-
pended member during the period of his suspension, or any person whose membership
shall have terminated under section 8 of this article, or any insolvent person.

Sec. 8. Membership in the exchange shall, ipso facto, terminate in either of the
following cases:

1. Fraud in any transaction arising out of the member's business as a banker or
broker.

2. Conviction by a jury of any infamous offense or felony. And the commission of

the offense shall be ascertained in each case, after notice and opportunity for hearing,
by a vote of two-thirds present (being a majority of the whole number) of the govern-
ing committee.

3. Suspension from the stock exchange for any cause, and inability for one year
thereafter to comply with the constitution, by-laws, and rules as to eligibility for

reinstatement.
Sec 9. Upon such termination of membership, the said membership shall be sold,

at the discretion of the governing committee, and the proceeds, after deducting all

charges due the exchange and all debts due to creditors in the exchange, which amounts
shall be determined by the arbitration committee, shall be paid to the expelled mem-
ber, his heirs, or assigns.

Sec. 10. The liability of every membership, whether solvent or insolvent, to its

owner's creditors in the stock exchange, shall include all indebtedness, of its owner's

firm, and all indebtedness to a firm, any member of which is also a member of the

exchange, contracted during the existence of the copartnership; but such liability

shall not include any indebtedness of a member or his firm, evidenced by notes, due
bills, running accounts, or otherwise, dated six years prior to presentation of claim or

distribution of the proceeds arising from the sale of the membership; the date of such
running accounts, however, to be based upon the last actual transaction, and not from

the last charge of interest on said accounts.

Sec. 11. Whenever it shall appear to the governing committee that a member of

the exchange has formed a partnership, whereby the interest and good repute of the

exchange may suffer, the committee may, after investigating the facts of the case,

require the said member to dissolve the partnership; and if he shall fail to do so, within

such time as may seem reasonable to the committee, he may be suspended at the

pleasure of the committee.

Article XI.

—

Insolvency.

Section 1. Any member who fails to comply with his contracts, or who becomes

insolvent, shall immediately inform the president or chairman of the exchange of the

fact, whose duty it shall be to give notice forthwith of the failure of such member,

and such notice shall forthwith work a suspension of the insolvent from the privileges

of the exchange. In case of the neglect of the insolvent to make such report to the

president or chairman, it shall be the duty of any member having knowledge of the

fact to report the same forthwith to the governing committee, or to the president or

chairman who shall thereupon direct the committee on insolvencies to inquire into

the fact and report thereon without delay to the stock exchange, and if said com-

mittee report the charge to be true, said member is from that time suspended.

Sec 2 Members holding securities deposited by the insolvent, as margins on his

contracts, are authorized, upon the application of the creditor or creditors for whose
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benefit such marg-ins had been deposited, to sell the same, and, after satisfying the
claim of such creditor or creditors, to pay over the remainder, if any, as directed by
the governing committee ; and members having contracts with the insolvent may have
them closed forthwith by making written application to the presiding officer of the
exchange, who shall indorse upon the application the date, the hour of the day, the
price, and the name of the buyer or seller. Such securities as are salable at the
stock exchange must be sold publicly by the presiding officer, and all other securities

under the direction of the governing committee. When a difference becomes due ]t>y

a sale of collateral which had been held to secure a loan, the difference so created shall

be treated as an unsettled contract.
Sec. 3. On the failure of a member of the exchange, all claims against him must be

reported in writing to the secretary within 30 days, and all claims held by him against

other members shall be handed over to the treasurer, and by him held for the benefit

of the insolvent's creditors, and it shall be his duty to record the same in a book kept
for that purpose, after the arbitration committee have examined and passed upon
the claims presented against his membership. All claims not presented within 30

days after the announcement of a member's suspension shall be debarred. The terms
of all settlements must be reported to the exchange when made. Any settlement made
with a member unable to meet his contracts and not at the time reported to the ex-

change, and any settlement other than cash, not made at fixed dates of maturity,
shall debar such creditors from any claim on the membership of the debtor until all

subsequent claims are settled in full. Upon the readmission of a member suspended
for insolvency, all claims arising from stock contracts shall, in case of a subsequent
failure, be the first lien on the fund arising from the sale of his membership, and shall

be settled in full before the claims filed against his membership on a previous failure.

Friendly loans of cash made to a member against whom claims are recorded shall not,

in case of further failure, be considered a claim against the member until all other
claims in this section mentioned are satisfied in full.

Sec. 4. Notes of insolvent members, not paid at maturity but extended, shall,

unless the term of extension be regularly filed with the secretary and announced
from the rostrum of exchange, be postponed in payment to all other classes of creditors

mentioned in the preceding section in the distribution of the proceeds of the sale of

the insolvent's membership or otherwise.
Sec. 5. When a member fails to comply with his contracts, any unpaid notes or

due bills given in settlement of a former failure become at once due and payable.
Sec 6. If any suspended member fails to settle with all his creditors within six

months from the time of his suspension, his membership may be disposed of by the
committee on admissions, and must be sold at the end of 12 months; and the pro-
ceeds, after deducting all charges due to the exchange, to be determined in cases of

controversy by the arbitration committee, shall belong and be paid to his creditors
in the exchange in accordance with section 3.

Sec. 7. When a suspended member applies for reinstatement, he shall be required
to furnish to the chairman of the committee on admissions a list of his creditors, a
statement of the amounts or:^inally owing, and the nature of his settlement in each
case. The committee shall give notice for three consecutive days, through the chair-
man of the exchange and by posting the same on the bulletin board provided for that
purpose, of the time and place of meeting to consider the application of the suspended
member and the claims of creditors.

Sec. 8. On application a suspended member may be reinstated provided his name
shall have been acted upon, as hereinbefore provided in section 4, Article V, by the
committee on admissions. It shall be the duty of that committee to ascertain that
the applicant has settled and arranged his affairs to the satisfaction of his creditors,
and that his present situation affords a reasonable security in future transactions.
The applicant must, at the request of the committee, give full explanation on any
disputed or unsatisfactory transactions and allow free access to his books and papers
for that purpose.

Sec. 9. A suspended member shall, before he is reinstated, pay all fines due at
the time of suspension.

Sec. 10. The proceeds arising from the sale of the membership of an insolvent
shall be divided pro rata by the arbitration committee among the creditors recorded,
as in section 3, and if any balance remain it shall be paid over to the insolvent.

Article XII.

—

Commissions.

Section 1. On all purchases and sales for account of parties not members of the
exchange and on all joint account transactions in which a nonmember is interested
and transactions for partners not members of the exchange, and for firms of which



EEGULATION OF THE STOCK EXCHANGE. 903

the exchange member or members are special partners only, commissions shall be
charged and paid under all circumstances and upon all transactions, both purchases
and sales. Such commissions shall be at the rates hereinafter named, and such rate
shall in each case be the lowest commission charged by any member of the exchange
and shall be absolutely net and free from all or any rebatement, return, discount, or
allowance in any shape or manner whatsoever, or by any method or arrangement,
direct or indirect. And no bonus, percentage, or portion of the commission so estab-
lished shall be given, paid, or allowed, directly or indirectly, to any clerk or person
for business sought or procured for any member of the exchange, and no arrangement
having in view, directly or indirectly, a rebate upon the regularly established rates

shall be allowed. But nothing in this section shall be construed to apply to full

business partners of members of the stock exchange, registered as such with the sec-

retary, as regards transactions for the firm.

Members may transact business for charitable objects without charge.
SeC; 2. The minimum rates of commission to be charged by members of the Phila-

delphia Stock Exchange shall be as follows:

One-eighth of 1 per cent on the par value of all bonds and loans. On the shares of

banks and trust companies 25 cents per share, and on all insurance stocks selling at

or over $100 per share the commission shall be 25 cents per share. On all other shares

selling at or over $10, 12^ cents per share; selling under $10, 6} cents per share.

The commission on all rights, privileges, and allotments shall be fixed by the com-
mittee on commissions at flie time of the admission of such securities to trading on
tiie exchange.
On all business for memoers of the exchange, when the name of principal is given,

the commission charged shall be at the rate of not less than 50 cents per 100 shares

on which the regular commission is 6i cents per share, and on shares on which the

regular commission is 12J cents per share, not less than at the rate of $1 per 100 shares.

On bonds not less than 25 cents for each $1,000 bond. When the name of prinicpal

is not given the commission charged shall be at the rate of not less than $1 per 100

shares on which the regular commission is 6J cents per share, and on shares on which

the regular commission is 12J cents per share not less than at the rate of $2 per 100

shares. On bonds, not less than 50 cents for each $1,000 bond.

Sec. 3. One-quarter of the full commission must be charged on all transactions for

members suspended for insolvency.

Full commission must be charged on all transactions for members suspended for

other causes. ti- t, j t.

Sec. 4. Special rates of commission for particular securities may be established by

the governing committee whenever, in its judgment, such changes shall be for the

best interest of the stock exchange.

These commissions can be divided only with those whose names are on the half

commission list. , . . ,

Sec. 5. A member who shall transact or offer to transact business for less commission

than the rates set forth above, or who shall violate any of the provisions of section 1

of this article, shall, for the first offense, oe fined $1,000 and shall be suspended at the

pleasure of the governing committee; and, for the second offense, upon conviction,

after notice and opportunity for hearing, by a vote of two-thirds present (being a

majority ot the whole number) of the governing committee, his memberdiip shall

terminate and shall be disposed of as provided for in Article X, section 9, of the con-

stitution. This section also applies to those whose names are on the half commission

list

Sec 6 Any transaction in the sale, purchase, or dealing of any kind of, or in, securi-

ties listed in the Philadelphia Stock Exchange, by a member of said stock exchange,

where such transaction originates or is to be executed m whole or in part at the Phila-

delphia Stock Exchange, or in Philadelphia, subjects the members of the Philadelphia

fixed by the rules of the Philadelphia Stock Exchange. This rule shall apply, not-

Stock Exchange so dealing to any extent therein to the charge of full commissions as

withstanding aie member of the Philadelphia Stock Exchange so dealing is also a

member of the stock exchange of any other place where such securities are listed.

This section also applies to those whose names are on the half coininission list.

Sec 7 Any violation of these commission rules by half commission members shall

be referred to and decided by the govermng committee.

Article Xlll.—Gratuity fund.

Sfotion 1 There shall be a gratuity fund, under the control of five trustees, to

be composed of the president, tie secretary and treasurer and ti"^ other nembeis

of the exchange, to be chosen by the governing committee; one of the first three
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trustees chosen shall serve for one year, one for two years, and one for three years.

After the first year one trustee shall be chosen each year to serve for three years.

Sec. 2. Every full member of the exchange, in addition to all other payments
which are required under the constitution and by-laws, shall , at the tur. e of his admis-
sion, pay into the hands of the trustees:

At 21 years of age, $200; over 21 years of age, $50 additional each year up to 51 years
of age; and $100 additional each year over 51 years of age.

Every full member shall pay an assessment or sum of $20 to said trustees upon
the death of any full member of the exchange.
Every fuU member shall pay an assessment or sum of $20 to said trustees upon

the death of any full member of the exchange.
Sec. 3. The trustees aforesaid shall keep the fund arising from the paynents and

assessments made under this article separate and distinct from all other funds of the
exchange; said fund shall be styled the gratuity fund," and shall be used solely

for the purposes hereinafter mentioned. The trustees shall invest the money of this

fund in such securities as they may think best, and shall not be personally liable

for loss by reason of such investments not being in legal securities.

The trustees shall maintain the gratuity fund at a market value of not less than
$200,000. Should the fund be reduced by an excess number of deaths or otherwise
they shall make an assessment suflBcient to restore the fund to the minimum of $200,000.

Sec. 4. All payments and assessments becoming due under this article shall be
charged against the membership of each member of the stock exchange, and shall

be collected in the same manner and have the same priority as all other fines, assess-

ments, and charges due from the members to the exchange.
Sec. 5. The trustees shall, within 30 days after the death of any full member of

the stock exchange, pay, out of the gratuity fund herein mentioned, $7,500, either

to his widow or to his child or children, or among the widow and child or children,

as he may have directed in an order filed with the trustees, or in the absence of any
such direction, then at their own discretion.

And should no widow or child survive him, then to his next of kin, or, with the
consent of the trustees, to such person or persons as the member may have designated
in directions deposited with the trustees. But the said gratuity shall not be property
of any member for any purpose whatever.
The said gratuity shall be paid at the death of such member, clear and free of all

assessments and claims of every kind whatsoever; and in no case shall any interest
be paid or demandable on the said sum of $7,500.

Sec. 6. The nominee, widow, child, children, or legal representatives of those
members only who shall have been full members of the exchange at the time of their
death shall be entitled to receive any portion of the gratuity fund under this article.

A full member for the purposes of this article shall be construed to mean a person
owning a membership in the exchange, whether suspended or otherwise; but any
suspended member who shall have failed for three months to pay in full all gratuity
dues and assessments shall forthwith cease to be a full member for the purposes of this
article; such member may be restored to such full membership by a favorable report
of the governing commi ttee and by paying in full all arrears of gratuity dues and
assessments.

.

Sec. 7. All disputes as to whether the gratuity is payable, and to whom, shall be
referred to and determined exclusively by the arbitration committee, with an appeal
to the governing committee, as provided in Article V, section 5.

Article XIV.

—

Quorum of the stock exchange.

In all cases 50 members of the stock exchange must be present to form a quorum
for business.

Akticlb XV.

—

Special meetings of the stock exchange.

Section 1. The president or governing committee shall have power to call a special
meeting of the stock exchange when either deems it necessary, and shall do so on the
written request of 17 members of the exchange.

Sec. 2. No less than 10 members shall have the right to call the ayes and nays at
such meetings.

Article XVI.

—

Holidays.

On all legal hoMays the stock exchange shall be closed for business.
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Article XVII.

—

Altering the constitution or enacting by-laws.

Section 1. Whenever 50 members of the stock exchange shall offer in writing any
amendment to the constitution, it shall be submitted to the governing coiamittee, who
shall report it to the exchange for final action within 30 days, and it shall require a
two-thirds vote of the members present for adoption.

Sec. 2. Any amendment to the constitution, originating in the governing com-
mittee shall be proposed at a regular meeting of the governing committee. If

approved by a majority of the members piresent, it shall be announced to the exchange
forthwith, and conspicuously posted until the next regular meeting of the committee.
During this interval, upon the written request of 17 members, a special meeting of

the exchange shall "be called to consider the amendment; and it shall require a two-
thirds vote of the members present, of the stock exchange, for adoption.

In the absence of such request, the amendment may be considered at the next
regular meeting of the governing committee, and, if adopted by a vote of two-thirds
present (being a majority of the whole number) of the governing committee, shall

thereby become a portion of the constitution of the stock exchange. By-laws may
be enacted or repealed by a majority of the governing committee, at a regular meeting
of the said committee, notice of the proposed change having been given at the pre-

vious regular meeting. All changes in the constitution and by-laws shall be printed

and posted at once, and shall remain posted for two weeks.
Sec. 3. Proposed additions to the constitution and by-laws and amendments

thereto or new rules, which have once been acted upon by the governing committee,

shall not be considered again for a period of six months, except by a vote of two-thirds

of the whole governing committee.

Article XVIII.

—

Signing the constitution.

Every person before becoming a member of the Philadelphia Stock Exchange
shall sign the constitution and by-laws of the exchange, and pledge himself to abide

by the same and by all subsequent amendments thereto, and by so doing releases all

rights inconsistent with any provision thereof, in consideration of his admission to

such membership.
Article XIX.

Any member who, or whose partner or partners, shall apply for an injunction, or

legal instrument, restraining any officer or committee of the exchange from performing

his or its duties, under the constitution and by-laws shall be fined $2,000.

Article XX.

Where no penalty is prescribed by the constitution or by-laws, the governing com-

mittee by a vote of two-thu-ds of all its members, shall have the power to expel, or,

iQ its discretion, to suspend from the exchange for such period as it may deem proper,

any member violating the constitution or by-laws of the exchange; said committee

shall also have power, by a vote of two-thiids of its members present, being a majority

of the whole number, to suspend from the exchange, for a period not exceeding one

year, any member who is guilty of misconduct, or of any act detrimental to the interest

or welfare of the exchange, of which the said committee shall be the sole judge.

By-Laws.

Article I.

—

Hours of business.

Section 1. The exchange shall be opened for the entrance of members upon every

business day at 15 minutes before 10 o'clock a. m.
,„„t^„™ *>,„+

At 10 o'clock precisely the presiding officer shall announce from the rostrum that

the exchange is opened for the transaction of business, and it shall remam open for

such purpose untiFs o'clock p. m., when the presiding officer shall similarly announce

'*

SBC^f Dealings shall be limited throughout the entire year to the interval between

the hours aW named, unless otherwise ordered by the governing committee; and

a fine of $50 for each offense shall be imposed, without excuse or appeal, upon any

member who shaU directly or indirectly, make or offer to make any transaction in

s^c^Mes before or after th^ose hours in'the exchange or publicly m its immediate

vicinity.
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Sec. 3. The exchange shall not be closed at any time between the hours above
named, except by order of the governing committee. While so closed the same
penalty shall be imposed as in section 2.

Sec. 4. Whenever by legislative enactment, executive appointment, or by the
action of the governing committee half or partial holidays shall be declared, for such
days the governing committee shall have the power, at any meeting: (First) to deter-
mine the time for opening and closing the exchange; (second) to determine the time
for opening and closmg the clearing house, or to suspend entirely its functions; (third)

to modify section 3, Article XII, of the by-laws, to conform to the above; (fourth)

to establish the status of stock contracts maturing on such days.

Article II.

The governing committee shall make all rules governing trades on the floor of the
exchange.

Article III.

—

Bids and offers.

Section 1. During the sessions of the exchange bids and offers may be made, either
for cash, or for the next business day (commonly termed the regular way), or for any
number of days, not exceeding 60.

Sec. 2. In bids or offers for bonds or loans, no fraction of less than one-eighth of

1 per cent, or, for shares, of less than one-eighth of $1, is permitted, except for

shares on which the commission is GJ cents per share, which may be dealt in, in one-
sixteenth of $1.
Sec 3. Any member who shall, either in or out of the exchange, buy or sell, or

offer to buy or sell, any amount of loans or shares of stock at a certain price, and any
other amount of the same loans or shares at another price, making one purchase or
sale depend on the other, shall be fined $5.
Sec 4. Any member guilty of dealing with a person in the room not a member

of the exchange shall be fined $100, without excuse or appeal; and for a repetition
of the offense shall be suspended for a term not exceeding 60 days. It shall be the
duty of any member having a knowledge of the violation of this rule to report the
same without delay to the president or chairman or to the governing committee.

Sec. 5. No fictitious purchase, sale, or contract shall be made, under a penalty of
suspension at the pleasure of the governing committee.
Sec 6. Any member publicly making an irregular bid or offer shall be fined $5.

Article IV.

—

Transactions on time.

Section 1. Sales and purchases "on time " are not to be made over 60 days, Simdays
to be counted in the same manner as in promissory notes; contracts maturing on
Sunday or on a legal holiday must be settled the day previous, interest to be charged
to the date of payment only.
Sec 2. No offers to buy or sell securities, except beyond three days, shall bear

interest, Sundays and legal holidays being counted.
Sec 3. On transactions for more than three days, written contracts shall be ex-

changed on the day following the transaction and shall carry interest at the legal rate
unless otherwise agreed, all days, whether working days or not, being counted.
Sec 4. In all time sales it shall be the duty of the seller to furnish the contract.

Article V.

—

Notifyingfor delivery.

Section 1. In contracts made, buyer's or seller's option, a notification for delivery
by the party having the ojition must be given on the preceding business day, before
10 a. m. When the option is without notice notification must be given before 10 a. m.
on the day of delivery.
Sec 2. A contract made before 10.30 a. m., buyer or seller three days without

notice, may be notified for the same day. A contract with interest must run at least
one day.
Sec 3. On a contract where the buyer's or seller's option is after a certain number

of days, the option commences only after the specified number of days have elapsed.
For instance, on a contract, 60 days buyer after 10, the buyer can not claim the stock
until the twelfth day; if, however, the contract is without notice he can claim it on
the eleventh day.

Sbo. 4. Every member transacting business on the exchange must have a place of
business within the zone bounded by the east side of Third Street and the east side
of Seventeenth Street, south side of Market Street to the south side of Locust Street
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(other than the exchange), where some one empowered to make comparisons, sign
sheets, and make payments and deliveries, and attend to all other matters of business
with other menibers of the exchange, shall be in attendance, and it shall be his duty
to keep filed with the secretary a written notice designating such place of business,
and also to give notice to the secretary of any change thereof. A failure to comply
with these requirements for 30 days after notice by the secretary shall subject the
member to suspension. A member can be exempted from the operation of this section
by a vote of the governing committee.

All notices must be served at the member's place of business as registered with
the secretary; but should he have failed to comply with the requirements of this

section they may be given publicly in the exchange by the presiding officer.

Article VI.

—

Contracts in securities not fully paid.

In all contracts on time, for securities not fully paid up, the seller shall charge
any installment that may be called for and paid between the day of sale and that

of delivery, with interest from the day on which said installment has been required
to be paid.

Article VII.

—

Contracts due when books are closed.

In the event of contracts for the delivery of an even hundred or hundreds of shares
of stock maturing during the closing of the transfer books, the delivery shall be made
by certificate an.d power at the maturity of the contract. But contracts for the
delivery of odd amounts of stocks so matming may be extended at the request of

either party until the opening of the transfer books, the terms in all cases remaining
the same as in the original transaction.

Article VIII.

—

On dividends.

Section 1. All dividends declared on stock go to the purchaser until regularly

announced at the exchange. When a contract for the delivery of stock becomes
due on the day on which a dividend has been officially announced, or between that

day and the day on which the dividend is made payable, the seller shall deduct said

dividend from his bill or deliver his due bill for the same at his option.

Members have the right to demand security on such due bills.

Sec. 2. Any member reporting, as the dividend of any moneyed institution or

stock company, a rate of percentage which proves erroneous shall be fined $25.

Article IX.

—

Of coupon bonds.

Section 1. All coupon bonds from which the coupons have been detached and

pasted together again or in any way attached thereto, as well as all coupon bonds

with coupons attached, cut lengthwise and pasted together, shall be a good delivery

when no other objection exists; provided the numbers on the coupons correspond

with the numbers on the bonds.
, , ,

.

Sec. 2. Only bonds of the denomination of |1,000 or |500 are a good delivery for

sales of $500 or its multiple.
, „ . „

Sec. 3. Bonds, coupon or registered, to be a good dehvery shall m all cases, except

when otherwise ordered by special resolution, carry with them all unpaid interest

or coupons or the equivalent in cash.
, . , ,

Sec. 4. Coupon bonds which can be registered in a name or to bearer, and which have

been registered in a name, must be registered to bearer to be a delivery. When trans-

fer books are closed, if registered in a name, a power of attorney, signed m blank and

witnessed, must accompany each bond. If registered m a name other than that of the

deliverer, the signature on each power of attorney must be guaranteed by a solvent

endent member of the exchange or Ms firm.
, , „, , ,. , ^c *

Registered bonds, when transfer books are closed, shall be a delivery by certificate

and power, under the same rules applying to registered coupon bonds. Each power

of attorney must contain a full bill of sale and be irrevocable, and m all cases where

the ofiice of transfer is out of the city, each power must he acknowledged before a

notary public. ,^ „ . . , ,

Article X.

—

Certificate and power.

Section 1 The regular delivery of stocks in 100-share lots shall be by certificate and

power but the party receiving the stock shall have the right to demand a transfer

except when transfJr books are closed. In the delivery of stocks where personal

Uabilitv attaches to ownership, the seller shall have the right to deliver by transfer,

LdS the transferTooks are closed, the delivery shallle made by transfer upon

the opening of the books except otherwise agreed upon at the time of sale. In all cases
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of delivery by certificate and power, the power of attorney must contain a full bill of

sale, and be irrevocable, and when the certificate is not in the name of the deliverer,

the signature must be guaranteed by a solvent resident member of the exchange or his

firm.

Certificates of stock with power of attorney, and not more than two powers of substi-

tution when stamped on certificate, or with one detached power of substitution when
acknowledged before a notary, shall be a good delivery. Each power of substitution

when not signed by the deliverer must be guaranteed by a solvent resident member
of the exchange or his firm.

The delivery of stock by certificate with detached power of attorney, when the
office of transfer is out of the city, must have the power of attorney acknowledged
before a notary.

[Acknowledgment by an individual by wliom an assignment or a power of substitution is executed.]

State of , County of , ss:

On this day of , 19. - , before me, a notary public for the county of
,

personally appeared , to me known, and known to me to be the indi-

vidual named in the within certificate, and described in and who executed the fore-

going instrument, and acknowledged to me that he executed same.
[seal.]

If used for a power of substitution, substitute for the word instrument "power of

substitutiph dated , 19 .
.

, " the date referred to filled in. ,

,'

[Acknowledgment tor firm.]
^

State of , County of , ss:
-

On this day of , 19 - - , before me, a notary public for the county of
,

personally appeared , to me known, and known to me to be one of the
firm of named in the within certificate and described in and who executed the
foregoing instrument, and acknowledged to me that he executed the same as the act
and deed of said firm.

[seal.]

Sec. 2. Whenever the transfer books of any company shall be closed by any legal

impediment, so as to render their being open again uncertain, then the deliveries of

stock of such company, in satisfaction of contracts, shall be made by certificate and
power of attorney irrevocable, the papers to be satisfactory to the recipients or passed
upon by the arbitration committee.

Sec. 3. The signature to the assignment upon a certificate of stock must be tech-
nically correct; i. e., it must correspond with the name as written upon the face of

the certificate in every particular, without alteration or enlargement, or any change
whatever. "Mr.," "Messrs.," or "Esq.," however, need not be prefixed or affixed

to signatures.

"And" may be written "&," and vice versa.

"Company" may be written "Co.," and vice versa.

Sec 4. Certificates in the name of a married woman are not a good delivery while
the transfer books are open; when the transfer books are closed a joint execution of

the assignment by the husband and wife and a joint acknowledgment before a notary
public will make the certificate a delivery only during closing of transfer books.
The following form should be used:

State of , County of , ss:

On this day of , 19.
. , before me came and ,

her husband, both of them to me known, and they severally acknowledged that they
executed the foregoing (or within) assignment or power of attorney for the purpose
therein mentioned.

[seal.]

Certificates in the name of an unmarried woman or a widow are a good delivery when
the following form of acknowledgment is executed upon the back of the certificate:

State of , County of , ss:

On this day of , 19. ., before me personally came , to me
known, and known to me (or satisfactorily proven to me to be) an unmarried woman
(or widow), and known to me to be the same person named in the within certificate of

stock and described in and who executed the foregoing (or within) assignment and
power of attorney, and acknowledged to me that she executed the same for the purpose
named.

[seal.]
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Sec. 5. Certificates in the name of a deceased person or of a firm which has ceased
to exist are a good delivery only during closing of transfer books and when acknowl-
edged or proved before a notary. AVhen transfer books are closed, if unproved cer-

tificates are delivered after death or dissolution, they must be taken back at any time
while transfer books remain closed. Wlien transfer books are open, if certificates,

whether proved or not, are delivered after dissolution or death, they must be taken
back if claim is made within three days, provided transfer books are still open.
When a firm dissolves and the business is carried on by a new firm under the old

firm name, certificates, the assignment of which have been executed by the old firm,

will be a good delivery when the new firm shall have written after said assignment
"Kxecution guaranteed," with date, and signed the new firm name thereto.

Certificates in the name of individuals or firms which have ceased to be members
of the exchange are not a good delivery unless guaranteed by a solvent resident mem-
ber of the exchange or his firm.

Powers of attorney or substitution, signed by trustees, guardians, infants, executors,
administrators, assignees and receivers in bankruptcy, agents, or attorneys, shall not

be a good delivery.

Securities with power of attorney, or power of substitution signed by an insolvent

are not a delivery. When transfer books are closed, such securities held by others

lian the insolvent are a delivery if accompanied by an affidavit for each certificate

or bond that said securities were held on a date prior to the insolvency.

Article XI.

—

Irregularities in deliveries.

Keclamations for irregularities in deliveries of securities, when such irregularities

do not affect their validity, but only currency in the market, will not be considered

unless made within five days from die day of delivery.

This rule does not apply to called bonds.

Article XII.

—

Payments and deliveries.

Section 1. AU securities must be delivered by 2 p. m., except those sold after 1.30

p. m. for cash, when the seller shall have until 2.30 p. m. to make his delivery.

In the case of securities not passing through the clearing house, which are not deliv-

ered by the hour designated, the buyer may demand that they shall lie over untU

the next day without interest; or he may, after notice to the seller, cause the secu-

rities to be bought in for cash by the presiding officer, as provided in Article XI,

section 2, of the constitution, and claim of the seller any loss incurred.

Sac. 2. Payments may be demanded in lawful money or a duebill of one of the

aagaciated banks, and must be made by 2 -p. m., except in the case of sales made after

1.30 p. m. for cash, when the.buyer shall have until 2.30 p. m. to make payment.

In the case of securities not passing through the clearing house, when payment is

not made by the hour designated, the seller may, after notice to the buyer, cause the

securities to be sold for cash, by the presiding officer, as provided in article XI, section

2, of the constitution; and claim, of the buyer, any loss occurred.

Sec 3 When parties are respectively either to pay for or deliver securities on clear-

ing house orders, said payment or delivery must be made by 2 p. m. of same day.

If said payment or delivery be not made at that hour (2 p. m.), then the party who

has failed respectively either to receive his securities or to receive payment for

securities shall give notice in writing to the delinquent; after which the presiding

officer shall be authorized on request in writing, respectively, either to buy m or to

sell out for cash said securities, and the loss must be paid by delinquent not later than

2.50 p. m., same day, under penalty of being declared insolvent If the dehnquent

shall prove to be insolvent, then the loss shall be paid by those parties having

original transactions on the insolvent's sheet, whose transactions would show a loss

had their settlements been made exclearing house at the average of sale or purchase

bv the presiding officer; said loss must be divided pro rata: Provided, hiwever, That

all claim for lost must be made to the clearing house committee on the same day that

the loss was made. Any balance which shall be due to an mso vent on a sheet whether

actually paid to him or allowed as a credit on sheets where he is debtor to the clear-

ing house, shall be refunded by the stock exchange to the sheet where he appears as a

creditor and such payment shall constitute a charge against the membership of insol-

vent, and shall in all respects be treated as an ordmaxy fine.

All other payments to or by the clearing house shall remain undisturbed.

Each sheet must be pro rated separately. ,.,.,-^^ v, e '„i„=.
Nothing L the above shall be held to attach any liability to members for aelays

arising in the clearing house.
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Sec. 4. Deliveries in transactions for less than 100 shares, where the transfer office

is in the city of Philadelphia, shall be by transfer. When the transfer books are closed

the delivery shall be made by transfer upon the opening of the books, except other-

wise agreed upon at the time of sale. Payment must be made by 2 o'clock p. m. on
the following business day, and transfer made by 3 o'clock p. m. upon the day of

payment.
Nothing in this rule, however, shall prevent a member demanding a transfer a,t the

time of making payment, the transfer so demanded, to be made at the convenience
of the seller, but not later than 3 o'clock p. m.

Deliveries in transactions for less than 100 shares, where the transfer office is out of

the city of Philadelphia, shall be by certificate and power, except otherwise agreed

upon at the time of sale. In the delivery of stocks where personal liability attaches

to ownership, the seller shall have the right to deliver by transfer, and when the trans-

fer books are closed, the delivery shall be made by transfer upon the opening of the

transfer books, except otherwise agreed upon at the time of sale.

Article XIII.

—

0/ borrowing stocks, etc.

Section 1. Any securities borrowed against money shall be considered the same as

stock contracts.

Sec. 2. Securities borrowed without an equivalent shall be considered as friendly

loans.

Sec. 3. Where money is borrowed upon securities, the collateral shall not be used

by the holder.
Sec 4. When a loan of stock is made at a premium, the same rate wUl be charged

for each business day the loan stands, until notification of change in rate.

Sec. 5. Notice of the return or call of loans of money or securities must be given

before 10 o'clock a. m.

Article XIY.—Operating for another member.

Section 1. A member bidding for or offering stocks for another member must men-
tion his name with the bid or offer, or be responsible for the contract. The party ac-

cepting the name must compare with the principal before 4 p. m. on the same day, or

else all claim on said principal shall be forfeited.

Sec. 2. Any member who shall execute any order for the purchase or sale of securi-

ties for any person not a member of the exchange in the employ of another member
without first obtaining the consent of the employer shall, for the first offense, be fined

$100, and for the second shall be suspended at the pleasure of the governing committee.

Article XV.

—

Of deposits.

Section 1. At any time while a contract is pending a mutual deposit may be called

by either party to secure the same. No additional deposit can be required except
from the party against whom the contract rules. The deposit of the stock on the pMt
of the seller shall in all cases be considered sufficient security. In case of dispute as

to the amount, character of security, or place of deposit the matter shall be referred to

the arbitration committee, whose decision shall be final.

Sec 2. When deposits are called between 10 and 2 o'clock, they shall be made
within 1 hour after the demand is made; when called after 2 o'clock, within 30
minutes after the demand is made.
Sec 3. Should the call not be responded to within the prescribed time, the chair-

man shall, upon the written application of the member making the call, after he has
given written notice to the other party, forthwith close the contract upon which the
deposit has been called.

Sec 4. Parties depositing margins shall name the security deposited, designating
the amount and market value and the place of deposit of the same, that the party to be
secured may be able to accept or to reject such security.

Sec 5. Any deposit of money as a margin is strictly a trust, and can not be used by
the party receiving it in his business except by special agreement.

Article XVI,

—

Advertising stocks, etc.

Any member advertising to buy or sell any securities shall allow a full commission to
members of the exchange on all transactions made with them in such securities.
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Article XVII.— Yearly dues.

Section 1. The yearly dues on each membership, whether active, suspended, or

dead, shall be $100, payable annually in advance January 1.

Sec. 2. In case the revenue of the exchange shall be insuflScient to meet the current
expenses for the year, the governing committee shall levy an assessment to supply the
deficiency.

Article XVIII.

—

Against uniting vnth other organizations.

Section 1. No member shall be directlyor indirectly (through a partner or clerk)

connected with any other organization in this city where stocks, bondSj etc., are dealt

in. The penalty for the first offense shall be a fine of $100 and suspension by the gov-

erning committee for a period-of not less than 60 days; for a repetition of the offense, a

fine of $500 and suspension for at least 6 months.
Sec. 2. Any member giving or accepting orders to be executed at any other such

organization in this city shall be subject to the same penalties as in section 1. This
rule does not aT)ply to sales of stocks or bonds made at a regular public auction.'

Sec. 3. Public exchanges (bucket shops, so called) are included among those

organizations with which connection is prohibited; and it shall be considered an

offense against this article for any member knowingly to furnish them quotations or

other information, directly or indirectly, or to assist in any way, or do any business

for or with them, as such.

Article XIX.

—

Fines for disorder, etc.

Section 1. The presiding officer shall impose fines for violation of rules, disorder,

etc., as provided for in these by-laws and the rules prescribed by the governing com-

mittee.

Sec 2. Any member guilty of indecorous language or conduct toward the presidmg

officer or a member while in the exchange shall be fined, at the discretion of the pre-

siding officer, who may, in his judgment, report the case to the governing committee,

and the offending member may, by a vote of two-thirds of the members of the govern-

ing committee present—being a majority of the whole number—be fined, or sus-

pended, or both, at the pleasure of the said committee.

Sec. 3. Any member who shall, at any time, in the exchange be guilty of con-

duct subversive of good order and decorum shall be fined, at the discretion of the

presiding officer, in a sum not exceeding $100.
, j •

Sec 4. When a member is fined for any alleged violation of the rules, and he denies

it, and the offense is proven by the testimony of others, the fine shall be doubled.

Sec 5 Any member who shall inquire of the presiding officer what he was fined

for, in a case involving a simple fine, shall be fined double, unless he deny the com-

mission of the offense.
, , ._ „ . v-l

Sec. 6. No fine can be ordered to be taken off by the presiding officer except while

the exchange is in session.
_ , , , ^ ^- c ^-u

Sec 7 Any member who shall bring into the board room, at any tune, for the

purpose of creating a disturbance—or who shall in any way be accessory to such

bringing into the board room—any explosive material or substance, or who shall

explode any caps, torpedoes, or crackers, shall, for the first offense be fined $50,

without excuse or appeal, and, in addition, be held personally liable for any damage

that may occur to person or property by reason of such explosion; and, for the second

offense, shall be fined $100, and be suspended at the pleasure of the govemmg com-

""sec*"8 It shall be obligatory upon every member of the governing committee,

knowing a violation of any of the rules of the stock exchange, to promptly report the

same to the president or presiding officer.

Article XX.—Nonpayment offines.

Any member neglecting to pay his dues, fines, or assessmentsfor,the period of one

monlh shall be notified, !n writing, by the secretay, and conUnumgm his neglect

for a further period of two months shall be suspended until the payment of the same.

Article XXI.—Mules in force at all times.

Rules for the behavior of members during the sessions of the exchange are in force

m the building at all times whether the exchange be m session o'' not and it shall

be the duty of the president or chamnan to enforce them without waitmg for a for-

mal complaint against the offender. ^_^
1 This section shall not apply to oU certificates or such mining stocks as are not listed on the exchange.
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Article XXII.

—

Rules of order

.

Section 1. The presiding officer, in conducting the business of the exchange, is

required to adhere as closely as possible to the general rules of order that govern
well-regulated deliberative bodies.

Sec. 2. When a member has the floor and is speaking, no other member, except
the presiding officer, has the right to interrupt him unless it be to call him to order,

to move an adjournment, a postponement of the question, or a reference to a com-
mittee.

Sec. 3. No member is allowed to speak more than twice on any one question
without the consent of the majority of those present.

Sec. 4. When a vote is being taken or announced on any question before the
exchange, any indication of approbation or disapprobation shall be finable $5.

Sec. 5. Members in speaking or reporting a sale must use the prefix "Mr." to the
name of the purchaser.

Article XXIII.

—

Ofappeah.

Section 1. On an appeal from a fine no debate is allowed. No motion to excuse
a member from a fine can be entertained by the chair after an appeal has been made
by the member and decided in the negative. When the chair has once declined
excusing a member, no appeal from that decision to the exchange shall be entertained

.

Sec. 2. A member may, upon a motion, be excused from his fines by a vote of two-

thirds of the members present.

Article XXIV.

—

Admission of strangers and nonmembers.

None but members shall be admitted to the floor' of the board room unless by spe-
cial invitation of the president or a majority of the governing committee.
The clerks of members are not permitted to enter Qie room at any time.

Article XXV.— Meetings of the governing committee.

Section 1. The regular meetings of the governing committee shall be held on
the first and third Mondays in each month at 3.30 p. m., unless otherwise appointed.

Sec. 2. Special meetings may be called by the president, or at the written request
of seven members, which call shall specify the object of the meeting, at least 30
minutes' notice, in writing, being first given to each member; and, at such meetings,
no other business shall be transacted except that specified in the call.

Sec. 3. The president—or, in his absence, the vice president—shall preside. In
the absence of both, the members present shall choose one of their number to preside.

Sec. 4. The presiding officer shall not take any part in debate while occupying
the chair. He may at any time call a member to the chair temporarily, in order to

take part in a debate.
Sec 5. No member shall speak more than once, nor longer than five minutes, on

any one question, without the unanimous consent of the members present.

Article XXVI.

—

Order of business of the governing committee.

First. Roll caU.
Second. Reading of minutes.
Third. Elections.

Fourth. Reports of committees.
Fifth. Unfinished business.
Sixth. New business.
The above order of business may be changed, with the consent of two-thirds of the

members present.

Article XXVII.

—

Elections.

Section 1. All elections shall be by secret ballot.
Sec 2. In elections for members, the secretary shall take the names of the members

voting; and, in case he reports that less than 12 ballots have been cast, he shall be
instructed to receive the ballots of absentees until the requisite number has voted,
when the ballot shall be counted by him, in the presence of the president or vice
president, and the result recorded as the action of the committee.

Sec. 3. No rejected candidate shall be eligible for membership for six months after
his rejection, without the unanimous consent of the governing committee.
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Article XXVllI.—Clearing house rules.

wi?j^h"?f }' "^H
?l«*""g ^o"fe committee shall have power to name the time atwhich sheets must be presented, and to adopt, from time to time, all such rules and

fines as may seem proper to it for the management of the clearing house

,1, \lir°i^-^l °* *^® exchange who is a partner in a firm shall clear stocksthrough the clearing house except in the name of the firm.

Article XXIX.—Dissolution and change offirms, etc.

It shall be the duty of every member of the stock exchange to notify the secretary
at once of any cha,nge in the constitution of his firm, which change shall be publiclvannounced forthwith, and posted in the room; and, upon failure to comply with the
provision of this article for a period of 10 days, he shall be fined $25.

Article XXX.

—

Arbitration meetings.

For each meeting of the arbitration committee a charge of $10 shall be made (unless
renutted by the committee), to be paid by the party against whom the decision isrendered—or, in the event of a dismissal of the case, by the party bringing the charge
the amount so charged to be placed in the gratuity fund.

Article XXXI.

—

Disputed claims for purchases or sales.

Any disputed claims for the purchase or sale of a security on the floor of the exchange
shall be decided by a vote of the members present.

Article XXXII.

—

Contracts of deceased members.

All provisions in the constitution or by-laws referring to contracts shall apply
equally to those of deceased members.

Article XXXIII.

—

Of principals.

A member is not to be held liable to his principal for the performance of contracts
entered into on orders, and is to give up the name of the contracting party onh at the
request of Ms principal.
In contracts for or with parties not members of the exchange, which are not met

at maturity, members may close the contract in the exchange.

Article XXXIV.

Any member who shall in defense of a suit at law brought against him plead or
claim that the transaction was of the character or nature of gambling may be sus-
pended by the governing committee for a period of not more than 30 days.

Article XXXV.

Salaries for oflBcers and employees of the exchange shall be fixed by the governing
committee at the last stated meeting prior to the annual election for the ensuing year.

Article XXXVI.

—

No-minations and elections.

Section 1 . The secretary shall send to each member of the exchange, on January
5 of each year, a printed notice that nominations for all the offices or positions to be
filled at the ensuing annual election will be received by the committee on elections,
in the secretary's office, from January 10 up to and including the fourth Monday in
January, filed in accordance with section 2, Article V, constitution.

Sec. 2. One week previous to the annual election the secretary shall send to each
member of the exchange a printed notice of the time and place of such election, and
inclose therewith a ticket containing the names of all those nominated for the offices

or positions to be filled, which shall be the onlj ticket voted or counted at said election.

Sec. 3. In cases of special elections ordered to fill a vacancy in the office of president,

secretary-treasurer, chairman or vice chairman, the secretary shall send similar notices
and tickets to each member of the exchange, as directed by the governing committee.

30578—14 58



914 REGULATION OF THE STOCK EXCHANGE.

Article XXXVII.— Unlisted securities.

Section 1. No unlisted securities sliall be traded in upon the floor of the exchange

without the permission &8t obtained of the stock list committee, and any violation of

this rule shall subject the offender or offenders to a fine of $50 for each offense, with-

out excuse or appeal.
Sec 2. All transactions in unlisted securities shall be printed upon a separate hst,

and designated as unlisted securities.

Article XXXVIII.

Section 1. No member of the stock exchange and no firm of which such member is

a partner shall establish telephonic or telegraphic wire connections between the office

of such member or firm and the office of any firm or individual not a member of the

stock exchange transacting a banking or brokerage business, unless application there-

for shall first be made to the committee on building, and shall have been approved

by them.
Sec 2. Every such telephonic or telegraphic wire connection which shall be so

authorized by the committee on building, as well as all existing telephonic or tele-

graphic wire connections of the same character, shall be registered with the committee

on building, who shall make such regulations governing the matter as they shall deem
advisable.

Sec 3. The committee on building shall have power at any time in their discretion

to order any connection of the character described in this article to be discontinued,

subject to an appeal to the governing committee.
Sec 4. While members of the stock exchange may connect their offices by wire

with the offices of nonmembers in accordance with the provisions of this article, and
pay for such wire connection, nevertheless no such member shall directly or indirectly,

by himself or through his firmj)ay the cost of telegraph operators or any other expenses
pertaining to nonmembers' offices.

Sec 5. No office in the city of Philadelphia of any member of the stock exchange,

or of any firm of which such member is a partner, shall be connected by telegraphic or

telephonic wire with any point outside of the city of Philadelphia, unless such wire

shall be furnished by a telegraph or telephone company approved by the committee
on building. Said committee shall from time to time formulate a list of such approved
companies.

Sec. 6. Any member violating any provision of this article, or any regulation made
by the committee on building in pursuance thereof, shall be deemed to be guilty of an
act detrimental to the interest and welfare of the exchange, and shall be fined an
amount not exceeding |100.

Sec 7. Any member failing to remove a private telegraph or telephone wire within

two weeks after notification by the committee on building shall be fined $500, and
shall be suspended, at the pleasure of the governing committee, if the order is not

obeyed within one month.

Article XXXIX.

Section 1. In all cases where securities are to pass through the clearing house it

shall be the duty of both buyer and seller to afford opportunity at their respective

offices for comparing and signing of clearing-house sheets between 3 p. m. and 3.50

p. m. on full business days and between 12 m. and 12.50 p. m. on Satiudays.
On regular transactions the said comparisons and signatures must be made on the

day of transaction and on maturing time contracts (or contracts requiring notice) on
the business day preceding settlement. Any member refusing so to compare and
sign sheets shall be fined $5.

All sheets not so compared and signed must be compared and signed in the clearing

house between 4 p. m. and 4.20 p. m. on full business days and between 1 p. m. and
1.20 p. m. on Saturdays.

All sheets whether compared and signed at the offices of members or in the clearing

house must be presented the same day to the clerk of the clearing house for certifica-

tion. Any member or firm failing to present sheets for certification shall be fined $5
by the clearing-house committee.
Sec 2. If an original party to a transaction gives up his principal, the latter shall

have the same duties in the matter of comparison as the original party.

Sec 3. No comparison or failure to compare and no notification or acceptance of

notification shall have the effect of creating or of canceling a contract, or of changing
the terms thereof, or of releasing the original parties from liability.
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EXHIBIT X.

LISTING BEQUIBEMENTS OF THE PHILADELPHIA (PA.) STOCK
EXCHANGE.

[Succeeding issue of May 8, 1906.]

Stock List Committbe,
June H, 1910.

1. The stock list committee will meet on each Friday, 12 m., at the office of the
exchange.
All ajpplications to list securities must be addressed to the committee, and should

be filed with the secretary of the exchange on or before the Tuesday prior to their
consideration.

BEQUIREMENTS PROM APPLICANTS.

2. In all cases of application for ?n original listing of either stocks or bonds of steam
raihoad or traction companies it is required that there shall be filed a statement of
the location and description of the property, and when possible also a map thereof.
Said statement should give^ title of the company, when incorporated, and by what
authority; route of road, miles of road completed and in operation, gauge, contem-
plated extensions, equipment, liabilities and assets, earnings and expenses, amount
and description of mortgage lien or other indebtedness; also a statement of any lia-

bility for any leases, guaranties, rentals, or car trusts, and the terms of payment
thereof; also the number of shares of capital stock authorized, the par value thereof,
and the amount outstanding at date of application, and if full paid and nonassessable;
a list of the officers and directors, the office of the company, transfer office, and regis-
trar. If it is a reorganization of another company, the particulars should be stated,
as required by paragraph 10. Three copies of this statement in type or typewritten,
Bi|;ned by an officer of the company, should be furnished to the committee, together
with a like number of copies of trust deeds, mortgages, or other corporate agreements
pertaining to the application, and one certified copy of the charter.

3. Applications to place bonds on the list (three copies required) must give a de-
scription of the bonds, viz: The amount of authorized issue, name of trustees, date of

issue and maturity, the denomination of each kind of bonds issued, and whether mort-
gage under which bonds are issued cover all or part of the property of company,
series of numbers, rate of interest, when and where payable, and if free of tax, and
whether principal and interest is payable in gold coin or currency. Also whether the
bonds are subject to earlier redemption by sinking fund or otherwise, and if issued in
coupon or registered form, and whether they are transferable into other forms; name
of transfer agent and place of transfer, if said bonds have privilege of registration. The
application should state disposition of the proceeds of the issue, and for what purpose

any bonds remaining unissued are reserved. Two copies of the mortgage, one being

certified by the trustee to be a true and correct copy, together with evidence that it

has been duly and properly recorded as a lien upon the property, and similar copies

of other corporate documents must also be furnished. Bonds upon completed mileage

only will be listed.

4. Applications to place the securities of a steam railroad or traction company upon
the list must be accompanied by a certificate from a duly qualified civil engineer

stating the actual physical condition of the property as of a recent date.

5. Application for listing additional amounts of securities of steam railroad and
traction companies already represented upon the exchange should state the amount
and character of the additional issue, the authority therefor, and the application of

the proceeds; if for the acquisition of new property, the application should describe

said property. . . . j. . •

6. Applications to list the stocks or bonds of industrial, minmg, or manufax;turmg

companies must give title of company, when and for what purpose incorporated, and

by what authority, and state whether it is an original organization or a consolidation

of several previously existing firms or corporations; if a consolidation, statement of

financial and physical condition of constituent companies must be furnished, a full

description of the property, real, personal, and leased, nature and character of prod-

uct and general statement of the business proposed to be transa<;ted. Amount and

description of mortgage liens and other indebtedness, number of shares of capital

stock authorized, the par value thereof, amount outstanding at date of application,

and if full paid and nonassessable, and how issued, statement showing results of

business each year for the period of at least two years if possible, and balance sheet

showing assets and liabilities of recent date, statement of special rights and privileges
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of directors as conferred by charter or by-laws, list of officers and directors, office of

company, transfer office, and registrar. The application must be accompanied by a
certified copy of the charter or act of incorporation, by-laws of the company and
opinion of counsel that the company has been legally organized, and that the securities

have been legally issued, and that the real estate owned is free and clear, except as

to stated liens.

7. In addition to the foregoing, mining companies will state in their application:

First. If any of their stock is pooled or held in trust. Full particulars required.

Second. What amount has been expended on surface.

Third. What amount has been expended undergroimd.
Fourth. What is the capacity of mining, milling, and all other machinery.
Such companies will also furnish the following additional papers:

Certified copy of court records, if any, and deeds.
Certified list of stockholders, with number of shares held by each.

Original or certified copy of expert's report as to present value and de\'elopment
of property.

All copies of deeds must be certified by register of deeds where recorded. Copy
of charter must be certified by secretary of state where incorporated. All other
certifications must be made by a notary public, who must state that he has compared
the copy with the original and it is correct.

The ust committee will require all gold and copper mining companies applying
for admission to submit with their papers of application the report on their property

of some reputable enrineer. This report will be examined by an expert employed
by the committee and at the expense of the applicant.

8. In applications for listing securities of companies which have been reorganized

the particulars should be stated as required by paragraph 10. Application to list

additional amounts of such securities must give like additional information, together

with a statement of the application of the proceeds of securities so issued

.

9. Applications to list securities of all other companies must be accompanied with
like information as to propert)', financial condition, and results of business, as indi-

cated above.
10. When application is made to list securities of a corporation which has been

insolvent or has been reorganized, the committee will require a full and complete
financial statement of said corporation, or of its predecessor, for a period covering at

least one year prior to reorganization, i. e., a detailed statement of earnings and
receipts from every source, a detailed statement of all expenditures, and the amount
of all outstanding indebtedness of every description in detail, and a balance sheet
of the books uf the reorganized company; also the amount and description of the
various securities issued by such reorganized company, and the purpose and terms,
in detail, under which they are to be or have been issued. If the property has been
sold under foreclosure, a certificate from counsel that the proceedings have been in
conformity with all legal requirements, and that the title to the property is now
fully vested in the new corporation and is free from all liens and incumbrances,
except as distinctly specified, must be furnished.

11. In all applications by companies having preferred and common stock, applica-
tion should state whether the preferred is cumulative or noncumulative, and the
nature of preference of preferred over common stock in regards to voting, diiddends,
and assets.

12. Application to list stocks must be accompanied by an agreement in form as

follows:

"In part consideration of the Listing of the stock of the company by
the Philadelphia Stock Exchange, the said company hereby agrees to publish
at least once a year a properly detailed statement of its earnings and expenses for such
preceding period, and also a balance sheet giving a detailed and accurate statement
of the condition of the company at the close of its last fiscal year, or of recent date, of
which statement the Philadelphia Stock Exchange will be iurnished a copy, signed
by an officer of the company. Also similar financial statements of subsidiary or
underlying companies. The said company further agrees to notify the Phila-
delphia Stock Exchange of all dividends, assessments, and allotments upon its capital
stock immediately such dividends are declared or assessments and allotments made,
as well as of the closing and opening dates of its transfer books for any and all purposes.

'

'

[seal.]
13. An original application must be accompanied by a check for the amount of

$100 for listing each class of securities up to the par value of $1,000,000, and $25 for
each additional $1,000,000.

Applications for listing additional amounts of a security on the list must be ac-
companied by a check for the amount of $25 for each $1,000,000 par value thereof.
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Said checks should be drawn to the order of the "Treasurer of the Philadelphia
Stock Exchange," and will immediately become the property of the exchange.

14. The governing committee may, fi reason for so doing shall appear to exist,

refuse to make new issue of stock a good delivery, and it may suspend dealings in the
capital stock or in the bonds of any company, either for a time or permanently, as the
case may seem to require.

TRUSTEES OP MORTGAGES.

15. The committee recommends that a trust company or other corporation be
appointed a trustee of all mortgages. When a State law requires a local individuisil

trustee, then a trust company or other corporation should be appointed as cotrust^ies.

The committee does not approve of an officer of a corporation being a trustee of its

securities.

16. In all cases where two or more liens have been placed upon the same property
of a corporation applying to have, its securities listed upon the exchange, each lien

should be represented by a trustee or trustees entirely separate and distinct from those

to whom any other lien upon the same property, either in part or in entirety, have
been intrusted.

17. The trustees must present a certificate acknowledging the acceptance of the

trust, and giving the numbers and amount of bonds executed in accordance with
the terms of the mortgage; in case the trust deeds shall require the deposit of collateral

as security for the mortgage, the trustee shall certify to the deposit of such collateral,

specifying it in detail. In the matter of additional issues of bonds, the trustee must
certify that such increase has been in conformity with the terms of the trust deed,

and that the lien of the mortgage l^as been duly recorded against the new property

acquired, or that the required additional collateral has been duly deposited.

18. It is required that the company shall furnish opinion of competent counsel

setting forth:

(1) That they have examined the mortgage or deed of trust securing the bonds for

which application for Usting has been made, and that in their opinion said mortgage

or deed of trust and the bonds secured by the same are in proper form, and are duly

authorized by the directors and stockholders of the corporation, and are in all respects

valid and binding obligations of the corporation.

(2) That the mortgage or deed of trust has been duly recorded in all the States in

which the property mortgaged is situate, and that in their opinion the laws of all

such States have been complied with both in regard to the issuance of the bonds

and the execution, delivery, and recording of said mortgage or deed of trust.

(3) That in their opinion the trustee mentioned in the mortgage or deed of trust

is duly authorized to act as such, and has in the proper form acceped the trust created

by such instrument.
, . , , , , . •_i i -j

(4) That in their opinion there is vested in the trustee under and by virtue of said

mortgage or deed of trust a good and marketable title to or interest in, all of the prop-

erty described or intended to be described therein. (Counsel shall m addition recite

in full the nature and extent of the title or interest vested m the trustee, and if such

title or interest be less than a title in fee simple, free and clear of all incumbrance

(so far as relates to real estate), or an absolute title free and clear of all claims and

demands whatsoever (so far as relates to personalty), shall set forth all matters affect-

ing in any wav the priority or validity of the lien of the said mori;gage or deed of

trust, and shall certify that in their opinion the matters related are the only ones

affecting such priority or validity.)

ENGRAVED CERTIFICATES REQUIRED.

19 The face of every bond, coupon, or certificate of stock must be printed from steel

plates which have been engraved in the best manner and which have such varieties

of work as will afford the greatest security agamst counterfeiting.
.

For eachXument or instrument there must be at least two steel plates, viz: A face

Plate contakiing the vignettes and lettering of the descnptive or promissoiy portion

of^e document which should be printed in black or in black mixed with a co or;

also a tint pS, from which should be made a printmg m an antiphotographic color,

so fltrane'ed as to underlie important portions of the face prmtmg. ,„,,,.,
STwo printings must be so made upon the paper that the combined feet of the
inese two prmimsB

confused mass of Imes and forms, and so give as

rffectua^ ri^S^aspos^ble against counterfeiting by scientific or other processes,
etfectuai security as P°8«^"'? g

j ^ ^ ^^^^ l,e of such distinctive appearance

L%X^™lotrk*thtrrea"islgui.shable from other denom
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It ie required that for each class of stock issued there shall be a distinctively engraved
plate for 100 shares with said denomination engraved therein in words and figures;

and for certificates issued for smaller amounts than 100 shares, there shall be similar

plates, distinctive in design or color for each issue, and there shall be engraved thereon
some device whereby the exact denomination of the certificate may be distinctively
designated; and they shall also have conspicuously engraved thereon the words,
"Certificate for less dian 100 shares."

Certificates of stock should recite ownership, par value, and whether shares are
full paid and nonassessable, terms of redemption, preference as to dividends, voting
power or other privilege, including distribution of assets in the event of dissolution of

the corporation, voluntarily or involuntarily; certificates for common and preferred
stock each shall recite preferences of the preferred over the common stock.

Certificates of stock or bonds having seal of company engraved thereon will not be a
delivery nor will they be accepted for listing on me exchange.

It is required that a sample of each issue of stocks or bonds sought tcf be listed shall

be referred to the committee for acceptance as to fonn, character, and workmanship
prior to application for their listing; no form of stock certificate or bond will be
accepted unless it has been carefuUy engraved by some bank-note engraving company
whose work is approved by the exdiange.

KEGISTRATION.

20. Stocks must be registered at some institution satisfactory to the committee, and
each application must be accompanied by a letter from the registrar stating the
amount of stock registered at the tmie of application, and also by "Form of agreement
with registrars," duly executed, provided sudi form has not been already filed with
the committee.

21. It is required that the same trust company, or other satisfactory agency, should
not be both registrar and transfer agent. The duties of such offices should be per-
formed by different companies or agencies.

22. In any case of increase of capital stock, except for convertible bonds already
listed, at least 30 days' notice of such intended increase must be given in writing to
the stock exchange and application must be made through the stock list committee
to the governing committee to have such new stock admitted to the list. The registrar

will not be authorized to register any new stock until notified by the secretary of the
exchange that such stock has been duly listed.

23. All signatures upon securities must be written. Stamped signatures will not
be accepted by the conunittee.

CERTIFICATES OP STOCK.

24. The power of attorney indorsed upon a certificate of stock must contain a full

bill of sale, must be irrevocable, and must contain a power of substitution.
25. After a stock has once been placed upon the list, any change in the form of

certificate or place of registry or transfer must receive the approval of the committee.

Jambs M. Rhodes, Jr., Chairman.
HoEACE H. Lee, Secretary.

EXHIBIT Y.

CORRESPONDENCE BETWEEN HAYNES-NORMAN CORPORATION, NEW
YORK, N. Y., AND NEW YORK STOCK EXCHANGE.

Haynes-Norman Corporation,
20 Broad Street, New York, February 6, 1914.

The Chairman Committee on Banking and Currency,
United States Senate, Washington, D. C.

Dear Sir: With reference to the investigations of your honorable committee
regarding the advisability of regulating stock exchanges, I take the liberty of inclosing
herewith copies of certam correspondence that has passed between me and the offi-

cials of the New York Stock Exchange regarding a complaint which I made to that
organization in March of last year. I think the correspondence will be self-explana-
tory in great measure, but I will set forth the salient facts as briefly as possible.



BEGULATION OP THE STOCK EXCHANGE. 919

f The American Smelters' Securities Co., controlled by the American Smeltiiig &
Refining Co., generally known as the ' 'Smeltiog Trust, '

' applied for a listing privileges

on the New York Stock Exchange upon a certain date in 1909. The application for

listing gave a presumably full list of the possessions of the concern, but omitted to

state that control of the Federal Mining & Smelting Co., also listed on the exchange,
was vested in the American Smelters' Securities Co., by virtue of ownership of a
majority of the common stock of the mining company.
r I called this omission to the attention of the governors of the exchange and was
finally invited to appear before the listii^ committee. This I did on April 14, 1913,

at the same time presenting an affidavit, of which you will find copy inclosed. The
committee subsequently called for the testimony of the very man accused of irregu-

larity in my complaint and upon his bare word, unsupported by sworn statements or,

so far as I am aware, records of the companies involved, decided that they had secured
"satisfactory evidence" that my complaint was without merit.

'The point I am trying to make clear to you by submitting complete records of the
controversy is that any effort to regulate the New York Stock Exchange should

include provision that all listings of corporations should be submitted under oath and
that over-statement or concealment of an applicant's assets should be constituted a
felony, punishable by imprisonment.
As the listing farce is now conducted, an oflBcial of the applicant merely sets forth

as much or as little as he wishes the public to know, and in signing his name to the

document incurs no more legal responsibility than he does in signing his name to

ordinary correspondence.
The members of the exchange live upon commissions earned in sale and purchase

of securities and naturally lean toward lenient treatment of those who manufacture

the bait through which they are able to attract the general investing public.

So far as my experience has gone there is not now, never has been, and probably

never will be (except under Government supervision) any real, honest attempt to

protect the pubUc by placing responsibUity for false statements where they properly

belong. .

If members of the New York Stock Exchange are still before your committee when
this infomation is made public, an effort will probably be made by them to explain

away the action of the organization. In such event I should like an opportunity of

amplifying the evidence submitted herewith and think I am capable of convincing

your committee of the truth of every statement made.
.

With reference to my personal standing, I beg to refer you to SenatorMUes Pom-

dexter, of Washington, who has known me well for many years, or to Mr. W. T. Chant-

land, of the Department of Justice.
.

Trusting that you will find inclosures of interest and assurmg you of my wiUingness

to appear before you at any time that may be necessary, I have the honor to remain,

Very truly, yours,
Sidney Norman.

[Inolosure 1.]

March 5, 1913.

Hon. Wm. Sulzbb,
Governor of New Yorlc, Albany, N. Y.

Dear Sir: I inclose herewith copy of letter addressed this day to the president and

boaid of governors of the New York Stock Exchange. It may aid you to a more com-

plete understanding of the methods sometimes adopted by strong financial interests

which you have justly attacked in your criticisms of the stock exchange.

Very respectfully, yours,

[Inclosure 2.] c imoMarch 5, 1913.

Hon. James C. McRetnolds,
Attorney General of the UmUdSta^,

Department of Justice, WasUngton, D. C.

Str- T inclose herewith copy of letter addressed to the president and boardof gov-

oJ^; iS^pNPwYOTk Stock Exchange. Should the alleged Smelting Trust be

f^I,Wt^nnvrstkSionSg your term of office, you may find the same useful

S'beS uprmeC sortiL^; adopted to mislead the investing public.

Respectfully, yours,
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[ Inclosure 3.]

March 5, 1913.

The PRBsroENT and Board of Governors,
New York Stock Exchange,

New York.

Gentlemen: I am one of the plaintiffs in an action brought in the Supreme CoUrt
of New York on behalf of minority stockholders of the Federal Mining & Smelting Co.

against the American Smelting & Refining Co. and the directors of the Federal Min-
ing & Smelting Co.

In preparation of the suit, information has been discovered which I consider of

interest to yom- organization, in view of recently announced policies. I therefore

submit the same for consideration and such action as you may deem justified by the
facts after thorough investigation.

Irregularities in market quotations of Federal, which was listed on your exchtinge
in 1903, has many times led to criticism in the public press. In the latter part of 1911
these criticisms became particularly insistent, and it was openly charged that quota-
tions were being manipulated in the interests of the Guggenheim brothers and their

allied corporations. On December 21, 1911, the following paid advertisement ap-
peared on the financial page of the New York Times, and possibly in other daily papers
of the same date:

"to the public.

'

' Statements have been made in the public press to the effect that the Guggenheim
interests have from time to time, and recently, sold or traded in the stock of the
Federal Mining & Smelting Co., the statement being further made that the recent
decline in this stock was doubtless due to selling on the part of the Guggenheim
interests. Such statements are without any foundation whatever and are false. The
undersigned desire their friends and the general public to know that none of the
Guggenheim brothers, and no company in which they are interested, has at any
time bought, or sold, or owned, or traded in any of the preferred or common stock
of the Federal Mining & Smelting Co., except that a number of years ago the Ameri-
can Smelters Securities Go. purchased at private sale a portion of the common stock.
This interest is approximately only one-sixth of the entire capital stock of the Federal.
The Securities do. still owns every share of this stock which they so purchased. The
above statement indicates the only interest, either direct or indirect, which the
Guggenheim brothers have had either in the preferred or common stock of the Federal
Mining & Smelting Co.

"M. GuGGENHBDa's SONS."

In November, 1912, the same charges were repeated in the public piess, and it is

understood that the smelting interests then issued an authorized news item sub-
stantially as follows, as it appeared in the Wall Street Journal of November 15, 1912:

"FEDERAL MINING & SMELTING.

"Guggenheim interests deny that they are responsible for the fluctuations in the
Federal Mining & Smelting stock. They state that they do not control the Federal
Co., but that a number of years ago the American Smelters Securities Co. purchased
at private sale a portion of the common stock, representing a sixth interest. They
stated in a public advertisement some time ago mat the Securities Co. owns every
share of the stock purchased at that time."

I suggest to you that these statements constitute a deliberate attempt to mislead
Federal stockholders in particular and the investing public in general.
The capital stock of Federal consists of 120,000 shares of preferred stock of a par

value of $100 and 60,000 shares of common stock, also of a par value of $100. Exam-
ination of the stock books will disclose the fact that at no time has the American
Smelters Securities Co. owned preferred shares of the Federal. Its entire interest
in the stock of that company has always been confined to common stock ownership,
and the latter security carries with it the only voting power on administrative poli-
cies of the company. If the Guggenheim interests had wished to present the exact
truth to stockholders and the public, they would have stated that their interest in
the company consisted of over one-half of the entire common stock, carrying the
entire control of the corporation's affairs.

Further examination of the company's books will disclose the fact that 28,065
shares of common stock were owned by the American Smelters Securities Co', as
early as July 29, 1905. At that time the entire issued common stock was but 50 000
shares. Subsequently 10,000 additional shares were issued and of that amount 'the
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Securities Co. acquired 1,902 shares. Some unimportant transfers have since been
made, but a few days ago the books showed that the interest of the American Smelters
Securities Co. coneiBted of 29,952 shares of common stock. In addition to this amount,
11 directors, a majority of whom are employees of the allied Guggenheim corporations,
own 55 shares between them, and in nearly every case the accounts are specifically
controlled by the Securities Co.
Reference to the stock exchange listing sheets of the American Smelters Securities

Co. will provide proof that at no time have the corporation's officials taken your
organization or the general public into their confidence with reference to the Amer-
ican Smelters Securities' recorded ownership of Federal.
The above facts can all be verified by reference to records in your possession or

readily available to you. The reason {or the deliberate effort to mislead the invest-
ing public may possibly be found in a desire to hide the Guggenheim control in order
that no such investigation of Federal affairs as is now in progress might be instituted.

I shall be glad to appear before your body at any convenient time, to substantiate

the statements I have made, and, in event of my absence from the city, all the evi-

dence in our possession and bearing upon this particular phase of the situation will

be presented by my attomeys, Messrs. G. J. & S. N. Carr, 149 Broadway, New York.
A copy of this communication has been sent to Gov. Sulzer of the State of New

York and to United States Attorney General McReynolds, Department of Justice,

Washington, D. C,

Very truly, yours, Sidney Norma1«.

[luclosuie 4.]

New York Stock Exchange,
Secretary's Office,

New York, March 7, 191S.

Sidney Norman, Esq.,
149 Broadway, New York City.

Dear Sir: Your letter of March 5 has been referred to the committee on stock list

and I am instructed to inform you that said committee will be glad to have you appear

before it on Monday next at 3.30 o'clock p. m., to make such statement as you may
desire to make.

Yours, truly,
George W. Ely, Secretary.

[Inclosuie 6.)

March 19, 1913.

Hon. Wm. Sulzer,
Governor of New York, Albany, N. Y.

Dear Sir: On March 5 last I took the liberty of sending to you copy of a letter

addressed by me to the president and board of governors of the New York Stock

Exchange, caJling attention to what is believed to be a deliberate attempt of the

Guggenheims and the so-called Smelter Trust to mislead the investing public regard-

ing ownership of control of Federal Mining & Smelting Co.

The letter refers to the official listing statement of American Smelters Securities

Co . (one of the Guggenheim holding concerns) and calls attention to the fact that it

contains no reference to Federal ownerslup, although control of the latter has been

vested in American Smelters' Securities since 1905.
, ,

The situation directs attention to an abuse which appears to have been overlooked

in the efforts of yourself and the New York State Legislature to regulate the conduct

of business of the New York Stock Exchange, and I believe that when your ^ten-

tion is called to it you wiU recognize the self-evident fact that so-called official

listing statements, as now accepted by the New York Stock Exchange, are incentive

to some of the flagrant crimes of high finance.
. „ ,, ,

„ •^- n
I am in possession of the "Official listings" of American Smelters' Securities Co.

and Federal Mining & Smelting Co., and find no indication of such statements having

been submitted under oath of the proper officials. In other words, it is evident that

under present regulations of the New York Stock Exchange no serious effort is made

to ascertain if listing statements are complete or even correct.

I suSest to you that your pitas for regulation of the institution might properly

includfa law compelling all companies to submit "listings" under oath of the .proper

tfficids and constftuting false statements of suppression of facts, felonies, punishable

in drastic manner.
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In the specific case in which I am interested sworn listing statements would have
disclosed the ownership of the Guggenheim interests, and thus have prevented a loss

to minority stockholders of approximately $2,000,000 in the past three years.

Respectfully, yours.

New York address: 3209 Singer Building, 149 Broadway.
Sidney Nohman.

[Inolosure 6.]

Makch 25, 1913.

President and Board of Governors,
New York Stock Exchange,

New York City.

Gentlemen: It has been represented to us that the New York Stock Exchange has

issued the following statement:
"In matter of Sidney Norman and the minority interests v. Federal Mining &

Smelting Co. the relation of the stock exchange is as foUows:
"American Smelters Securities 'B' stock was listed October 15, 1909. At time pf

listing a detailed statement of securities owned by company was made. Company did

not own any of capital stock of Federal Mining & Smelting Co. This statement is con-

firmed by Edward Brush, vice president of American Smelting & Refining Co.

"On March 5, 1913, Mr. Sidney Norman addressed letter to president and board of

governors of stock exchange. The letter was referred to committee on stock list for

reply. Mr. Norman by letter on March 7, 1913, was invited to appear before com-
mittee on stock list to make such statement as he might desire to make. He did not
appear.

Listing statement naturally contains no reference to common stock of Federal
Mining& Smelting Co

.
, because the Securities Co. didnotown it, as above stated.

"Mr. Norman's suggestion that the governor should in his plans for regulation of

stock exchange include a law compelling corporations to submit listings under oath,

etc., is another of the methods to accomplish something at the expense of the stock

exchange. Stock exchange can not compel corporations to make reports."

The letter to Mr. Norman of March 7, 1913, referred to above, was delivered to his

New York address during the afternoon of March 8, and he was invited to appear
before the committee referred to on the following Monday at 3.30. When the letter

was delivered he was on his way to the State of Washington and, as requested by Mr.
Norman, we opened the letter. After so doing, we at once telephoned to the secretary

of the stock exchange and informed him that Mr. Norman had gone to Washington, but
would be glad to appear before the committee.
We told the secretary that we expected Mr. Norman to return the latter part of

this month or early in April and understood from the secretary that it would be just

as well if Mr. Norman appeared before the committee upon his return as it would for

him to appear on Monday. From that we inferred that the matter would rest before
the stock exchange until his return. We suggested, however, as he had in his letter

to the president and board of governors, that we were quite willing to appear in his

absence as we were quite familiar with the facts. Under the circumstances, we do
not think it was quite fair treatment of Mr. Norman to simply say that he was invited
to appear and did not appear.
In reference to the statement that the American Smelters Securities Co. did not, on

October 15, 1909, own any of the capital stock of the Federal Mining & Smelting Co.,
we call your attention to the letter of Mr. Norman in which he quoted an advertisement
signed by M. Guggenheim's Sons, published in the New York Times on December 21,
1911, in which it is stated "that a number of years ago the American Smelters
Securities Co. purchased at private sale a portion of the common stock. This interest
is approximately only one-sixth of the enture capital stock of Federal. The Securities
Co. still owns every share of this stock which they so purchased."
According to the stock book of the Federal Co., the American Smelters Securities

Co. owned 28,065 shares of the then outstanding 50,000 shares of the common stock of

that company, and the common stock of that company was and is the only stock that
had any voting powers for the election of directors, and according to the stock book
last month it owned 29,952 shares of the common stock which, with the shares owned
by those connected with the American Smelting and Refining Co., were a majority of
the common stock of the Federal Co.

It is therefore apparent that either the statement in what purports to be issued from
the stock exchange above q^uoted, to the effect that American Smelters Securities Co.
did not own any of the capital stock of the Federal Co. October 15, 1909, is untrue or
that the statement in the advertisement signed by M. Guggenheim's Sons, published
December 21, 1911, above quoted, to the effect that the Securities Co. owned one-sixth
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of the capital stock of the Federal Co., which they purchased "a number of years ago '

'

is exceedingly misleading, as they state that the "Securities Co. still owns every share
of this stock which they so purchased."
Unless we are misinformed, if you will examine the stock book and minute book of

the Federal Mining & Smelting Co., you will find that there never has been a time
since July 29, 1905, when the American Smelters Securities Co. has not been a stock-
holder of record of upward of 28,000 shares of the common stock of the Federal Mining
& Smelting Co.

Very truly, yours,

G. J. & S. R. Carr, Attorneys.

[Inclosuxe 7.]

March 26, 1913.
The President and Board os Governors

New York Stock Exchange,
New York City.

Gentlemen : Yesterday we wrote you hurriedly in reference to a statement pub-
lished yesterday, purporting to be issued by the stock exchange, wherein Mr. Sidney
Norman, whose attorneys we are in a suit brought in his favor and in favor of other
stockholders of the Federal Mining & Smelting Co. against the American Smelting &
Befining Co., is criticised for having informed the stock exchange that the American
Smelters Securities Co., when it applied to have its stock listed on the exchange, did
not mention its security holdings in the Federal Co. The statement alleges, upon
information purporting to have been confirmed by Mr. Edward Brush, vice president

of the American Smelting & Refining Co., when the Securities Co.'s stock was listed

on October 15, 1909, that company did not own any of the capital stock of the Federal
Mining & Smelting Co. The truth is, (1) that on July 29, 1905, and when the contract

was made which Mr. Norman seeks to have annulled in his suit, the Securities Co.

owned 28,065 shares of the common and only stock of the Federal Co. which can vote

for directors, which was 3,000 shares more than a majority of such voting stock out-

standing at that time
; (2) that in the advertisement in the New York Times of Decem-

ber 21, 1911, signed M. Guggenheim's Sons, a copy of which was contained in Mr.

Norman's letter to you of March 5, 1913, referred tom the statement issued j esterday,

it is stated that the Securities Co. acquired "anunber of years ago" a portion of the

stock of the Federal Co. (of which at least 28,065 shares of this, as stated above, was
acquired as early as July 29, 1905) and had never sold any; we are informed that the

stock books and the minute books of the Federal Co. show that there never has teen

a time since July 29, 1905, when the Securities Co. owned less than 28,065 shares of

the capital stock of the Federal Co. nor less, with those shares standing in the nan e of

officers and employees of the Guggenheim interests, than a majority of the voting

stock of the Federal Mining & Smelting Co.

Very truly, yours,
G. J. & S. N. Care.

[Inolosure 8.)

New York Stock Exchange,
Secretary's Office,
N&w Torh, March £S, 191S.

Messrs. G. J. & S. N. Carr,
U9 Broadway, New York City.

Dear Sirs: I am instructed by the conmiittee on stock list to acknowledge receipt

of your letter of March 28, and to inform you that if Mr. Norman will notify the stock

exchange on his return to the city, I will be glad to arrange for his appearance before

that committee.

' George W. Ely, Secretary.

[Inolosure 9—Telegram.]^

Mar. 30, 1913.

The President and Board of Governors,
New York Stock Exchange,

New York, N. Y.

Have been in West since complaint was filed agaLust American Smelters Securities.

Am leaving here in morning arriving New York on Friday. Shall be glad to appear

before listing committee any time following week to substantiate my charges.

Sidney Norman.
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[Inclosure 10.)

New York Stock Exchange,
Secretary's Office,
New York, March SI, 1913.

Messrs. G. J. & S. N. Carr,
149 Broadway, New York City.

Gentlemen : The stock exchange is to-day in receipt of a telegram from Mr. Sidney
Norman, dated at Spokane, Wash., Mlarch 30, 1913, stating that he has left for New
York City and will arrive here on Friday of this week, and that he will be glad to

appear before the committee on stock list any time next week. The committee on
stock listmeets everyMonday afternoon at 3.30 p. m. If Mr. Norman will advise me
on what Monday afternoon he wishes to appear before that committee, I will arrange

for his appearance.
Yours, truly,

George W. Elt, Secretary.

[Inclosure 11.]

April 10, 1913.

The Stock List Committee,
New York Stock Exchange,

New York City.

Gentlemen: Owing to unavoidable delays caused by western floods, I did not

arrive in New York in season to consult with my attorneys until Monday last, and did

not see your letter of March 31 until about 4 p. m. of the same day. I then learned for

the first time, and after the hour for meeting had passed, that your stock list com-
mittee meets every Monday afternoon at 3.30 p. m. In that letter your secretary

also says:

"If Mr. Norman will advise me on what Monday afternoon he wishes to appear
before that committee^ I will arrange for his appearance."
In spite of this oflBcial notice, the New York newspapers of Tuesday morning con-

tained astatement, apparently emanating from an official of the stock exchange, to

the effect that I did not appear before you the previous day to substantiate my charges,

and naturally implying that I had failed so to do through unwillingness.
This, coupled with news of your action of March 25, as expressed in an interview

credited to Chairman Wm. W. Heaton, and which I saw for the first time in a Western
paper published the day I left Spokane for New York, has naturally caused me much
surprise.

Cfonfident of my position, however, and trusting that the members of your com-
mittee will approach the entire subject without bias, I take pleasure in notifying you
that I shall be pleased to appear before you at your next regular weekly meeting at

3.30 p. m., Monday, April 14. Kindly advise me if such date will be satisfactory
to you.

I trust that you will, in justice to me, secure for this communication the same wide
publicity given the reports of my failure to appear before you while unavoidably
absent in the West.

Very truly, yours.

[Inclosure 12.]

New York Stock Exchange,
Secretary's Office,
New York, April 11, 1913.

Mr. Sidney Norman,
Care Messrs. G. J. andS. N. Carr, 149 Broadway, New York City.

Dear Sir: Answering your letter of April 10, 1913, I beg to inform you that the
committee on stock list will be glad to have you appear before it at its meeting on
Monday, April 14, 1913, at 3.30 p. m.

Yours, truly,

George W. Ely, Secretary.
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[Inclosuie 13.]

New York, April 14, 1913.
The Stock List Committee,

New York Stock Exchange,
New York City.

Gentlemen: I wish to respectfully protest against the published intimation of

March 25, 1913, credited to your honorable chairman to the effect that my suggestion
to Gov. Sulzer that his plans for regulation of the stock exchange should include a law
compelling corporations to submit listings under oath was "another of the methods to
accomplish something at the expense of the stock exchange."
The object of my suggestion to the governor and of all my actions of the past few

months is to secure ordinary justice for minority stockholders of Federal and to ac-

quaint the general public with the nature of methods adopted to withhold from stock-
holders a just proportion of their property's earnings. I believe the public will up-
hold me in the opinion that the New York Stock Exchange, representing the greatest

financial interests of the United States and standing as protector of investors against

fraudulent representations, might reasonably be expected to welcome and encourage,
rather than belittle, such an effort, for its own good and for that of the public, even
though the interests involved are among the most powerful in the country and include

a former Senator of the United States.

Since these interests assumed control of Federal, the value of its securities upon
your exchange have depreciated nearly $20,000,000 and this in spite of the fact tnat

production of the company's mines has been maintained on a tonnage parity with that

which prevailed when dividends as high as 17 per cent were paid on common stock

and the quotation ran up to $199. The matter is of the most vital importance to over

2,200 stockholders of whom approximately 980 are women.
Respectfully, yours,

Sidnet Norman.

[Inolosure 14.]

New York, April 14, ISIS.

To the Committee on Stock Lists, New York Stock Exchange,
New York City. '

Gentlemen : I submit the following statements under oath

:

In a letter I wrote to the president and board of governors of the stock exchange

March 5 last, I offered to appear before them and substantiate the statements I made
therein. I claimed in that letter that those in control of the American Smelters

Securities Co. did not, when they caused its stock to be listed on the exchange, and

had not since then, taken the stock exchange or the general public into their confi--

dence with reference to the American Smelters Securities Co.'s recorded ownership of

the control of the Federal Mining & Smelting Co.

I stated in my letter that on December 21, 1911, the following advertisement ap-

peared on the financial page of the New York Times: „ , , ^
"Statements have been made in the public press to the effect that the Guggenheim

interests have from time to time and recently, sold or traded in the stock of the

Federal Mining & Smelting Co.; the statement further being made that the recent

decline in this stock was doubtless due to selling on the part of the Guggenheim m-

terests Such statements are without any foundation whatever, and are false. Ihe

undersigned desire their friends and the public in general to know that none of the

Guggenheim brothers and no company in which they are interested has at any time

boulht or sold, or owned, or traded in any of the preferred or common stock of the

Federal Mining & Smelting Co., except that a number of years ago the American

Smelters Securities Co. purchased at private sale a portion of the common stock.

This interest is approximately only one-sixth o the entire capital stock of Federal.

The securities company still owns every share of this stock which they so purchased.

"The above statement indicates the only interest, either direct or indirect, which

the Guggenheim brothers have had in either the preferred or common stock of the

FederafWing & Smelting Co. „^ Guggenheim's Sons. "

I have Dersonally examined the New York Times of December 21, 1911 and find

that the foreloSigi^ ^ true copy of the advertisement which appeared m that news-

paper on December 21, 1911.
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I also stated in my letter that the following appeared in the Wall Street Journal of

November 15, 1912:

"Guggenheim interests deny that they are responsible for the fluctuations in the

Federal Mining & Smelting stock. They state that they do not control the Federal

Co., but that a number of years ago the American Smelter Securities Co. purchased
at private sale a portion of the common stock, representing a sixth interest. They
stated in a public advertisement some time ago uiat the Securities Co. owns every
share of the stock purchased at that time."

I have personally examined the Wall Street Journal of November 15, 1912, and
find that the foregoing is a true copy of what appeared in that journal on that date.

I suggested in my letter that these statements constituted a deliberate attempt to

mislead the Federal stockholders in particular and the investing public in general.

In support of that suggestion I statea (1) tiiat the stock book of the Federal Co. dis-

closed that as early as July 29, 1905, the American Smelters Securities Co. owned
28,065 shares of the total 50,000 shares of the common stock of the Federal Co. then
outstanding; (2) that the stock book also showed that the American Smelters Securi-

ties Co. a few days prior to the date of my letter to you owned 29,952 shares of the

Federal Co. common stock; (3) that there were 11 of the present directors of the

Federal Co. in whose names at that time there stood on the stock book of the Federal

Co. 55 shares of the common stock which were controlled by the American Smelting

& Refining Co. interests; (4) that the outstanding capital stock of the Federal Co.

consisted of 120,000 shares of preferred stock and 60,000 shares of common stock;

and (5) that the common stock of the Federal Co. was the only stock that had any
voting power on administrative policies of the company.

I find that according to the stock book of the Federal Co. in the possession of the

Guaranty Trust Co., of New York, its transfer agent, there has been no time between
July 29, 1905, and March 31, 1913, when the American Smelters Securities Co. has

owned less than 28,065 shares of the common stock of the Federal Co., and that on the

latter date there were 29,952 shares of such stock standing in the name of the Securi-

ties Co. on the stock book of the Federal Co., and in support of this statement I refer

you to afiidavits heretofore delivered to the stock exchange, one of which contains a
copy of the American Smelters Securities Co.'s account in the stock book of the

Federal Co., and both of which show the facts to be as above set forth.

I have personally examined the minute books of the Federal Mining & Smelting
Co. and found that at every annual meeting since July 29, 1905, the Amencan Smelters
Securities Co. has voted the stock credited to it on the stock ledger, and that without
such stock no quorum has been present at any such annual meeting. I further state

that at none of said annual meetings has the American Smelters Securities Co. voted
less than 28,065 shares. At the annual meeting of October 18, 1909, three days after

the American Smelters Securities Co. applied to have its stock listed on your exchange,
it voted 29,962 shares, in spite of the fact that the laws of Delaware specifically set

forth that " no stock can be voted which has been transferred on the books of the com-
pany within 20 days next preceding," and which prohibition was set forth in the
notice of meeting of that date. It will thus be seen, according to the stock books
and minute book of the Federal Co., that while the statement made by M. Guggen-
heim's Sons in the above-quoted advertisement that the Securities Co.'s "interest is

approximately only one-sixth of the entire capital stock of the Federal" is true, it

constituted, as I stated in my letter to you of March 5, an attempt to mislead the
Federal stockholders in particular and the investing public in general, as such one-
sixth constitutes the control of the only stock of the Federal Co. which has any voting
power whatever except in reference to the increase of preferred stock.
As I stated in that letter, "If the Guggenheim interests had wished to present the

exact truth to stockholders and the public, they would have stated that their interest
in the company consisted of over one-half of the entire common stock, carrying entire
control of the corporation's affairs."

Although I have not been officially informed by the stock exchange to that effect,

yet I gatiier from various arti"cles which have appeared in New York newspapers
since my letter was sent, that Mr. Edward Brush, vice president of the Amencan
Smelting & Refining Co., has informed the New York Stock Exchange that the Ameri-
can Smelters Securities Co. did not own any of the stock of the Federal Co., when the
Securities Co. applied on October 15, 1909, to the stock exchange to have its stock
Hsted nor at the time the appUcation was approved on November 10, 1909. According
to these articles, he states that the American Smelters Securities Co. "acquired" its

Federal stock on May 30, 1910, and that the amount of common stock ttien acqtured
is still owned by the American Smelters Securities Co. And yet, you will notice fiat
19 months later M. Guggenheim's Sons found it necessary to publish an advertisement
impliedly denying such control and reciting (1) "that none of the Guggenheim
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brothers and no company in which they are interested has at any time bought or sold,
or owned or traded in any of the preferred or common stock of the Federal Mining
& Smelting Co., except that a number of years ago the American Smelters Securities
Co. i)iirchaBed at private sale a portion of the common stock," (2) that the stock so
acquired constituted "one-sixth of the capital stock of the Federal Co., and (3) that
the company still owned "every share of this stock which they so purchased." Still

later, or to be exact, on November 15, 1912, the substance of this advertisement was
again published by authority, this time in the Wall Street Journal.
Aside from the petty subterfuge contained in that portion which states that the

American Smelters Securities Co. owned "one-sixth" of the capital stock of the Fed-
eral Co., the published statement of M. Guggenheim's Sons is fully confirmed both
by the stock book and minute book of the Federal Co. The statement, therefore,

which is reported to have been recently made to you by Mr. Edward Brush, one of

the highest officials of the American Smelting & Kefining Co., appears to me not only
to be untrue but a second and aggravated attempt to further mislead your committee,
the stockholders of Federal Co., and the general investing public.

It is at least evident that some one has deliberately misled you, presumably for

the purpose of preventing such investigation of Federal affairs as is now in Mogress.
If the American Smelters Securities Co. was not the record owner of the stoclt voted
by it on October 16, 1905, it is very evident that no quorum could have been pVesent
at that meeting, as the by-laws require for such quorum a majority of the outstanding
common stock. This is the meeting at which, it is claimed by the Guggenheim
interests, the stockholders of Federal ratified the contract between the American
Smelting & Refining Co. and the Federal Mining & Smelting Co., which contract is

alleged to be fraudulent in the suit for annulment which has been brought by minor-

ity stockholders of the Federal.

At the trial of this action in the Supreme Court of New York Coimty, irrefutable

evidence will be presented that sufficient Federal common stock to give it control

was purchased by the American Smelting & Refining Co., represented by one of M.
Gu^enheim's Sons, from Mr. John D. Rockefeller, through his representative, Mr.

Frederick T. Gates, about March 15, 1905, and that the money to purchase said stock

was loaned to the American Smelting & Refining Co. by Mr. Rockefeller himself.

Title to the Rockefeller holdings was transferred by indorsement to the Guggenheim
interests and from them to the American Smelters Securities Co. on the stock ledger

on July 29, 1905. This transfer gave to the Securities Co. a majority of more than

3,000 shares of the Federal stock having any voting power relative to its administra-

tive affairs, and also gave to the Guggenheim interests control of the Federal Co.,

its executive committee, and directors. From that time to this the Guggenheim

interests have retained such control. Right away after obtaining such control it was

used to force through the contract between the American Smelting & Refining Co.

and the Federal Co., which minority stockholders have brought suit to annul, as

above stated, on the ground that it was fraudulent. Such contract was made when

the Guggenheim interests were both contracting parties, and was made wholly in

It has not escaped my mind that the Guggenheim interests may have caused some

of the books of the Federal Co., other than its stock book and minute books, to be

made to confirm the above-referred-to statement of Mr. Edward Brush, but whether

there has been such manipulation or not, it will be conclusively proven at the tnal

of the suit even if additional proof to that herein referred to be needed, that Ameri-

can Smelters Securities Co. has owned at least 28,065 shares of Federal stock ever

since July 29, 1905, and that the Guggenheim interests during all that time have

controlled the Federal Co.
, ^^ j nr i, c

I believe I have substantiated every statement made m my letter of March 5,

and trust that you will take such action as will redound not only to the best interests

of the stock exchange, but also to the protection of the investing public.

Respectfully submitted.
^^^^^^ ^^^^^^

State of New York,
County of New York, ss:

Subscribed and sworn to before me this 14th day of April, 1913.

John W. Thompson,

Notary Public,- New York County, No. 23, New York register No. 4003.
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[Inolosure 14.]

3209 Singer Building,
149 Broadway, New York, May 16, 1913.

The President and Board of Governors,
New York Stock Exchange,

New York.

Gentlemen: On April 15 last, at your invitation, I appeared before your stock
list committee and presented an affidavit in support of my charge that ownership of

control of Federal Mining & Smelting Co. was concealed by the officials of American
Smelters Securities Co. when the latter was listed on your exchange in 1909. After
my evidence had been submitted I was informed by Mr. W. W. Heaton, chairman
of the committee, that the matter would receive full consideration and that I should
be notified of the committee's action in due time.
Four weeks have now passed since my affidavit was filed and so far no word has

been received from the committee. I have been unofficially informed that on the
Monday following my appearance Mr. Edward Brush, vice president of American
Smelters Securities Co., made a verbal statement to the committee denying the alle-

gations in my affidavit. In justice to me and those whom I represent, it would seem
to be but just that I should have been supplied with official copy of this statement.
The task of proving or disproving my allegations would be simple in view of the
fact that your organization could call for the books of the companies involved, and
thus definitely trace the stock in question. Examination of the Federal stock book
will prove that the certificates have not been transferred since they originally were
issued to American Smelters Securities Co., and it is therefore evident that if, as I

understand Mr. Brush alleges, control was out of the hands of the Guggenheims for

a short period during which American Smelters Securities Co. was listed, transfer
must have been by indorsement only, and tte financial books of the company will
show to whom the stock was delivered, how much was paid for it, and when and by
whom it was returned to the ownership of American Smelters Securities Co., which
I understand Mr. Brush now acknowledges. At the time this alleged transfer took
place the common stock of American Smelters Securities Co. was in the hands of the
public and the details surrounding the sale and repurchase of one of the company's
most valuable assets is therefore of wider interest than is embraced by the knowledge
of a few officials.

Considering the importance of this matter in its bearing upon the tremendous
losses sustained by Federal stockholders in the past few years, I consider it only just
and proper that your organization should make some early disposition of my com-
plaint, especially as such action will in measure dictate the nature of further steps
that will be taken to bring the case fully before the public and to the attention of
those who are legally empowered to protect the public in cases where misrepresen-
tation has been made. I therefore respectfully request that I be favored with an
early communication on the subject.

Very truly, yours,

Sidney Norman.

[Inolosure 15.]

New York Stock Exchange,
Committee on Stock List,

New York, May 27, 1913.
Sidney Norman, Esq.,

3W9 Singer Building, 149 Broadway, New York City.

Dear Sir: In response to your communication of May 16, we beg to state that the
committee on stock list has investigated the matter of the ownership of the Federal
Mining & Smelting Co. and has obtained from officers of the American Smelters
Securities Co. satisfactory evidence that on the 15th of October, 1909, the date of the
statement of the securities company to the stock exchange, based upon which the
preferred stock, series B, of the American Smelters Securities Co. was listed, the
company did not own any shares of the common stock of the Federal Minin<' &
Smelting Co.

"

The matter of a reply to you was referred to the chairman, who regrets that delay
was made necessary, awaiting certified copies of papers and also his absence from the
city occasioned by a death in the family.

Yours, truly,

George W. Ely, Secretary.



BBGULAJIQN OF THE SipCK EXJQHAlSfljJf

.

;92^

[Inclosure 16,]

3209 SxNGER Bui^DiNO,.,
149 Broadway, Nepi' York, JuM 8,^1918.

To the President and Board of Governors,
, ,

'

\

Nb^ York Stock Excbjangb,,
JVeni, Yorh.

Gentlemen: Your communication of 27th ultimo with reference to Americab
Smelters Securities Co. has been received.
Since I submitted my evidence in the form of an affidavit, and gtill' stand ready*)

prove every allegation contained therein before the courts, I think dtibnly just "and

E
roper that you should supply me with certified copies of such papers as have direct
earing upon your announced opinion that "satisfactory evidence" has been pro-

duced that "the company did not own any shares of the commoni stock Of' the Fedeial
Mining & Smelting Co." when American Smelters' Securities Co. Ws listed onsOcteb^r
15, 1909. < '

I therefore hereby make formal request for certified copies- df such evidence, 'it 'being
understood that such copies shall be prepared whollyat-myiexpeiise: Asit isrhy
intention to take this matter further, I should be glad if you would notify me of your
intention by return mail. '

-1 j,.

Very truly, yours, ii i

Sidney NorMAn.

[Inelosure 17.]

3209 Singer BuilMncJV
149 Broadway, New York, June ll,ll,§iS,

The President and BoARp OP Governors, ^ ,,
!

New Yorh Stock Exchange, '

, .

,

. t
-

New York City,. N. T..

Gentlemen: I take the liberty of reminding you that I have not yet received-.-the

courtesy of a reply to my communication of the 3d instant with refereticetoAmprjoan
Smelters Securities Co. As the "satisfactory evidence" toi which you ns^ferred in

your last letter must of necessity, if it exists, controvert a sworn statement pre^^ousIy
filed by me, it seems to me that my request for a copy of such alleged testimony and
for the name of the official who made it is entirely within reason. If such testimony
will stand the legal test, it is very evident that it will also convict M. Guggenheim's
Sons of a deliberate public misstatement in their advertisement of December 21, 1911,

which appeared in the New York Times. I am sure you are anxious to place the blame
where it properly belongs, and I am counting upon your co0peratioti,-i]aaj:4iEaiariiyQ,8

stockholders now face a loss of $20,000,000 in their securities since Ainerican Smelters

Securities was listed

.

Very truly, yours, ,

,

; n . , ; . .n >, ;(

a

• ci -/ li' ;•; :injj,!( in. -

[Inclosure 1^.) ji in' ^

IH^Byf Yqhk, Stock Excpan^e, n^

' New Yorjc, Jun&lS, t91:S.'

Sidney Norman, Esq., 1 n ;

New York City. ., ,; ;,, - - ;.;>-! ui '

Dear Sir: I am instructed to acknowledge receipt -of- your, lettersrtif^Jane 3 Etnd

June 11, 1913, and to say that the stock exchange does not feel-that yourireqtuiestis

one with which it can properly comply. 1: is \
''

Yours, truly, ^ ^
George W. Ely, Secretary.

[Inelosure 19.] ., '' -< -itat^
3209 Sii^<^:e'r BuiLi)iN(?,

149 Broadway, New York' June 17, IStlS.

To the President and Board of Governors ,. . 1, ,,rii - .

New York Stock Exchange,
New York City, N. Y. '

, ,^ ., , ._;:

Gentlemen: I acknowledge receipt of yoi}r cqmmunicaJtion of liSith iiieSai^t,.l,in

which you violate all the rules of justice and fair play in denying mecfliaeajofiSiLlggied

"satisfactory evidence" upon which you base, die opinion (that AmerioaOigmplJSirs

30578—14 59
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Securities Co. did not control Federal Mining & Smelting Co. when the former was
listed on your exchange in October, 1909.

Such opinion naturally means that you have elected to ignore the stock books
and other reorda of the company and in their place accept the unsworn, unsup-
p irted word of the very official accused of the original deception. It alsj implies
belief that the affidavit filed by me can not be substantiated. My rep»y to you is

that every aie^tation therein will be fully proven at the proper time before an im-
partial tribuna , thus a.s) establishing the fact that the New Y"ork Stock Exchange
iwill go t) any lengths to pritect those wh^ are financially powerful and that it cares
nothing for the public losses made partially possible and in some cases criminally
easy by the lax meth )ds of its own c )mmittees.

There is an )ther feature of this matter which has possibly escaped your notice.

If Mr. Brush's secret statements are ti be given credence, it naturally also means
that the public advertisement of M. Guggenheim's Sons in the New York Times
«f December 21, 1911, was a deliberate lie specifically published for the purpose
of misleading the public by further concealing control of Federal. Consequently,
if I am well advised, either these statements or the advertisement constitutes a
jmisdemeanor under the New York criminal statutes.

The matter will by no means be allowed to rest where it is, and you will yet be
given an opportunity of showing the public what you consider "satisfactory evi-

dence" in such cases. Meanwhile the reason for the unfortunate position occu-
pied by your organization in the eyes of the public will be better understood and
2,000 stockholders of Federal, including 700 women dupes, will rightfully conclude
that it is idle to expect you to take any action calculated to protect those who have
been robbed under the threadbare cloak of a supposed respectability accompany-

, in? official listing of a security on the New York Stock Exchange.
I regret that you have seen fit to ignore the plain rules of justice, but confess it

was nothing more or less than was expected by me or by my associates. I am leav-
ing in a few days for a month's trip to the West and trust that 1 shall not again be
treated with the unfairness which characterized your conduct in this matter during
jny previous absence from the city.

Very truly, yours,

Sidney Norman.

New York Stock Exchange,
President's Office,

February 16, 19U.
Hon. Robert L. Owen,

Chairman Committee on Banking and Currency,
United States Senate, Washington, D. C.

Dear Sir: In the matter of the communication to your committee under date of
February 6, 1914, by Mr. Sidney Norman, I beg to sav that, briefly put, Mr. Norman's
complaint is that in its application of October 25, 1909, for the listing of its stock on
this exchange, Ihe American Smelters Securities Co. omitted to report the ownership
of the stock of the Federal Mining 4 Smelting Co. ; that this omission was called to the
attention of the exchange; that said omission was investigated by the exchange: and
that the stock list committee of the exchange accepted the bare word of an oificial of
the American Smelters Securities Co., "uns-ipported by sworn statement or * * *

records of the company involved," against his (Mr. Norman's) sworn statement.
We inclose herewith a certified copy of an affidavit, accompanied by certified copies

«f various communications of the comnanies in the matter, the originals of which were
simultaneously presented to the committee on stock list on May 22, 1913.

Very truly, yours,

J. B. Mabon, President.

[Inolosures.]

State of New York,
County of New Yorh, ss.

Harry Rosenbaum, being duly sworn, says that he is over the age of 21 years- that
on the 31st day of March, 1913, he examined tlie stock book of the Federal Mining &
Smelting Co., at the office of the Guaranty Trust Co., the New York transfer agent
of the Federal Mining & Smelting Co., at No. 31 Nassau Street, in the Borough of
Manhattan. City of New York, and copied the account of the common stock of the
American Smelters Securities Co. in the stock book of the Federal Mining & Smelting
iCo.; that on July 29, 1905, according to said stock book, two certificates of common
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stock for 28,000 and 65 shares, respectively, were issued to the American Smelter
Securities Co.; that on November 17, 1905, a certificate for 1,902 shares was i8sue<I to

the American Smelters Securities Co., and on January 29, 1909, certificates for 5,

5, and 50 shares, respectively, were issued to said last-named company; that after

July 29, 1905, no certificate was surrendered by the American Smelters Securities Co.
except on January 29, 1909, when it surrendered a certificate for 65 shares and no
more, and on October 24, 1911, it surrendered two certificates for 5 shares each and no
more, and that at no time since July 29, 1905, to this date have there stooa on said

stock b.iok in the name of said American Smelters Securities Co. less than 28,065
shares of the common stock of the Federal Mining & Smelting Co., and that at the time
on this date of the said examination there was standing to the credit of the American
Smelter's Securities Co. on the said stock book of the Federal Mining & Smelting Co.

29,952 shares of the common stock of the Federal Mining & Smelting Co.

Harry Eosenbaum.
Sworn to before me this 31st day of March, 1913.

[seal.] Henry J. Udehitz,
Notary Public, Kings County.

Certificate filed in New York County.

State of New York,
County of New York, ss:

I hereby certify that on this 22d day of May, in the year, 1913, before me personally

appeared Edward Brush, vice president, and F. W. ISills, comptroller, of American
Smelters Securities Co., both personally known to me, who, being by me first chily

pworn, did each depose and say, that, on the 15th day of October, 1909, said American

Smelters Securities Co. did not own any shares of the common stock of the Federal

Mining & Smelting Co.
Edward Brush.
F. W. Hills.

Subscribed and sworn to before me the day and year first above written.

J. D. HOLINER,
Notary Public, Kings County.

(CertificatefiledinNeV York County, No. -17.)
_ , •• ,

Compared this day and found to be a true copy of the signed original.

February 14, 1914. ^ ^ ^
fsEAL 1

CrBO. E. Bishop,
'

Notary Public, New Yorl County {No. US).

Certificate also filed in register's office (No. 5025).

I W E Merriss do hereby certify that the following is a true and correct extract

from the minutes of a meeting of the executive committee of American Smelters

Securities Co., held at its office. No. 165 Broadway, New York City, on the 30th day

of June, 1909, a quorum being present:
f qa on? =,>,„,=»

"Mr Brush stated to the meeting that this company is the owner of 30,007 shares

of the common stock of the Federal Mining & Smelting Co. Mr. Brush stated that

the stock was quoted upon the stock excTiange at $90 to ?92 per share, and that

although this company paid $120 per share for most of the stock, on account <i the

large dividends it has received in the meantime it can now be sold at par without

lost. 1 1 was therefore moved by Mr. Brush, in view of the statements made, that the

Securities Co. should sell to the Smelting Co. its holdings of the common stock of the

Federal Mining & Smelting Co. at par, the sale being made as of April 30 1909. The

motfon beSg luly seconded by Mr. Sewell, was put to a vote and all the members

present (wiSF the exception of Mr. Anton Eilers who refrained from voting) having

voted in its favor, it was declared duly adopted.
^ ^ ^^^^^^^^ ^^^^^^^_

Compared this day and found to be a true copy of the signed original.

February 14, 1914.
(j^^ ^ Bishop,

l^^^^-J Notary Public, New York County (No. 242).

Certificate also filed in register's office (No. 5025).
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I, W. E. Merriss, secretary of American Smelters Securities Co., do hereby certify

that the following is a true and correct extract from the minutes of the regular quarterly

meeting of the beard of directors of American Smelters Securities Co., held at its

office, No. 165 Broadway, New York City, on the 4th day of August, 1909, a quorum
being present:

"On motion, duly seconded, the sale at par of 30,007 shares of the common stock of

the Federal Mining & Smelting Co. owned by this company, under the authority given
by the executive committee on June 30, 1909, was approved, ratified, and confirmed."

W. E. Mereiss, Secretary.

Compared this day and found to be a true copy of the signed original.

February 14, 1914.

[seal.] Geo. R. Bishop,
Notary Public, New York County (No. H^).

(Certificate also filed in register's office, No. 5025.)

I, W. E. Merriss, secretary of American Smelting & Refining Co., do hereby certify

that the following is a true and correct extract from the minutes of the regular quarterly
meeting of the board of directors of said company, held at its office, No. 165 Broadway,
New York City, on the 2d day of June, 1909, a quorum being present:

"Mr. Brush stated to the meeting that the American Smelters Securities Co. were
owners of 30,007 shares of the common stock of the Federal Mining & Smelting Co.
He further stated that the Securities Co. paid $120 per share for most of the stock, but
on account of the large dividends it had received in the meantime, it is willing to part
with the stock at par. It was thereupon moved by Mr. Brush, in view of the state-

ments made, that the Smelting Co. should purchase from the Securities Co. their hold-
ings of the common stock of the Federal Mining & Smelting Co. at par, the purchase
being made as of April 30, 1909.

"The irotion, being seconded by Mr. Stewart, was put to a vote and, all the directors
present (with the exception of Mr. Anton Eilers, who refrained from voting) having
voted in its favor, it was declared duly adopted."

W. E. Merriss, Secretary.

Compared this day and found to be a true copy of the signed original. February
14, 1914.

[seal.] Geo. R. Bishop,
Notary Public, New York County (No. 242).

Certificate also filed in register's office (No. 5025).

I, W. E. Merriss, secretary of American Smelters' Securities Co., do hereby certify
that the following extract from the minutes of the annual meeting of the stockholders
of the said company, held at the company's registered office in Jersey City, N. J., on
the 7th day of September, 1910, is a true copy;
"Mr. Steele then offered the following resolution:
"Resolved, That the action of the directors of the company in avoiding the saleto

the American Smelting & Refining Co. of 30,007 shares of the stock of the Federal Min-
ing & Smelting Co., the receipt of the said stock from the American Smelting & Refin-
ing Co., and the repayment to the Smelting Co. of the price paid therefor, together
with the adjustment of interest and dividends made, be, and the same is hereby
ratified and approved.

'

•'The motion, being duly seconded, was put to a vote and carried by the unanimous
vote of all of the stockholders present at the meeting by proxy or in person."

W. E. Merriss, Secretary.

Compared this day and found to be a true copy of the signed original
February 14, 1914.

5 ^
[seal.] Geo. R. Bishop,

Notary Public, New York County {No. 24^).

Certificate also filed in register's office (No. 5025).
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I, W. E. Merriss, secretary of American Smelters Securities Co., do hereby certify
that the following extract from the minutes of the regular quarterly meeting of the-
board of directors of the said company, held at its office in New York City, on the
3d day of August, 1910, a quorum being present, is a true copy.

"After discussion, Mr. Karl Eilers offered the following resolution:

"Whereas, in the opinion of Messrs. Simpson, Thatcher & Bartlett, consulting coun-
sel of the company, and of Mr. Francis Lynde Stetson, the sale by this company
to the American Smelting & Refining, and the purchase by the latter company
of the 30,007 shares of the Federal Mining & Smelting Co. referred to in the reso-
lutions passed by the American Smelting & Refining Co. is voidable at the instance
of the American Smelting & Refining Co. ; and

"Whereas the American Smelting & Refining Co. has elected to avoid the said trans-

action and has made demand on this company to that effect: Now therefore

"Be it resolved, That, subject to the ratification and approval of the stock-

holders of this company, its proper officers be, and they are hereby, author-

ized to receive from the American Smelting & Refining Co. the said 30,007 shares

of the Federal Mining & Smelting Co. and to pay to the American Smelting & Refining,

Co. therefor the sum of $3,000,700 with a proper adjustment of interest and dividends,
all as of April 30, 1910.

"On motion, duly seconded, the resolutions were adopted by the unanimous vote
of the directors present."

W. E. Merriss, Secretary.

Compared this day and found to be a true copy of the signed original. February
14, 1914.

[seal.] Geo. B. BisHor,
Notary Public, New York County {No. $4Z).

Certificate also filed in register's office (No. 5025).

I, W. E. Merriss, secretary of American Smelting* Refining Co., do hereby certify

that the following extract from the minutes of the regular quarterly meeting of the'

board of directors of the said company, held at its office in New York City, on the 1st'

day of .Tune, 1910. a quorum being present, is a true copy.

"After discussion, on motion, duly seconded, it was
"Resolved, That this company, subject to the approval and ratification of its stock-

holders, elects to avoid said purchase, if the same is voidable; that the question,

whether it is voidable or not be referred to the general counsel, and if he shall advise i

that it is, the officers of this company be and are authorized and directed to tender to,

said American Smelters Securities Co. the said stock, and demand repayment by said,

company to this company of the $3,000,700 paid therefor, with interest from the date of

payment, with proper allowance for dividends received thereon, and to do whatever

else may be necessary or proper to restore the parties to such purchase to the same,

position as if the purchase had not been made, and that the said transaction be set

aside as of April 30, 1910." ,„ -o ,. o .W. E. Merriss, Secretary.

Compared this day and found to be a true copy of the signed original. February 14,

1914.

FsEAL 1
Geo. R. Bishop,

•• -' Notary Public, New York County {No. 24^).

Certificate also filed in register's ofiice (No. 5025).

I W E Merriss secretary of American Smelting & Refining Co., do hereby certify

that the following extract from the minutes of the annual meeting of the stockholdera

of the said company, held on the 7th day of September, 1910, at the registered office

of the said company, in Jersey City, N. J., is a true copy:

"Mr Steele then offered the following resolution:

"Resolved That the action of the directors of the company m avoiding the pur-

chase from the American Smelters Securities Co. of 30,007 shares of the stock of the

Federal Mining & Smelting Co., the delivery of said stock to the American Smelterj

Securities Co the receipt of the money paid therefor, together with the adjustment
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of interest and dividends made, be, and the same is hereby, ratified and

approved.
"The motion, being duly seconded, was put to a vote and carried by the unanmious

vote of all of the stockholders present at the meeting by proxy or in person.

W. E. Mebeiss, Secretary.

Compared this day and found to be a true copy of the signed original.

February 14, 1914. ^ ^
[seal 1

Geo- ^- Bishop,

Notary Public, New York County. {No. PA2.)

Certificate also filed in register's office. (No. 5025.)

EXHIBIT Z.

PROTESTS AGAINST THE PASSAGE OF S. 3895 BY CEETAIN STOCK
EXCHANGES.

Philadelphia (Pa.) Stock Exchange.

The Committee on Banking and Currency
United States Senate, Washington, I). C.

The Philadelphia Stock Exchange begs leave to present to your honorable com-

mittee its earnest and respectful protest against certain features of a bill "To prevent

the use of the mails and of the telegraph and telephone in furtherance of fraudulent

and harmful transactions on stock exchanges" now before your committee for con-

sideration and report, and to urge that the same be returned to the Senate with a

negative recommendation, for reasons to be stated.

With the main purpose and intention of the bill, namely, the securing of fuller

information concerning the securities of corporations listed upon the exchanges;

the prevention and the punishment of the manipulation of securities and of all ficti-

tious and fraudulent purchases and sales of securities, whether on the exchange or

elsewhere, this exchange is in full sympathy and accord. The constitution and by-

laws of the exchange give full power to its governing authorities to deal with each
of these questions, and we believe that it can not be truthfully asserted that we have
failed in the past to require full disclosure of conditions from corporations making
application for Listing, nor to hold to strict account and punishment those of our
members (fortunately but few in number) who have engaged in the fraudulent prac-

tices contemplated by the bill. Any further legislation seeking to safeguard the hon-
esty and value of securities and to prevent frauds in their sale and purchase we
would welcome as an assistance and benefit to our exchange; but we believe that
such legi.ilation should not be accompanied by features of hardship and injustice to

honest dealers in securities, nor impose upon the reputable stock exchanges of the
country restraints and obligations of an unnecessary and burdensome character.

Some of the objections to the pending bill we may briefly state as follows:

1. The title to the bill is "To prevent the use of the mails and of the telegraph and
telephone in furtherance of fraudulent and harmful transactions on stock exchanges. '

'

To a bill thus accurately described there could be no objection; but it appears in the
body of the bill that the prohibition of the use of the mails and telegraph and telephone
is not restricted to cases of fraudulent and harmful transactions, but also applies to the
honest and legitimate trading of any stock exchange unless such exchange has been
incorporated with charter and by-laws satisfactory to the Postmaster General, thus
compelling by indirect means the incorporation of bodies or associations of citizens
who could not directly be compelled under their constitutional rights and privileges
to enter into such incorporation.

2. This compulsory change of the status of the members of stock exchanges would
be unjust and a grave hardship to those who have invested their money varying from
|2,500 to $15,000 in the purchase of membership in a body which the present bill

proposes to change entirely from a flexible association or club, with all its advantages,
to. a corporation, thereby, it is sincerely believed, greatly decreasing, if not destroying,
the value of such membership.

3. No compensating advantage to the public or to the Grovernment is apparent from
such enforced incorporation. No greater public control is exercised over the incor-
porated exchanges now existing than over the unincorporated associations. The
charter and by-laws of the new corporation would be substantially the constitution
and by-laws of the old unincorporated association. No greater powers or facilities
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would be conferred by the charter in the direction of securing honest disclosure as to
securities before listing or of punishing fraudulent transactions.

^?i tJie contr^-y, there would be a distinct loss through incorporation of the
present flexible and effective disciplinary powers exercised by the governing bodies
ot unincorporated exchanges; members would be constantly appealing to their char-
tered rights and interposing delay and litigation to the exercise of discipline for mis-
°0J5g' '^ii'.ch IS now imposed promptly and finally and without appeal.
While with regard to the listing or refusal to list or striking from the list of securities,

this duty we would say has been always exercised with the utmost care by the stock
exchange. It in no respect controls or attempts to control values. Stocks are listed
on the exchange when they are not paying dividends, and in the course of time become

V ?^ payers and pass from the speculative to the investment class; and, on the
other hand, stocks paying dividends when listed having more or less of an investment
character may cease paying dividends and become more or less speculative. The
evident purpose of the bill to afford an appeal in this matter to the courts, we respect-
fully submit, could result in disadvantage not only to the exchange, but to the public,
by substituting for the competent body of expert business men who now pass upon
the subject of listing a tribunal of lawyers having no special knowledge or aptitude
for such questions. Listing is not esssential to the dealing in securities -the greater
number of securities are not listed—it provides an additional attraction to buyers
who have confidence in the expert judgment of those who now control the listing;
such confidence would be lost if the propriety of listing or unlisting were subject to
constant discussion in the courts.

5. The provision of the bill reqriring the members of stock exchanges to keep
books open to the inspection not only of the oflicials of the exchange bi t of the Post-
master Genera,l seems to i s impracticable and difficilt to enforce, and also by sub-
jecting the private bisiness of reputable dealers to public inspection would impose
an uni sual and i nnecessary hardship upon a partici lar class of citizens, and woi Id
give to unscn pulous persons the opporti nity of examining the books of members for

' their own personal gain. Brokers report to ci stomers the names of brokers throi gh
whom they pi rchase and sell and thi s a record is made which may be followed up if

wrongdoing in any transaction is si spected. ,.

6. With reference to the provisions of the bill, excellent in themselves, for procuring
fuller disclosi re and knowledge as to seci rities proposed for listing, we woi Id point
out that these requirements coi Id be mi ch more effectively enforced and applied by
a commission having sipervision of the isaieof securities by corporations such as

exists in many of the States and is contemplated in the proposed Federal trades
commission. The approval of such a commission would doi btless be required by the
stock exchange as a necessary prerequisite to the listing of all seci rities. The plan
of the bill to legislate into the charters of incorporated stock exchanges all these re-

quirements as to listing is an indirect and cumbersome method of doing what could
be better done directly by a commission.

7. So, also, with regard to the prevention and punishment of fraudulent transac-

tions in stocks and bonds. These are already effectively dealt with so far as their

members are concerned by the governing bodies of stock exchanges: if more drastic

legislation is required, it shoi Id be directly applied against the ci Iprit by means of

the criminal law, and not inserted and enforced by indirection and circuity through

the charters and by-laws of incorporated exchanges.

For these and for other reasons which might be i rged and which have been brought

to your attention, both in writing and orally, by the representatives of other stock

exchanges, with which we are in fi 11 accord, we would respectfi Uy ask your honorable

committee to report the pending bill with a negative recommendation.

For the information of the committee a copy of the constiti tion and by-laws and

of the n.les for listing upon the Philadelphia Stock Exchange accompany this protest.

Respectfi.lly submitted.
F. T. Chandler, President.

HoKACB H. Leb, Secretary.

Philadelphia, February 11, 1914.

Chicago (III.) Stock Exchange.

Chicago Stock Exchange,
Chicago, February 2, 1914.

The Committee ON Banking AND CuBKENCY, ^ ,. , ^ „
United States Senate, Washington, D. C.

The undersigned members of the Chicago
,
Stock Exchange respectfully protest

against the enactment into law of the bill entitled, "A bill to prevent the use of the
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mails atid'of'tte telegraph and telephone in furtherance of fraudulent and harmful

transactions on stock exchanges," and, among other grounds of such protest, show:
' 1." That stock exchanges which alone can afford adequate facilities for the market-

iftg of stock' aiid' 6ther similar securities under regulations assuring the protection of

the'phblic can not exist under the provisions of the proposed law.

2? That the;enactment of said bill into law will necessarily cause an enormous

shrinkage iij tliie value Of securities in which a large part of the wealth and savings

of all claisses oF thfr peo]5le are invested, because the existence of a wide, ready, and
regulated market for Such securities constitutes an important element in their value,

and under the operations of the proposed bill such market will largely be destroyed.

3. That the ' necessar;^ effectof the enactment of such bill into law will be that;

tfansactidiis in such seeteities will be conducted through brokers or dealers who will'

not be amenable to th6 salutary rules which govern the members of such exchanges,

and which opeKite for the effective and immediate protection of persons having

occasion to bay or sell such securities.

4, Tliat' said bill discriminates against the owners of such securities, in that under
its ternaa they '.are prohibited from making such contracts with reference to their

pTopertj'- of that nature a,s may lawfully be made by owners of all other classes of

property.
6. That'uiider thfe^ provisions of said bill in many if not most cases it would be

practically WpossibB for a person, however responsible, desiring to purchase securi-

ties OH a !^ve*i day a* their price on that day to make such purchase.

6. That under the operation of such law persons best fitted to serve corporations

a^'th'eii' 'officers' and cfii'ectors will be unwilling to accept such positions, because

thereby fliey will deprive themselves of the right possessed by all other persons to

deUr -with; securities of such corporations owned by them in such manner as they may
d^eni'best; '

'

Frederick C. Aldrich
"

'

' (And 55 others).

Pittsburgh (Pa.) Stock Exchange,
'-V'' -i"'i FiTiBBVnQB., Fa., February 24, 1914-

The Co^i^p^EE ON .Ba'nki.ng and Currency,
' ' "

^
' United States Senate, Washington, D. C.

The Pittsburgh Stock Exchange begs leave to suggest to your honorable committee
that Senate bill No, 3S95 entitled "A bill to prevent the use of the mails, etc., in fur-

therance of fraudulent and harmful transactions on stock exchanges" will in fact and
inr,pra<jticG [fail ,t<)-prevent "the fraudulent and harmful transactions," which the bill

seeks to, make unla'wfu], for the foUowir^ reasons:

First. The class of brokers who engage in the " fraudulent and harmful transactions,"

which, the bill seeks to prevent are not members of stock exchanges, but carry on their

businesa in the street or in an office wholly unconnected with a regularly organized
excha.jige, biitithis-bill does not in any way prevent such brokers from using the mails
npt.qnly iii;the purchase and sale of worthless securities, but in the very transactions

in wliich legitimate brokers and members of exchanges would be prevented.
Second. The great losses made in the purchase and sale of stocks have not arisen

from transactions in Stocks listed in stock exchanges nor have these losses arisen from
transactions on tlie flooFiof stock exchanges, but from the purchase and sale of worthless

spcurilaes from irresponsible people, who carry on a brokerage business in this class of

stocks.

•-Thirdi^lAn! examination of the by-laws of the several exchanges of this country will

show, tjiefmost stringent rules in regard to the admission to membership not only as

regards business integrity but financial responsibility.

FuH-rth. TFiieibill seeks to compel the incorporation of stock exchanges and provides
that "all,,qiiitters relsiting to the exchange and so on shall be excluded from the mails,
unless the charter and by-laws of such exchange or the law under which it is organized
shall contain regulations and prohibitions satisfactory to the Postmaster General
safeguarding, etc." But the laws of the several States provide distinctly what pro-
visions shall be put in a charter and any by-law or regulation which might be required
by the Postma,steL General, but which was not authorized under the provisions of the
charl^er, cBtild'not Ipe enforced against the members of the exchange.

lit brief the provisions of the bill with relation to the requirements of a Postmaster
General are wholly impijssible of being carried out when there is no legislation, under
which an exchange is incorporated, either authorizing or requiring such by-laws.
While it niay'be within the power of the Postmaster General to require of unincor-
porated OTganizations^ Ijhat it conform to his requirements, it is beyond his power to
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prescribe the powers of a corporation, duly organized under the laws of a Stat«, whose
rights and powers are fixed by thestatute of the State, under which it is incorporated-,-

and further it is beyond the power of the corporation to conform to tiie requirements
of the Postmaster General when such arfe not within the corporate power granted in th«^

charter.

Fifth. The business of a stock exchange, has been recognized as a proper, useful, and
lawful'biisiness; without it the business man will find it difficult to raise money on his

securities, and it is respectfully suggested to your committee that the method adopted
in the bill to compel stock exchaiiges to incorporate or else have their business com'
munications excluded from the mails and from telegraph and telephone Unes is wholly
beyond the power of Congress. It has been repeatedly held by the Supreme Court of

the United States that " to justify the legislature in interposing its authority in behalf

of the public, it must appear, first, that the interests of the public generally as dis-

tiitguished from those of a particular class require such interference; second, that thS
means are reasonably necessary for' the accomplishment of the purpose and not unduly
oppressive upon individuals. The legislature may not under the guise of protecting

the public interest arbitrarily interfere with private business or interpose unusual and
unnecessary restrictions upon lawful occupations."

" In other words, its determination as to what is a proper exercise of its police powers
is not final or conclusive, but is subject to the supervision of the courts.'

"The State has undoubtedly the power by appropriate legislation to protect the

jJublic morals, the public health and the public safety, but if, by their necessary opera-

tion, its regulatidns looking to either of those ends to a denial to persons -within its

jurisdiction to equal protection of the laws, they must be deemed unconstitutional

and' void."
" When the police power is exerted to regulate a useful business or occupation the

legislature is not the exclusive judge as to what is a reasonable and just restraint upon
the constitutional right of the citizen to pursue any trade, business or vocation which

in itself is recognized as innocent and useful to'the community. It is al-ways a judicial

question if any particular regulation of such right is a valid exercise of police power.
'

'

Sixth. The Pittsburgh Stock Exchange is incorporated under the laws of the State

of Pennsylvania, but its charter does not authorize the adoption of many of the reg-

ulations prescribed in the bill as by-laws. For instance, on page 6 of the bill, clause

(H), there is a pro-vision that no member shall purchase stock unless he shall have

in his hand at least 20 per cent of the market value. It is beyond the power of the

exchange to take away from a member the right of contract, nor is it within the prov-'

ince of the exchange or board of directors to adopt as a by-law binding upon mem-
bers any and all requirements which any Postmaster General might suggest. Th&
rights o'f the members are fixed by the charter and any bv-law which is not author-

ized by the charter is not binding upon members and could not be enforced.

A member of this exchange was guilty of such conduct as ordinarily under an

unincorporated exchange would have authorized his expulsion. The exchange did

expel the member, but a mandamus proceeding compelled his restoration because

there was nothing in the charter which authorized the corporation to deprive a mem-

ber of his membership, although guilty of reprehensible conduct. In several other

instances not necessary to be mentioned here in detail, this exchange has found

itself hampered in the enforcement of its bv-laws for the reason that it is incorpo-

rated Each member has certain rights which can not be dealt with in the same

manner as if the exchange were not incorporated and the rights of the members

wholly dependent upon the contractual relation between themselves.

Respectfully submitted. „ ^ o t^*^ ^ ThD Pittsburgh Stock ExonANomi
By A. E. Hasten, President,

C. J. HoLMAN, Secretary.

Salt Lake Stock aniS Mining Exchange, Salt Lake City, Utah.

Salt Lake City, Utah, March IS, 1914.

The Committee on Banking and CtrRRENCY
United States Senate, Washington, D. C.

TVio <?Qlt Lake Stock Exchange begs leave to present to your honorable committee

its^amesl and respectM p^^^ certain features of a bUl "To prevent the use

^lie^ails and of the telegraph and telephone m furtherance of fradulent and harm-

M tanrctions on stock exchanges" now before your committee for consideration

Sd report, and to urge that the sa^ne be returned to the Senate with a negative recom-

raendation, for reasons to be stated.
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, With the main purpose and intention of the bill, namely, the securing of fuller

information concerning the securities of corporations listed upon the exchanges; the
prevention and the punishment of the manipulation of securities and of all fictitious

and fraudulent purchases and sales of securities, whether on the exchange or else-

where, this exchange is in full sympathy and accord. The constitution and by-laws
of the exchange give full power to its governing authorities to deal with each of these

Suestions, and we believe that it can not be truthfully asserted that we have failed in

ae past to require full disclosure of conditions from corporations making application

of listing, nor to hold to strict account and punishment those of our members (fortu-

nately but few in number) who have engaged in the fraudulent practices contemplated
by the bill. Any further legislation seeking to safeguard the honesty and value of

securities and to prevent frauds in their sale and purchase, we would welcome as an
assistance and benefit to our exchange; but we believe that such legislation should
not be accompanied by features of hardship and injustice to honest dealers in securi-

ties, nor impose upon the reputable stock exchanges of the country restraints and
obligations of an unnecessary and burdensome character.

Seme of the objections to the pending bill we may briefly state as follows:

1. The title to the bill is "To prevent the use of the mails and of the telegraph and
telephone in furtherance of fraud\]lent and harmful transactions on stock excharges."
To a bill thus accurately described there could be no objection, but it appears in the
body of the bill that the prohibition cf the use of the mails and telegraph and telephone
is not restricted to cases cf fraudulent and harmful transactions, but also applies to the
honest and legitimate trading cf any stock exchange unless such exchajige has been
incorporated with charter and by-laws satisfactory to the Icstmaster General, thus
CdmpelUrg by indirect means the incorporation of bodies or associations of citizens

who could not directly be compelled under their constitutional rights and privileges

to enter into such incorporation.

2. This compulsory change of the status of the members of the stock exchange
would be unjust and a grave hardship to these who have invested their money, varying
fn m $2,£00 to $15,000, in the purchase of membership in a body which the present
bill proposes to charge entirely from a flexible association or club, with all its ad-
vantages, to a corporation; thereby, it is sincerely believed, greatly decreasing, if

not destroying, the value of such membership.
3. No compensating advantage to the public or to the Government is apparent from

such enforced incorporation. No greater public control is exercised over the incor-
porated excharge now existing than, over the unincorporated associations. The
charter and by-laws of the new corporation would be substantially the constitution
and by-laws of the old unincorporated association. No greater powers or facilities

would be conferred by the charter in the direction of securing honest disclosure as to
securities before listirg or of punishirg fraudulent transactions.

4. On the contrary, there would be a distinct loss through incorporation of the
present flexible and effective disciplinary powers exercised by the governing bodies
of unincorporated exchanges; members would be constantly appealing to their char-
tered rights and interposing delay and litigation to the exercise of discipline for mis-
doing, which is now imposed promptly and finally and without appeal.
WMle with regard to the listing or refusal to list or striking from the list of securities,

this duty we would say has been alwaj s exercised with the utmost care by the stock
exchange. It in no respect controls or attempts to control values. Stocks are listed
on the exchange when they are not paying dividends and in the course of time become
dividend payers and pass from the speculative to the investment class, and, on the
other hand, stocks pay ing dividends when listed having more or less of an investment
character may cease pa- ing dividends and become more or less speculative. The
evident purpose of the bill to afford an appeal in this matter to the courts, we respect-
fully submit could result in disadvantage not only to the exchange, but to the public,
by substituting for the competent body of expert business men who now pass upon
the subject of listing a tribunal of lawyers having no special knowledge or aptitude
for such questions. Listing is not essential to the dealing in securities, the greater
number of securities are not listed—it provides an additional attraction to buyers who
have confidence in the expert judgment of those who now control the listing; such
confidence would be lost, if the propriety of listing or unlisting were subject to constant
discussion in the courts.

5. The provision of the bill requiring the members of stock exchanges to keep books
open to the inspection not only of the officials of the exchange, but of the Postmaster
General, seems to us impracticable and difficult to enforce; and also by subjecting the
private business of reputable dealers to public inspection, would impose an unusual
and unnecessary hardship upon a particular class of citizens, and would give to un-
scrupulous persons the opportunity of examining the books of members for their own
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personal gain. Brokers report to customers the names of brokers through whom they
purchase and sell, and thus a record is made which may be followed up if wrongdoing
in any transaction is suspected.

6. With reference to the provisions of the bill, excellent in themselves, for pro-

curing fuller disclosure and knowledge as to securities for listing, we would point out
that these requirements could be much more effectively enforced and applied by a
commission having supervision of the issue of securities by corporations, such as exists

in many of the States and is contemplated in the proposed Federal trades commis-
sion. The approval of such a commission would doubtless be required by the stock

exchange as a necessary prerequisite to the listing of all securities. The plan of the
bill to legislate into the charters of incorporated stock exchanges all these require-

ments as to listing is an indirect and cumbersome method of doing what could bo
better done directly by a commission.

7. So, also, with regard to the prevention and punishment of fraudulent transac-

tions in stocks and, bonds. These are already effectively dealt with so far as their

members are concerned, by the governing bodies of stock exchanges. If more drastic

legislation is required, it should be directly applied against the culprit by means of

the criminal law, and not inserted and enforced by indirection and circuity through

the charters and by-laws of incorporated exchanges.
For these and for other reasons which might be urged and which have been brought

your attention, both in writing and orally, by the representatives of other stock

exchanges, with which we are in full accord, we would respectfully ask your honorable

committee to report the pending bill with a negative recommendation.
For the information of the committee a copy of the constitution and by-laws and

of the rules for listing upon the Salt Lake Stock Exchange accompany this protest.

Respectfully submitted.
Salt Lake Stock and Mining Kxchange,
R. J. Evans, President.

(The constitution and by-laws, together with the rules for listing on the Salt Lake
exchange, mentioned in the above communication have been, omitted in printing

but may be found on file with the Committee on Banking and Currency, United States

Senate.)
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